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GULF POWER COMPANY 

Before the Flori da Publ i c Serv1ce Commission 
Direct Testimony of 
Arlan E. Scarbrough 

In Support of Rate Relief 
Docket No . 891345-E! 

Date of f i ling December 15, 1989 

Q. Please state your name, buaineaa address and 

occupation. 

A. My name is Arlan E. Scarbrough. My bus1 ness add re: s 

is 500 Bayfront Parkway, Pensacol a, Flor i da 32501 . I 

am Vice President - Finance of Gu l ! Powe r Company . 

Q. Pleas outline your educational background and 

buaineea experience. 

A. I graduated from the Uni versity of Southern 

Mississippi in 1958 with a Bachelor of Sc i ence de9 ree 

in Accounting. Following graduation from coll ege, I 

att ended Off i cer Candidate School and was 

commissioned in the United States Marine Corps . 

Whi l e serving in the Marine Corps, I graduated from 

East Carolina Unive~sity in 1962 with a Master's 

degree in Business Administration. 

Following my discharge from active duty in 

1962, I was employed by Miesiaeippi Power Company (an 

operating subsidiary of The Southern Company, as i s 

Gulf Power Company) in the Accounting Department and 

OOCUM~\T \'U'r~?-Ct. T: 

12 00 0 o:c 15 559 

FPSC-RECORDS/REPORTING 
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held various positions in the department until June 

1968, when I was elected Assistant Secretary anc 

Assistant Treasurer of Mississippi Power Company . In 

this position, my primary function was responsibility 

for all accounting activities. I continued to ser ve 

in that capacity until October 1976, vhen I was 

elected Comptroller, with similar responsibilities . 

In october 1977, I accepted the position of Vice 

President and Comptroller and Chief Pinancial Off1eer 

of Gulf Power Company, and in April 1980, was 

appointed to the position of Vice President - finance, 

with similar responsibilities. 

Q. What professional license do you hold in the field of 

Accounting? 

A. I am a licensed certified Public Accountant and a 

member of the American Institute of Certified Public 

Accountants and Plorida Institute of certified Public 

Accountants. 

Q. Will you br i efly de•cr ibe your duties as Vice 

President - Pinance of Gulf Pover Coapany? 

A. I .. the Chief Pinancial Officer with responsibility 

for all accounting, financial, corporate reco: ds, 

corporate planning, rates, and internal auditin9 and 
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security activities of the Company. I also serve as 

Chairman of the Budget Commi t tee. 

What ia the purpoae of your teati•ony? 

The purpose of my teatimony i s to explain the need 

for immediate rate relief and to discuss the ra t e 

relief requested baaed on the 1990 test year approved 

by this Commission . I will de1cribe my role i n the 

budgetin9 process and the particular areas of the 

bud9et that I arn aupportin9 in these proceedi ngs . 1 

will discuss specific areas of the 1990 Operat i on ~ n~ 

Maintenance expense (0 • M) budget and provi de 

justifications for variations from the bench~ar k in 

those areas. 

&ave you prepared an exhibit that contains 

inforaation to which you will refer in your 

teatia ony? 

Yea. 

Counael: we ask that Mr. Scarbrough's 

Exhibit, comprised of 13 Schedules, 

be •arked for identification as 

Exhibit (AES-1). 

Are you tbe aponaor of certain Miniaua Piling 
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A. Yes, theae are liated on Schedule 13 at the end of ~Y 

exhibit. To the beat of my knowledge, the 

information in theae MPRa is true and correct. 

o. Were all of tbe achedulea in tbia exhibit prepared 

under your direction and auperviaion? 

A. Yea. 

Q. What 1• the aource of the fi9urea ahown in these 

achedulea? 

A. The actual data presented on the schedules were 

prepared from the books and records of the Company. 

Gulf Power Company maintains its books and records in 

accordance with generally accepted accounting 

principles and the rules and regulations prescr ibed 

for public ut ilities in the Oniform System 

of Accounts published by the Federal Energy 

Regulatory commission (FERC), and adopted by the 

Florida Public Service Co.miaaion (PPSC). Our books 

and recorda are audited by Arthur Andersen 'co., 

independent public accountanta, and a copy of their 

lateat audit opinion, for the year endin9 1988, is 

included in the coapany'a 1988 Annual ~eport to 

Stockholders which i s filed aa MPR P-1 in this case. 
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Our books and records are also audited by the FERC 

and this Commission. In addition to the schedules 

presenting results of operations for 1989 (eight 

months actual and four months projected), I wi ll also 

present certain budgeted data for 1990. Mr. D. P. 

Gilbert, Director of Corporate Planning, will testify 

about the budgeting process and methodology used in 

making the projections, Mr. Mark R. Bell of 

Arthur Andersen ' Co. will testify to his review of 

the budget; and Mr. R. J. McMillan, Supervisor of 

Financial Planni ng will testify to the allocations t o 

the Unit Power Sales customers and the calculations 

of the total retail revenue requirements. 

Q. Why ia it necessary for the company to seek rate 

relief at this ti•e? 

A. Gulf laat received an increase in retail rates in 

December 1984, five years ago. Gulf has made capi ta l 

expenditures of over $385 million from January 1985 

through August 1989 and is projected to make over 

$91 million of expenditures from September 1989 

through Dece•ber 1990. Tbua tue Company vill have 

expended aore than $476 million for plant facilities 

necessary to serve our cuatomers since our last rate 

increase. Also, the Coapany has incurred significant 
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increases i n operating and maintenance expenses , 

primarily due to inflation and customer growt h. 

Offsetting the impact of these increased capital 

expenditures and 0 • M expensea, to a significant 

degree, were benefits der ived from extensive cost 

control efforts , increased Non-Territori al Sales 

(Unit Power Sales), a declining cost of money, and a 

decrease in the corporat e federal income tax rate 

from 46 percent to 34 percent. All of these c hang ing 

factors were concurrently reflected in the rnonthly 

surveillance reports that are filed by Gul f with the 

PPSC. These reports did not indicate a need for a 

significant adjustment in Gulf's reta il rates unt i l 

1989. 

The major factor triggering the Company ' s 

immediate need for rate relief is that all 515 

megawatts of Gulf's portion of the Plant Dani el 

capacity and 63 megawatts (mw) of Gulf' s ownership i n 

the Plant Scherer capacity is now committed for 

territorial service. As shown i n Mr. Parson's 

testimony and Schedule 9 of his exhibit, which I am 

jointly aponsoring, up until February 1989, the vast 

majority of this capacity was supported by our Onit 

Power Salea (non-territorial service) contracts. 

Prom June 30, 1988 to February 1, 1989, over 500 MW 
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of generating capacity was returned to territorial 

service. The addition of this caoacity, combined 

with the normal increases in capital expenditures and 

0 ' M expenses, create~ a significant 1989 reta i l 

revenue deficiency. this was not a surpr i se to Gul f 

Power Company . Since our last retail rate increase 

in 1984, our long-range financial forecasts have 

indicated a need for a substantial increase in reta!l 

revenues in 1989. Nevertheless, our Company has 

always placed great emphasis on attempting to ! 1nd 

ways to avoid filing for rate relief. Despite t hese 

efforts, in order to maintain our high quality of 

service to our customers nd a reasonable level of 

financia! integrity , Gulf requested an increase in 

retail rates of $25 . 8 million on November 14, 1988 . 

Even though the company's financial condition 

continued to deteriorate as forecasted, Gulf withdrew 

its request f or rate relief on June 9, 1989 , because 

of the difficulties encountered in conducting a rate 

case during a Grand J ury investi9ation . At that 

time, the Coapany told the Co•miasion we would file 

another case when the situation was resolve~ . As 

stated by Mr. Mccrary, the investigation by the Grand 

Jury as it relates to Gulf Power wa~ resolved on 

October 31, 1989. As anticipated , Gulf's earnings 
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1 have continued to deteriorate to a aeriously 

2 unreasonable level. Consequently, we are request i ng 

3 a $26.3 million or a 6.21 percent increase i n our 

4 retail revenues. 

5 

6 Q. Have you aade a coapariaon of Gulf'• retail coat to 

7 that of other coapaniea? 

8 A. Yes. I have compared Gulf's annua! average reta t l 

9 revenue per kilowatthour sold to those of 25 ot her 

10 southeastern electric utilities for 1988. My 

11 Schedule 11, page 1, shows Gulf in the lowest 

12 quartile of this comparison group, with only three 

13 companies that had lower coats than Gulf Power 

1~ Company . 

15 

16 Q. would Gulf atill have coapared favorably if the 

17 .26.3 aillion rate relief requeated in thia caae had 

18 been granted to Gulf in 1988? 

19 A. Yes. As ahown on ay Schedule 11, page 2, Gulf's 

20 retail revenue per kilovatthour sold woul6 have 

21 remained in the loweat quartile of the comparison 

22 group. 

23 

24 Q. Your projection• indicate that in 1990 Culf'• 

25 earninga, without rate relief, will be le•• than ita 
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cnnual coaaon stock ~ivi~en~ require•ent. What are 

the i mplications of thia weak financial projection 

for the Co.pany an~ ita custo.ers? 

A. Common stockholders provide a significant portion of 

the capital needed to construct our generation, 

transmission and dist ributi on facilities. In 

exchange, they expect, and they deserve, a fair 

return on their investment, and a large part of this 

return is in the form of di vidends. 

ror an ongoing business, earni ngs are the 

ul timate source of dividend payments. On a 

short-term basis, the company could meet its d i viden~ 

obligation with casb flow from depreciation and other 

non-cash exp nses, or from borrowi ngs. But beyond 

the short term, a growing company like Gul f Power 

must earn at a level in excess of its di vidend . It 

i s not likely that additional equity capital would be 

available to a company earning only enough to cover 

its current dividend . Fai lure to •eet the di vi dend 

obligation would adversely impact both the Company 

and its customers. 

The evidence ie clear with re~pect to the 

market's reaction to reduced or omitted dividends by 

utility co•panies . The iamediate ~ecline in stock 

price i s only part of the overall react ion . The 
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greater concern is the impact on the Coffipany 's 

ability to acceaa the ~arkets for additiona l co~mon 

equity capital in the future. The inability of the 

Company to obtain additional eq~ity capital on 

reasonable teras could restrict grovth or result in 

increased leverage vhich would only exacerbate a 

deteriorating financial situation. 

Gulf, as you know, obtains its equity from the 

Southern Company, but the above impact vould be no 

less direct because Gulf ia responsible for its share 

of southern's dividend . Gulf's share is determi •. ed 

baaed on the amount of ita equity as a percent of the 

total Southern system equity. 

Q. Without rate relief, would your aecurity ratings be 

put in jeopardy? 

A. Yes. In a recent report on Gulf rover, Schedule 12 

of my exhibit, the Standard • Poor's rating agency 

affirmed the single "A" rating of Gulf Power 

coapany'a Pirst Mortgage Bonds and preferred stock. 

This report referenced Gulf ' • "ag9reaaive~ debt 

leverage and ita need for rate relief. The report 

concluded with a •Negative outlook" that stated, "if 

needed rate relief is not forthcoaing, financial 

protection measures could fall to levels below those 
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commensurate with the current rating . " 

Therefore, we conclude that without rate relief 

our bond and preferred stock ratings would likely be 

downgraded. This, of course, would increase our cost 

of capital and possibly restrict, to some degree, our 

access to the capital markets. 

Q. Mr. Scarbrough, what are the projected earnings of 

Gulf Power Company for 1990 with present retail 

rates. 

A. With present rates, the adjusted jurisdictional 

return on average rate baae is projected to be 

6.60 percent for 1990. This provides a return on t he 

average common equity (risk capital) ccmponent of 

7. 52 percent, which is significantly below the 13. 00 

percent determined by Dr . Morin to be appropriate f or 

Gulf Power Company . 

o. Mr . Sca rbrough, what areas of the financial budget 

are you t estifying to in these proceedings? 

A. As Vice President - Finance and as Budget Committ@e 

Chairman , I have overall responsibility for the 

entire budgeting process. In these proceedings, 

however, the budget areas I am supporting will be 

confined to the Customer Accounts function and the 
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Administrative and General area ot Operation and 

Maintenance (0 ' M) expenses, and to taxes, interest 

rate assumptions, dividends, capital contribut i ons 

from The Southern company and other tinancings . 

o. Mr. Scarbrough, earlier you •a4e reference to 

resolution of tbe Grand Jury investigation. I 

believe at least some of what occurred vas as a 

reault of the circumvention of internal controls by 

those involved. Have you •ade any changes to your 

M•nagement Procedures that provide additional 

guidelines for internal controls? 

A. Yes. Several accounting and purchasing Management 

Procedures have been revised. Because of the 

increased amount of transactions and the problems 

which were focused during the investigation primarily 

on the use ot professional services throughout the 

Company, we decided to include them in the purchase 

requisi tion process to provide additional assurance 

that the Company waa getting the best possible 

services for the beat price. 

In addition, other revisions included changes 

to approval levels tor purchase requisitions , 

personal expense statements, and executive control led 

expenses . Blanket purchase orders were capped for 
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1 total annual spending limi ts. 

2 

3 Q. Will the tightening of the internal cont rols 

4 guarantee that the circuavention of controls vill not 

5 occur in tbe future? 

6 A. To my knowledge, no coat effective system of i nternal 

7 controls exists which can detect eve ry ins tance of 

8 theft or fraud where collus ion exists . I f i rmly 

9 believe that we have carefully revi ewed our cont ro l s 

10 and made those changes reasonable to deter the 

11 reoccurrence of this type activity . The best 

12 internal cor trols are honest and ethi cal employees 

13 who recogni ze the importance of adherence to these 

14 controla . As indicated in Mr . McCrary ' s test i mony, a 

15 number of other steps have been taken to emphas i ze 

16 the importance of such conduct . 

17 

18 Q. Mr . Scarbrough, baa the Coapany aa~e thoae 

19 ad j uataenta neceasary to reaove froa tbia rate ca~e 

20 any iapact of the l oasea aaaociate~ vitb the Grand 

21 Jury and internal inveatigationa. 

22 A. Yea, ve have. On specific inatruction from ae, t he 

23 auditing and accounting peraonnel ha~e atte•pted t o 

24 i dentify thoae dollar• aaaociated vith theft o r 

25 otherviae invol ving the circumvention of controls . 



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

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

ll 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Docket No . 891345-EI 
Witness: A. E. Scarbrcugh 

Page 14 

Virtually all of these itema relate to years prior to 

1989 and do not impact the test year. A relatively 

small amount was capitalized and would, therefore , be 

included in the teat year had they not been removed 

from rate base as detailed in Mr. McM il lan's 

testimony. In addition, $615,000 budgeted for le9al 

fees in connection with the investigation was removed 

from o ' H expenses in this case. 

Q. Would you please explain your involveaent in the 

0 ' M expense budget process? 

A. As Budget committee Chair~an, I admi nister the budget 

process and participate in the review and approva l of 

the 0 ' M budget. 

Q. What is the aost appropriate coaparison which can be 

•ade to deteraine tbe reasonableness of th' 1990 

o ' M expense budget? 

A. Before I respond, let ~e first say that I am fully 

aware of the coaaiaeion•s directive to present a 

"benchmark" compariaon using the level of o ' M 

expenses approved in tbe last ease. In Gulf's case, 

the base aaount is the level of o ' M approved in our 

last completed rate case, Docket No. 840086-EI, Order 

No. 14030. We have done this and, I believe, have 
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fully justified the variances between the 1984 base 

year and the 1990 test year. 

However, you have asked me to address the most 

appropriate method of measuring the reasonableness o! 

requested o ' M expense levels. I feel very strong ly 

that the most appropriate and most realistic method 

is to examine the reasonableness of the prior year 

expenditures. One can then compare the amount 

requested in the test year with the prior year. 

In this case, the most appropriate test of the 

reasonableness of the 1990 0 • M budget is to ex:Mine 

the reasonableness of 1989 0 ' M expenses and compare 

them with 1990 and review the explanations for the 

increase. In 1989, we have spent at the level 

necessary to provide adequate and reliable electric 

service to our customers. An examination of 1989 

expenses and the comparison of 1989 to 1990 is the 

best measure of the reasonableness of our 1990 0 & H 

budget. 

Yes, I have. I will present the 1990 0 • M expenses , 

exclusive of fuel and purchased power, and summarize 

the explanations for the changes in 0 ' M expenses 

from 1989 (8 months actual and 4 months projected) to 
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1990. Those explanations are provided on Schedule 1. 

In addition, I am prepared to address t he 

specific explanations for the variances related to 

customer Accounting and Administrative end General 

expenses which are also shown on Schedule 1, page 2. 

Mr. Lee, Director of Power Generation, is responsible 

for 0 & M expenses related to Production. 

Mr. Rowell, Manager ot Transmission and Syste~ 

Control, is responsible for 0 ' M expenses related to 

Transmission. Mr. Jordan, Director of Power 

Delivery, ia responsible for 0 ' M expenses rel ated 

to Distribution. Mr. Bowers, Di rector of Marketing & 

Load Management , i s responsible for 0 ' M expenses 

related to customer Service and Information and Sales . 

In addition to the Schedule 1 analysis, 

Schedule 2 coapares 1989 0 ' M expenses, escalated by 

inflation and cuato~er growth (benchmark analys is) to 

the 1990 budgeted 0 ' M expenses. The 1990 budgeted 

o ' M expenses are .126 . 9 million, which is 

$5.9 million or 4.4 percent leas than the esc~lated 

1989 expenses . 

Mr. Scarbrou;b, earlier you indicated tbat you would 

present testi•ony relatin; to tbe benc~ark 

coaparison used by the co .. ission to •easure the 
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appropriateneaa of increaaea in 0 • M expenaes. Do 

you believe uae of tbe bencb•ark i a an appropriate 

tool for teating tbe reaaonableneaa of o • M 

A. Aa long as it is truly uaed aa an analytical tool as 

the Commission intended, uae of the benchmark may be 

appropriate. 

If the benchmark procedure requires that those 

expenaea in excess of the benchmark undergo a more 

rigid analysis and justification by the Company 

before they are approved by the FPSC then l think the 

technique is appropriate. However, the benchmark 

methodology, aa interpreted by some, assumes that 

customer growth (except for production) and inflation 

as measured by the Consumer Price Index (CPI), will 

adequately cover increases in 0 • M expenses from 

whatever baseline year is used to the teat year. we 

know this is the exc~ption rather than the rule . A 

multitude of 0 ' M increases in the utility industry 

are totally unrelated to either cuatomer growth or 

inflation. Theae ••Y take the form of new programs 

or increaaea aaaociated with conforming to newly 

adopted lawa or regulationa. Moreover, the CPI is a 

•easure of increaaea in the coat of a •ultitude of 

conauaer items, only a few of which are directly 
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related to the utility industry. The increases in 

utility related expenses may far exceed thos~ 

associated with 9eneral increases in consumer 

products across the country. 

The bi99est fallacy which we see associated 

with use of the benchmark is the growin9 tendency of 

some to advocate its use as an absolute or, at the 

very least, a strong presumption that if a utility is 

over the bench~ark, the overa9e should be 

disallowed. Arbitrary application and the absence of 

any clear 9uidelinea for determining what constitutes 

a valid justification of an overa9e leaves the 

utilities in this 1t1te justifiably apprehensive over 

the use of the benchmark methodol09Y· Finally, 

unless the baseline year is representative of o & H 

expenses required to be expended by the utility to 

maintain a hi9h quality level of service to its 

customers, application of the benchmark methodology 

will render results whi ch are unfairly skewed. 

In Gulf's lt84 rate case. Order No. 14030, issued 

January 25. lt85, tbe c ouiaaion approved 1984 

adjusted 0 • M ezpenaea (ezcluaive of fuel, purchase~ 

power, and BCCR) totaling .80.2 aillion. Was this 

aaount representative of a noraal level of o • M 
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2 A. No. My testimony i n the 1984 rate case indicated 

3 that the level of 0 • M expenses included in the 

4 original filing for that case was the le~e1 necessary 

5 for the Company to continue normal operations . I 

6 also stated that due to the poor return on average 

7 common equity which would result if the expenditures 

8 were made and inadequate rate relief was rece ived , 

9 the Company had deferred certain expenditures such as 

10 turbine maintenance, travel, training, and the hiring 

11 of new and replacement employees. 

12 We were chastised for deferring expenses in 

13 Order No. 14030, and as a result, the commission 

14 reduced the requested level of 0 • M expenses by 

15 $5.7 million. This reduction was determined by 

16 annualizing the actual expenditures for 1984 throug h 

17 July which were under the level budgeted and needed 

18 for normal operations . The Commission also made 

19 several adjustments related to the benchmark 

20 justification which further reduced the allowed o ' M 

21 below the level nee~ed for normal operations by 

22 approximately $3.7 aillion. The total reduction of 

23 o ' M expenses amounted to $9.4 aillion. 

24 

25 o. Save you prepared a coapariaon of 1990 o • M 
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expenaea, excluai ve of fuel, purohaaed power, and 

ECCR, to a benchaark which uaea the 0 ' M allowed in 

Order No. 14030 aa tbe baae year? 

A. Yes. The compari son of 1990 0 ' M expenses to the 

benchmark has been prepared and is i ncluded on 

Schedule 3. The 1990 0 ' M budget is $5 .2 million 

over the 1990 benchmark. 

As I stated earlier, while the benchmar k can be 

a useful tool in performing an analysi s of 0 & M 

expenses, the selection of the base year has a 

significant impact on the results obtained by using 

the benchmark methodology . The use of a base yea r 

that is well below the level of o ' M expenses needed 

for normal opP. rations will result i n the need to 

provide extensive and addit i onal justification for a 

disproportionately large amount of expenditures when 

analyzing a normal year . 

Aa I have previously mentioned, the level of 

0 ' M expenses allowed in Order No. 14030 was 

$9 . 4 million below the level required !or normal 

operations. The variance resulting from the 

application of the benchmark methodology to the 1984 

allowed 0 ' M expenaea is larger than would have 

occurred bad a normal level of o ' M expenses been 

used as the base. Gulf does not believe that the use 



I 
I 
I 1 

I 
2 

3 

I 4 

5 

I 6 

7 

I 8 

I 
9 

10 

I 11 

12 

I 13 

14 

I 15 

16 

I 17 

I 
18 

19 

I 20 

21 

I 22 

I 
23 

24 

I 
25 

I 
I 

Docket No. 891345-EI 
Witness: A. E. Scarbroug h 

Page 21 

of t he 1984 o ' M expenses allowed in Order No. 14030 

as the base is appropriate. Nevertheless, we have 

calculated the benchmark in compliance with the 

Commission's directive using the 0 ' M expe nses 

approved in Order No. 14030, with proper adjustments 

as I will diseuse later in •Y testimony, as the base 

and provided the necessary justifications. 

Q. Would it be more appropriate to uae a base other than 

the 0 ' M expenses allowed for the 1984 teat year in 

the calculation of the 1990 benchmark? 

A. Yes. Commission Order No. 11498, issued on 

Janu~ry ll , 1983, allowed $84.4 million for adjusted 

0 ' M expensee (exclusive of fuel, purchased power 

and ECCR), which is $4.2 million higher than the 

$80.2 million of 0 ' M expenses allowed for the 1984 

teat year. The use of the 1983 allowed 0 ' M level 

as a base results in a benchmark of $130 .4 million 

which is $3 . 5 million greate r than the 1990 budgeted 

0 ' M expenses as abovn on Schedule 4. The effe~t of 

the Commission's directive to use the 1984 allowed 

0 ' M as the base has required the Company to provi de 

more detailed justification for a greater portion of 

our 1990 0 ' M expenditures than would have been 

necesaary had a normal level of 0 ' M been used as 
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the base year, auch as the 0 & M a llowed in our 1983 

Rate case, Order No. 11498. 

In Order No. 14030, the Commission stated that: 

Gulf's strategy of intentiona lly not spend ing 
what it proteasea to need has only served to 
complicate our examination of what its true 
and legitimate needs are. It is not a 
strategy that should be repeated or adopted 
by others . 

In each year s i nce 1984 the Company has heeded 

this Commission admonishment and Gulf has i ncurred 

the level of 0 & H expenses necessary to operate at a 

normal level. Applying the benchmark methodology t o 

any base year since 1984 yields a benchmar k that is 

greater than the bud9eted o & M expenses for 1990. 

Q. Was the application of the bench•ark methodology in 

Gulf'a 1984 rate caae properly calculated regarding 

the jointly owned Plant Daniel generating facilities? 

A. No. In Order No. 14030, the benchmark methodology 

was improperly applied to make two signif i cant 

adjust~ents to the 0 ' H expensea related to Gulf's 

SO percent ownerahip in Plant Daniel, which is 

jointly owned wi t h and operated by Mississippi Power 

Company (MPC) aa Gulf's agent. Theae adjustments 

were for transmission line rentals and Gulf's portion 

of MPC's Administrative and General (A ' G) expenses 
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which are incurred solely because of the jointly 

owned Plant Daniel production facility. The 

benchmark was calculated by appl ying the escalat ion 

factors to the 1979 base year, which contai ned o & M 

expenses for only Gulf owned and operated generat ing 

facilities. This benchmar k was compared to the 1984 

budgeted 0 & M expenses which included 0 & H expenses 

f or Gulf operated facil i ties as well as o 5 H 

expenses for the j ointly owned product ion facilitie& 

(Plant Daniel) which were operated by Gulf's agent, 

MPC. 

The methodology as applied gave no considera

tion to the facts tha t (1) there were not any 0 & N 

expenses related to jointly owned facilit i es i n the 

base year, (2) all 0 & M expenses for Plant Dan iel 

are production, and (3) all production o & H expenses 

should be added to the benchmark when the plant is 

placed in service . The Commission inappropriately 

disallowed $2.0 million of Pl ant Daniel Production 

0 & M expenses which Gulf is contractually obligated 

to pay in order to receive its SO percent share of 

the electricity generat ed at Plant Daniel. 

Q. You atated previoualy tbat tbe o ' M ezpensea allowed 

in Order No. 14030, iaaued January 25, 1985, were used 
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aa the bale for calculating the 1990 bench•ark. Ra ve 

you •ade any adju1tment1 to the allowed o ' M in 

calculating the 1990 Benchmark? 

A. Yes. In Order No. 14030, the Commission disallowed 

expenditures related to the transmission line rent a ls 

and the Adminiatrative and General (A ' G) expenses 

for Gulf's SO percent ownership of Plant Dani e l. we 

have adjusted the 1990 benchmark calculat i on to 

reflect the proper treatment of t he costs for 

transmission line rentals and Administrative and 

General expenses incurred exclusively for Plant 

Daniel Production facilities. 

Q. Pleaae deac ribe the adjust~ent made i n Order 

No . 14030 related to Plant Daniel tranamisaion line 

rental a. 

A. The Commission excluded $425,000 of expenses f o r 

rentals of transmiaaion lines necessary to t ransm1t 

Gulf's 50 percent ahare of the Plant Daniel 

generation from Miaaisaippi to Gulf's service 

territory. The disallowance waa based on the 

calculation of the benchmark in which Gulf escalated 

1979 base year tranamission expenaes by customer 

growth and inflation in accordance with benchmark 

methodology. We then justified the variance between 

the benchmark and the 1984 budgeted expenses by using 
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transmission line rentals which were not included in 

the 1979 base. In 1984, this variance amounted t o 

$1.4 million . 

The Commission indicated that it was not proper 

to escalate the base year by customer growth and 

inflation and then ask t or recovery of the line 

rentals. The commisaion stated that • • • . we find the 

transmission line rentals to be comparable to new 

generating plants in purpose and shall disallo~ tha t 

port ion of the requested expense that exceeds gro~th 

for inflation alone." I agree that transmission lin~ 

rentals are comparable to new generating plants in 

purpose and should be treated in a like manner. I 

dis agree with the Commi ssion's position that Gul!'s 

1984 benchmark should have been reduced by customer 

growth in order to attain the proper treatment. The 

disallowance was calculated by determining the 

customer growth component of the 1984 benchmark, 

which amounted to $425,000. Schedule 5 shows the 

calculatio~ of the Coamission's adjustment of 

$425,000 related to transmission line rentals. The 

transmission line rentals are requirod in order f or 

Gulf to receive tbe electricity generated by the new 

Plant Daniel facility and should be allowed in the 

same manner as the new eapaeitr. The rentals should 



I 
I 
I 1 

I 
2 

3 

I 4 

5 

I 6 

7 

I 8 

9 

I 10 

I 11 

12 

I 13 

14 

I 15 

16 

I 17 

I 
18 

19 

I 20 

21 

I 22 

I 
23 

24 

I 
25 

I 
I 

Docket No. 891345-EI 
Witness: A. E. Scarbrough 

Page 26 

be added to the calculated benchmark pr i or to the 

determination of the benchmark variance . 

Q. Pleaae coapare tbe t~eat•ent of trana•iaaion line 

rentala in Order No. 14030 vith the proper treataent . 

A. Gulf's 1979 expenses in Account 567, Rente, included 

$6,000, hardly an amount repreaentat i ve of the annua l 

rental of a tranamiaeior. l i ne. The remaining 

expenses in the tranamiasion function were for the 

normal operation and maintenance of Gulf owned 

tranamiaai on facilities for a total of $1,444,000. 

Gulf escalated the total 1979 expenses by customer 

growth and inflation and compared this amount to the 

projected 1984 expenses. The variance was explained 

primarily by $1,381,000 of transmission lir.~ rentals. 

The trans•iaaion expenses included in 1979 

represent the operation and maintenance coats of only 

Gulf owned transmission facilities. All depreciation 

expenses associated with those facilities are 

reflected in Account 403, Depreciation Expense , and 

the carrying coat of the investment is included in 

base ratea through the rate of return calculation. 

The uae of cuatoaer 9rowth and ir.flation to calculate 

the bench11ark ia proper to cover the operat i on and 

maintenance costa of any new Gulf owned transmission 
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facilities. Rowever, rentals for transmission lines 

not only reflect the operation and maintenance costs 

of the rented facilities but also include deprecia

tion and carrying coats of the owning utility. Por 

that reason , it is not proper to conclude that the 

benchmark calculated only on the expenses associated 

with Gulf owned transmission facilities would be 

sufficient to cover the costs associated wi th the 

rental of transmission linea from others. 

Schedule 5 contains the calculation of the 

Commission's adjustment which removed the customer 

growth component from the 1984 benchmark =~lated t o 

transmission. Also included on Schedule 5 is a 1984 

benchmark calculation related to the transmiss ion 

function which reflects the proper treatment of 

transmission line rentals. As shown, the proper 

treatment of transmission line r entals in the 1984 

benchmark would have resulted in Gulf's being only 

$111,000 over the benchmark. 

Q. Please describe tbe treat•ent of trana•iaaion line 

rentals in tbe calculation of the 1990 benc~ark. 

A. Schedule 6 contains a detailed calculation of the 

1990 benchmark for transmission expenses. we have 

treated transmission line rentals in the same manner 
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as we would treat a generating unit in calculat ing 

the 1990 benchmark. The tranamission expense allowed 

in Order No. 14030 was divided between transmission 

line rentals and other tranamission expenses. Other 

transmission expenses were eacalated using customer 

growth and inflation in keeping with the benchmark 

methodology . In calculating the 1990 benchmark for 

line rentals, we added the Commission's transmission 

l1ne rental adjustment of $425,000 as shown on 

Schedule S, to the 1984 allowed amount for line 

rentals to arrive at the proper base. This base was 

then escalated by inflation only to calculate the 

1990 benchmark tor transmission line rentals. The 

total transmission benchmark for 1990 amounts to 

$7 . 2 million. The 1990 budgeted transmission 

expenses total $7.3 million resulting in the 

transmission function being over the benchmark by 

$143,000. Justification for this benchPark variance 

is included in MPR C-57. 

Q. Bov ia the incluaion of Plant Daniel tranaaiaaion 

line rentala in Gulf'• 0 • M e1penae1 juatified? 

A. It is obvious that a aeans of transporting the power 

from Plant Daniel in Mississippi to Gulf'a service 

area is required. several options were evaluated to 
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determine which option would be the most economi cal 

for Gulf to pursue. Rental of the transmi s sion lines 

from Mississippi Power company and Alabama Power 

Company was determined to be the most economi cal 

option. The testimony of Mr. Howell addresses the 

6 justification for renting the necessary transmi ssion 

7 l i nes rather than selecting the other available 

8 alternatives. 

9 

10 Q. Please describe the adjustment made in Order 

ll No. 14030 related to Plant Daniel Adminiatrative a nd 

12 General expenses. 

13 A. The commission excluded $1 , 573,000 of the 

14 Administrative and General expenses which are 

15 incur r ed solely as a result of Gulf's 50 percent 

16 ownership in Plant Daniel. The justif i cation for the 

17 reduction was: 

18 

19 

20 

21 

22 

23 

24 

25 

•• • we reject Gulf's attempted 
justification for this amount in excess 
of the CPI and customer growth 
benchmark . We reject it, not because 
we find the amount to be unreasonable 
or imprudent , but becauae we find that 
Gulf bas already included this amount 
in a previous justification. This is 
so because we find that A ' G for new 
plant is accounted for in the base 
0 ' M and to accept it as additional 
juatification would result in counting 
this expenae twice. 

The A ' G expenses for the new plant (Dani ell was 
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not accounted for in the base 0 & H. 

Q. Do you agree with the adjuataent •ade by the 

Commission in Order No. 14030 relating to Plant 

Daniel A ' G expenaea? 

A. No . Here again, the Commission applied the 

r ationale that customer growth provides for 

s ufficient increases in the base year leve l of A & G 

expenses to offset the increase in A & G expenses 

occasioned by the increase in new generating plan t . 

Th1s rationale is true for the addition of plant 

owned and operated by Gulf, as the base year 

includes A & G expenses of a similar nature. 

However, in the case of Plant Daniel, Gulf entered 

into a contract with HPC whereby MPC operates Plant 

Dani el for the benefit of Gulf and MPC. Under th i s 

contract Gulf is allocated a portion of MPC ' s A ' G 

expenses as well as 50 percent of the production 

expenses of Plant Daniel. 

The A & G expenses for our 50 percent ownership 

of Plant Daniel a r e incurred by Gulf exclusively for 

the operation of the plant by MPC. There were no 

Plant Daniel A ' G expenses included in the 1979 

base year. It is inappropriate to assume that an 

adjustment tor customer growth when applied to a 
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base year which included only Gulf A ' G expenses 

would cover expenses for the A ' G billed to Gulf by 

HPC for Plant Daniel. 

Q. Pleaae deacribe tbe treat•ent of Plant Daniel A ' G 

in tbe calculation of the 1990 bench•ark. 

A. we have separated A ' G expe nses into 

production-related A ' G and other A ' G. 

Schedule 7 contains a detailed calculation of the 

1990 benchmark for Administ rative and General 

expenses. The A ' G expense allowed in Order 

No. 14030 was allocated between production-related 

A & G aod other A ' G. The production-related A & G 

is composed of a portion of Gulf's pension and 

benefit expenses and property insurance expenses as 

well as the A • G coats billed to Gulf by 

Miss i ssippi Power for the operation of Plant 

Daniel. Gulf's pension and benefit expenses were 

allocated to production baaed upon production labor 

to total 0 ' M labor, and the property insurance 

expenses were allocated baaed upon insurable 

values. These coeponente of A ' G expense were 

included as production-related A ' G sine~ the level 

of these expenditures would fluctuate in direct 

proportion to the addition of new Gulf operated 
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generating plant. Gulf's port i on of Plant Dani el 

A & G i s also included as produc t i on-related A & G. 

In calculating the 1990 benchmark f or 

production A & G, we have added the Commi ssion's 

adjustment for Pl ant Dani el A ' G to the al lowed 

production-related A & G to arrive a t the prope r 

base . This base was then escalated by i nflat ion 

only to calculate t he 1990 benchmark for 

production-related A & G. The 1990 benchmark for 

other A & G expenses was ca l culated by applyi ng the 

cust omer growth and inflation factors to allowed 

other A & G expenses. The 1990 benchmark for A & G 

was calculated to be $39.2 million. The 1990 

budgeted A ' G expenses, adjusted for the 

appropriate Net Operating Income adjustments, tota l 

$38.4 million whi ch is $.8 million less than the 

benchmark. 

Q. Why did you add the 1984 Daniel A & G disallowance 

to the Benchaark? 

A. Gulf added the 1984 Daniel A • G expense 

disallowance to t be production-related A & G 

benchmark for three reasons: (l) The Commission did 

not rul e that tbe Plant Daniel A & G expenses were 

either unreasonable or imprudentr (2) the 
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commission authorized the inclusion o! Plant Dani e l 

in rate base and the recovery of the product i on 

expenses in the last rate proceeding, and the 

disallowed A ' G expenses were exclusively for 

production; and (3) these di sallowed A 5 G expenses 

are a specific component of tbe Plant Dani el 

operating agreement between Gulf and Mississippi 

Power company. 

Q. Please su .. arize tbe justification for recovering 

the Plant Daniel A 'G ezpenditures from Gulf 's 

customers. 

A. Gulf has a contract with HPC which allocates to Gu lf 

a portion of MPC A ' G expenses and SO percent of 

the Production expenses of Plant Daniel. The A & G 

expenses for o~r 50 percent ownership of Plant 

Daniel are solely for the operation of the plant by 

MPC. The billings to Gulf by Mississippi are 

audited by tbe Internal Auditors of southern company 

Services on a periodic basis in order to determine 

whether such billings are i n coapliance with the 

ter~s of the operat ing agreement. 

The approval by the PPSC of Plant Daniel 

capacity in Gulf's rate base in the l~et rate case , 

as well as the allowance of the production o ' M 
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expenses, recognizee that Plant Daniel coats are 

properly recoverable from Gulf's customers. Since 

the A ' G expenses are a necessary component of the 

operating coat of Plant Daniel, they should also be 

recoverable from Gulf's customer•. 

Q. Bow have you handled the o ' M expentea aaaociated 

with the addition of Plant ScherEr for benchmark 

purpotea? 

A. In calculating the 1990 benchmark, we have treated 

the 0 ' M expenaea tor Plant Scherer the saNe as for 

Plant Daniel . We have included the Production o & M 

expenses, the A ' G expenses for Plant Scherer 

billed to Gulf by Georgia Power, and the 

transmission line rentals billed to Gulf which are 

necessary for Gulf to receive the electricity 

generated by our 25 percent intere1t in Georg ia 

Power's Plant Scherer Onit No. 3. These are 

expenaea incurred by Gulf aolely for the new 

generating capacity at Plant Scherer Onit No. 3 and 

a1 auch ahoul d be included in the benchmark. This 

treatment it eonaiatent with the treataent tpecified 

by the Coaaiaaion in Order No. 14030 and given to 

our SO percent ownerahip in Plant Daniel which we 

previoualy diacuased. 



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

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Docket No. 891345-E I 
Witness: A. E. Scarbroug h 

Page 35 

Q. Have you aade any other adjustment• in calculating 

the 1990 Benchaark? 

~ . Yes. We have made an adjustment related to certa in 

Customer Service and Information (CS•I> expenses 

which were recovered through the Energy Conservation 

coat Recovery (ECCR) mechaniam in 1984 but are 

budgeted to be recovered through base rates in 1990 . 

Q. Hov vere cs•r expenaes handled in the 1984 caae? 

A. In 1984, Gulf budgeted $5.4 million of cs•I expenses . 

our original rate filing with the PPSC i n that case 

indicated that $2.1 million of conservati on expenses 

would be recovered through the ECCR mechanism anc 

the remainder of the conservation expenses would be 

recovered through base rates. The commission ruled 

that all conservation expenditures should be 

recovered through ECCR and, as directed , Gulf moved 

$1.6 million from base rates to ECCR. These 

expenses were not diaallowed. There v s simply a 

change in the •echanis~ through which theae expense~ 

were to be recovered from our cuatomera. Conse-

quently, the commission in Order No. 14030 provided 

for the recovery of .1.5 million of CSii expenses 

through base rates and for the recovery of $3.7 

million of CS6I expenses through the ECCR clause. 
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1 o. What has happened during the period 1984 through 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

H 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

1989 regar~ing the level of cuatoaer Service and 

Inforaation (CS6I) expenditures being recovered 

through ECCR? 

A. Since 1984 Gulf has continued to budget for and 

recover conservation expenses from our customers 

through the ECCR mechanism. However, due to changes 

in the conservation marketplace and PPSC rulings 

that certain of Gulf's programs were more customer 

service in nature, there has been a shift in the 

recovery of CS&I expenses from ECCR back to base 

rates. The commissi on did not disapprove the 

programs but rather determined that they were no 

longer appropriately recovered through ECCR. Once 

agai n, the result was a shift in the method by which 

CS&I expenses should be recovered from our customers . 

o. Please deacribe the adjuataent that you aade in 

calculating the cs•I bencbaark. 

A. As mentioned above, the PPSC has ruled that the 

expenses associated with certain programs which were 

designated to be recovered through the ECCR 

mechanism in the 1984 rate case should no longer be 

recovered through that aechanism in 1990 . The 

progra•• themselves were not disapproved. In order 
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to properly calculate the 1990 benchmark it was 

neceaaary to reflect in the benchmark t he change in 

the method of recovery of the cs•I expenses of 

certain programs. We identified the following 

programs which were designated for recovery throug h 

the ECCR clause in the 1984 rate case: (1) Gulf ' s 

Good Cents- New: (2) Good Cents- Improved; (3) 

Energy Education: and (4) Seminar programs and added 

the 1984 budgeted amounts for these programs to thP 

CS&I expenses allowed to be recovered through base 

rates in Gulf's 1984 rate case. The affect of this 

adjustment is to determine a base year to be used t o 

calculate the 1990 benchmark for cs•I expenses that 

is consistent with the recovery mechanisms be i ng 

used to recover t hose CS&I expenses. This adjusted 

base level of CS&I expense was then escalated by 

customer growth and inflation to calculate the 1990 

CS&I benchmark. 

o. Why vae tbia adjuetaent aade? 

A. This adjuataent was aade to eliminate the effect of 

the method of recovery of cs•I expenditures on the 

1990 benchaark. Mr. Bower'• !xhibit No. 3 shows 

that, in total, Gulf'• cs•t expenses are under the 

benchmark. Rovever, without adjueting for the 
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recovery mechanism in the base year, the benchmark 

methodology could artificially create benchmark 

variances. Of course, the adjustment for the 

recovery mechanism change does not eliminate Gulf's 

need to justify the cs•t programs . 

Mr. Bower's testimony provides justification 

for the programs included in the cs•t function in 

1990. The programs are justified on their mer its 

without justifying benchmark variances due to a 

shift i n the recovery mechanism. 

Q. Who ia reaponaible for addreasing the expenditures 

that exceed the 1990 benchmark aa ahown on KPR c-57? 

A. The 1990 non-fuel 0 ' M expenses are compared to the 

benchmark for each of the seven functional areas . 

Schedule 8 contains a listing of all benchmark 

variance justifications included in MFR c-57 and the 

witness responsible for providing the justification. 

Q. save you coapared Gulf ' a o ' M aalariea to the 

bench•ark? 

A. Yea. Schedule 9 of my exhibit contains the 

benchmark calculations related to aalariea for all 

functions. Aa shown on Schedule 9, Gulf'a total 

salaries are $1.3 million leas than the benchmark 
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even though Gulf's Production, Sales, and 

Administrative and General functions exceed the 

be"chmark for salaries. 

Q. Please elaborate on the reasons for the increases in 

salaries. 

A. Gulf's compensation program is desi~ned to achieve 

the two primary objectives of (1) attracting, 

motivating, and retaining qualified employees and 

(2 ) appropriately rewarding employee performance. 

In order to attain these objectives, Gulf strives to 

maintain pay levels at a competitive position in the 

job market while at the same time ensuring interna l 

equity and individual recognition. Gulf regular l y 

monitors its pay practices in relation to other 

companies throu~h industry surveys. 

During the 6-year period 1985-1990, Gulf's 

compound average annual eerit increase for the group 

of employees e xempt from the wage-hour law was 

4.36 percent and f or the non- exempt group was 

3.87 percent. During the same period , the compound 

average annual general and step increases for the 

union group were 3.73 percent. In addition to merit 

increases, Gulf included in the 1990 budget 4.00 

percent of the salaries of exempt and non-exempt 
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employees for the Performance Pay Plan. The pu rpose 

of the plan is to focus the attention and ef forts of 

the employees on achi eving goals which have direct 

and signif i cant influence on indi vidual , 

organizational, and corporate performance. By 

attai ning individual, organizational , and corporate 

goals, employees will be eli gible to receive a 

one-time, lump-sum incentive award. Incentive 

awards a r e not added to base pay and must be earned 

every year. 

Gulf's compound average annua l exempt meri t 

i ncrease is 4.36 percent f or the period 1985-1990, 

i nclusive. Por this same period, the compound 

average annual merit increase of several utili ties 

and industries surveyed is 5.30 percent. Gulf's 

entry rate salary level for non-exempt employees is 

compared to t he local busi nesses with which we 

compete for employees. In 1989 and projected 1990, 

Gulf ia at 91.10 percent and 88. 70 percent, 

respectively, ot the average entry rate . The 

average annual general wage increase for Gulf's 

union group during the period 1985 through pro jected 

1990, inclusive, ia 3.73 percent compared to a n 

increase of 3.74 percent in the consumer Price Index 

for the same period. In addition, Gul f 's average 
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maximum journeyman lineman wage rate is 2.90 percent 

below the average tor southeastern electric 

utilities. Gulf's salary an~ wage levels are 

reasonable when compared with other businesses with 

which we compete tor employees, and our compensation 

program continues to meet ita prime objectives. 

Q. Please i~entity the major items coapriaing the 

benchaark variance related to the cuatoaer Accounts 

function. 

A. As shown on Schedule 3, the Cuatomer Accounts 

expenaes are under the benchmark by $1.6 million . 

Improvements in the processing of customer bills and 

increased computer enhancements have allowed Gulf t o 

hold these expenses significantly below the 

benchmark l~vel. 

Q. What is tbe aaount of the benchaark variances 

related to production-related A • G an~ other A • G 

ezpenaea? 

A. As shown on Schedule 3, production related A ' G 

expeneee are un~er the benchaark by $790,000 due 

priaarily to a reduction in the property insurance 

attributable to pro~uction. 

Other A ' G expeneee are over the benchmark by 
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$43,000 due to salary increases . I have 

previously justified Gulf's compensat ion 

phi losophy and th~ overall salary increases fo r 

the period 1985 through 1990. Detai led 

justificat i on is provi ded in HPR C-57. 

Q. Have you compared Gulf'a level of 0 ' M expenses 

with other utilitiea? 

A. Yes . We routinely develop several i nd icators wi t h 

which we compare Gulf's 0 • M expenses, ev~l udi ng 

fuel and purchase power, to other ut il it i es 

throughout the southeast . Schedule 10 i s a graph 

which compares Gulf's 0 • M expens es less fue l and 

pu rchased power per kilowatthour (kwh) generated 

to the average for the Southeastern Electr i c 

Exchange (SEE) companies for the period 1983 

t~rough 1988. As shown, Gulf's 0 6 M expense per 

kwh generated is sign i ficantly leas than the SEE 

average . Schedule 10 graphicall y depicts the 

reasonableneas of Gulf's 0 ' M expenses when 

compared to other electric ut i lities in tbe 

southe3st. 

Q. Mr. Scarbrough, doea t bia conclude your teatiaony 

regarding the bencbaart juatifieation? 
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A. Yes, it does. However, I would like to emphasize 

once more that detailed justifications are provided 

in HPR c-57. 1 would also request that the 

Commission carefully consider Gulf's 0 ' H expense 

budget process and the importance which we place on 

keeping our 0 ' H expenses as low as possible while 

maintaining our historically high quality of 

service. We feel very strongly that the budgeted 

0 & H expenses in 1990 are rea•onable and necessary 

if we are to continue to maintain this reliable 

level of service for our retail customers. 

o. Please discuss tbe purchase of the Plant Scherer 

Common Pacilitiea. 

A. Georgia Power Company sold their undivided ownersh1p 

in Plant Scherer Common Facilities to joint owners 

Oglethorpe Power Corporation (OPC) and Dalton in 

1980 and 1977, respectively. On November 19, 1987, 

Gulf Power Company purchased its 6.25 percent (four 

unit plant - 25 percent x 25 percent ownership in 

one unit) proportionate share of the production 

plant facilities coaeon to all four Scherer 

generating units commensurate with ita previously 

acquired 25 percent ownership in Unit No. 3 of Plant 

Scherer. Gulf purchased ita share of the common 
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facilities from OPC and Dalton. Gulf paid a net 

price of $29,131,850 for these facilities. The 

original coat of the facilities was $24,266,406 . 

~he difference of $4,865,444 represents the interest 

(carrying costa) incurred by OPC and Dalton on the 

facilities purchased by Gulf until the date of the 

sale to Gulf. In addition, Gulf paid lega l fees of 

$18,687 in connect ion with the purchase. 

Q. Bow waa the purchaae of the Plant Scherer common 

facilitiea recorded on Gulf'• booka? 

A. we recorded the purchase in accordance with the 

Uniform System of Accounts published by the FERC and 

adopted by the PPSC. Electric Plant Instruction 

No. s, included therein, requires that when electric 

plant const ituting an operating unit or system is 

acquired by purchase, the costs of acquisition 

($29,131,850), including expenses incidental thereto 

<$18,687) properly includible in electric plant, be 

charged to Account 102, Electric Plant Purchased or 

Sold. The required accounting for the acquisition 

continues aa follows: 

(1) The original coat of plant ($24,266,406) iu 

credited to Account 102, Electric Plant 

Purchased or Sold, and concurrently charged lo 
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the appropriate electric plant-in-service 

accounts. 

(2) The accumulated depreciation ($3,796,376) and 

amortization (estimated if not known) 

applicable to the original coat of the 

properties purchased ia charged to Account 102, 

Electric Plant Purchased and Sold, and 

concurrently credited to the appropriate 

account for accumulated provision for 

depreciation or amortization. 

(3) The amount remaining in Account 102 

($8,680,507), Electric Plant Purchased or Sold, 

is then closed to Account 114, Electric Plant 

Acquisition adjustment•. 

The Federal Energy Regulatory Commiss1on 

accepted the co•pany's proposal to clear Account 

102, Electric Plant Purchased or Sold, including 

depreciation, on November 2, 1988. 

Q. What does the acquisition adjuet•ent of t8,680,S07 

repreeent? 

A. The .8,680 , 507 acquieition adjustment amount is made 

up of three eo•ponents: intereet or carrying cost 

in the amount of $4,865,4441 Accumulated 

Depreciation .3,796,376: and A 'G Cost (legal) in 
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Q. Is it reasonable and prudent to include the 

acquiaition adjuataent of .8,680,507 in rate base? 

A. Absolutely. Unlike other circumstances which have 

been reviewed in the past by t~• Commi•• i on, 

particularly in the area of water and sewer 

utilities, the sell i ng utilities made no prof i t on 

the sale of the common facilities to Gulf . 

The Commission should not rely on a requ1re1 

accounting methodology in determining the prudency 

of a purchase but &houl d compare the value of t he 

asset received with the total amount paid for the 

asset in determining the appropriate amount t o 

approve for recovery. To illustrate this point and 

the significant value to Gulf's customers, it i& 

estimated , as shown in Mr . Par•on's testimony, tha t 

Plant Scherer's Unit No. 3 1990 depreciated book 

cost including common facilitie•, of $760 per 

kilowatt i• well under the estimated $1,120 per 

kilowatt coat to construct to a new coal unit in 

1990, a aavings of approxiaately $76.3 million. 

Q. Pleaae explain tbe non-utility adjuataent aade to 

tbe capital atrueture deaeribed by Mr. McMillan in 
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A. In Gulf's 1984 rate filing, the Commission removed 

the Company's non-utility investments directly from 

equity, which was contrary to ataff's own posi tion 

in the staff recom.endat i on. Staff acknowledged 

that each expenditure made by the Company has a 

mult i tude of effects on the Company's financia l 

position which are impossible to quant ify and tha t 

funds cannot be directly traced. No business ca~ 

operate i n today•s competitive environment by 

financing with equity alone and expect to earn a 

reasonable return . The major i ty of our non-ut ility 

investments are related to Appliance Sales and 

Service, and a large percentage of that is t he 

accounts receivable for merchandi se sales. 

Recognizing that so~e items i n the capital 

structure, such as customer deposits, may not be 

related t o non-utility activities, we have adjusted 

the non-utility activities from the capi tal 

structure using long-term debt, preferr d stock, and 

common equity aources of capital aa a reaaonable 

proxy for the coat of funds . Aa indicated in 

Dr. Morin's teati~ony, Gulf'• non-utility activit ies 

do not increaae the Company'• coat ot capital. 
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Q. What ia the revenue deficiency in the test period 

brought about by the difference in the earned 

overall juriadict i onal rate of return of 

6. 60 percent with present rates and the 8 . 34 percent 

requested? 

A. The revenue def i ciency is $26 , 295, 000 , as s hown on 

Schedule 17 of Mr. McMi llan's test imony. 

o. Would you please summarize your testimony? 

A. Yes . As sho~n in my testimony , and the t estimony c f 

the other Company ' s wi t nesses, as well as t he 

supporting documentation, Gulf Power needs and is 

ent i tled to the rate relief i t is requesti ng. 

Wi thout the interim and permanent rate re lief 

request ed , it will be i mpossible for the Company to 

sustain any reasonab le level of financ i al i ntegr ity 

in the fut ure. The need is i mmediate . We have bee~ 

instructed by thi s commission in the past not t o cut 

expenses below that level necessa ry to provide 

quality reliable electric service to our customers . 

we have not done ao. At the same time , our 

shareholders do not and should not expect to earn 

below a reasonable level on their i nvestment in our 

company. They are doing ao . As the Chief Pinancia 1 

Officer of Gulf Power Company, i t is my 
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responsibil i ty to eee that the price of our product 

is sufficient to sustain the required level of 

service to our customers and to provide a reasonabl e 

level of return t o our shareholders. We have , in 

our filings for interim and permanent rel ief, shown 

the need tor the requeated increase i n our ra t es . 

Q. Does this conclude your teati•ony? 

A. Yes. 
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19 5.07112 23 GULP POWD 
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16 4 . 61604 25 
24 4.3411t 26 l•t QUARTILE 
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MINIMUM FILING REQUIREMENTS 

sc~edule Title 

A- la Full Revenue Requirements Increase Requested 

A- lb Interim Revenue Requirements Incr ease Requested 

A-2 Summary of Rate Case 

A-3 Reasons for Requested Rate Increase 

A-7 Statistical Information 

.a.- 8 

A-9 

J.- 10 

A-ll 

A-12a 

A-12b 

A-12c 

A-14 

Five Year Analysis-Change in Coat 

Summary of Jurisdict ional Rate Base 

Summary of Jurisdictional Net Operating Income 

Summary of Adjustments Not Made 

Summary of Jurisdictional Capital Structure 

Summary of Jurisdictional Capital Cost Rates 

Summary of Financial Integrity Indicators 

Financial an~ Statistical Report 
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MINIMUM FILING REQUIREMENTS 

Schedule Tit le 

B-1 Balance Sheet-Jurisdictional 

B-2a Balance Sheet-Jurisdictional Asset Calculation 

B-2b Balance Sheet-Jurisdictional Liabilities Calcu lation 

B-3 Adjusted Rate Base 

B-4 Rate Base Adjustments 

B-5 Commission Rate Base Adjustments 

8-6 Company Rate Base Adjustments 

B-11 Capital Additions and Retirements-Property Merged or 

Acquired Prom Other companies 

B-12d Property Held for Future Use - Cold standby Un its 

s-l3c Construction work In Progress - APUDC 

B-14 working Capital-13 Month Average 

8-15 Working Capital-13 Month Average Balances 

B- 16 Nuclear Fuel Balances 

B-l7a System Fuel Inventory 

B-17b Fuel Inventory by Plant 

B-19 Accounts Payable-Fuel 

B-20 Plant Materials and Operating Supplies 

B-21 Other Deferred credits 

B-22 Miscellaneous Deferred Debita 

B-23 Investment Tax credits-Annual Analysi s 

B24a Total Accumulated Deffered Income Taxes 
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MINIMUM FILING REQUIREMENTS 

Schedule Title 

B-24b State Accumulated Deferred Income Taxes 

B-24c Federal Accumulated Deffered Income Taxes 

B-25 

B-26 

B-27 

B-28a 

B-28b 

B- 29 

Addi tional Rate Base Components 

Accounting Policy Changes Affecting Rate Base 

Detail of Changes in Rate Base 

Leasing Arrangements 

Leasing Arrangements (ERTA 1981) 

10 Year Historical Balance Sheet 
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C-4 
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MINIMUM FILING REQUIREMENTS 

Title 

Jurisdictional Net Operating Income 

Adjusted Jurisdictional Net Operating Income 

Jurisdictional Net Operating Income Adjustments 

Commission Net Operating Income Adjustments 

Company Net Operating Income Adjustments 

C-6 Out ot Period Adjustments to Revenues and Expenses 

C-7 

c-e 

C-10 

C-12 

C-13 

C-14 

C-15 

C-17 

C-18 

C-19 

C-20 

C-21 

C-25 

C-26 

Extraordinary Revenues and Expenses 

Report of Operating Compared to Forecast-Revenues and 

Expenses 

Operati ng Revenues Detail 

Budgeted Versus Actual Operating Revenues and Expenses 

Monthly Fuel Revenues and Expenses 

Monthly Fuel Expenses 

Fuel Revenues and Expenses Reconciliation 

Conservation Revenues and Expenses 

Conservation Revenues and Expenses 

Operation and Maintenance Expenses-Test Year 

Operation and Maintenance !xpenaea-Prior Year 

Detail of Changes in Bxpenaes 

Uncollectible Account 

Advertising Expenses 
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MINIMUM FILING REQUIREMENTS 

Title 

Industry Association Dues 

Accumulated Provision Accounts-228 . 1, 228.2 and 228.4 

Lobbying and other Political Expenses 

Civic and Charitable Contributions 

Administrative Expenses 

c-32 Miscellaneous General Expenses 

c-33 

c-36 

c-37 

C-38a 

C-38b 

C-39 

c-40 

C-41 

c-42 

C-43 

c-u 
c-'s 

c-46 

Payroll and Fringe Benefit Increase Compared to CPI 

current Depreciation Rate 

Proposed Depreciation Rates 

Taxes Other Than Income Taxes 

Revenue Taxes 

State Deferred Income Taxes 

Federal Deferred Income Taxes 

State and Federal Income Taxes 

Deferred Tax Adjustment 

Reconciliation of Tax Expense 

Interest i n Tax Expense 

Consolidated Return 

Income Tax Returns 
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C-48 
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MINIMUM FILING REQUIREMENTS 

Ti tle 

Pa rent(s) Debt I nformat ion 

Reconcilat i on of Tot al Income Tax Provision 

Mi scel l aneous Tax Information 

c-50 Reaquired Bonds 

C- 51 

c-52 

C-53 

C- 54 

c-55 

C-56 

C-57 

c-58 

c-59 

C- 60 

C-61 

c-62 

C-63 

C-64 

C-65 

c-66 

Gains and Losses on Disposi tion of Plant and Property 

Non-Fuel Operation and Mai ntenance Expense Compared t o CPT 

o ' M Benchmark compar i son By Funct i on 

0 ' M Adjustments by Funct i on 

Benchmark Year Recoverable 0 ' M Expenses by Function 

0 • M Compound Mult i plier Calculation 

o ' M Benchmark Variance by Function 

Revenue Expansion Pactor 

Attrition Allowance 

Transactions wi t h Affiliated companies 

Performance Indicies 

Non-Utility Operations Utilizing Util ity Assets 

Statement of Cast Plows 

Barning Test 

outside Professional Services 

Pension Cost 
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D-2 
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MINIMUM FILING REQUIREMENTS 

Title 

cost of Capita1-13 Months Average 

cost of Capita1-10 Year History 

Short-Term Debt 

Short-Term Financing Policy 

Long-Term Debt Outstanding 

D-4b Debt Outstanding - Call Provi•ions and Special Restricti ons 

D-s 
D-6 

D-7 

D-8 

D-9 

D-lOa 

D-10b 

D-lla 

D-llb 

Common Stock Issues-Annual Data 

Reports of Operations Compared to Forecast-Cost of Cap1ta! 

Preferred Stock 

c ustomer Deposits 

Common Stock Data 

Financing Plans-Stock and Bond Issues 

Financing Plan• - General 

Financial Indicators-summary 

Financial Indicators-Calculations of Interest and Peferred 

Dividend coverage Ratios 
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D-llc 

D-lld 
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MINIMUM FILING REQUIREMENTS 

Title 

Fi nancial Indicators-Calculations as a percentage of 

Income Available for Common 

Fi nancial In~icator•-Calculation of the Percentage of 

Construction Punds Generated Internally 

Reconci liation of Jurisdictional Rate Base and Cap i t al 

Structure 

Schedule of Pro-Rata Adjustments 
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MINIMUM FILING REQUIREMENTS 

Schedule Title 

F-1 Annual and Quarterly Report to Shareholders 

F-2 Financial Statements-Opinions of Independent Certified 

Public Accountants 

F-3 SEC Reports 

F-4 FERC Audit 

P-5 company Directors 

F-6 Officers of Affiliated Companies or Subsidiar ies 

F- 7 

F- 8 

F- 17 

Business contracts with Officers or Directors 

NRC Safety Citations 

Assumptions 
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