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BEFORE THE FLORIDA PUBLIC SERVICE COMM ISSION 

In re: Petition of Gulf Power Company ) 
for an increase in rates and charges. ) 

DOCKET NO. 891345- EI 
ORDER NO. 2268 1 

) ISSUED: 3-1 3- 90 ____________________________________ ) 

The following Commissioners participated 
disposition of this matter : 

MICHAEL McK. WILSON, Chairman 
THOMAS M. BEARD 

BETTY EASLEY 
GERALD L. GUNTER 
JOHN T. HERNDON 

ORDER SUSPENDING GULF POWER COMPANY' S 

in 

NEW RATE SCHEDULES AND GRANTING INTERIM RATE RELIEF 

BY THE COMMI SSION : 

the 

By petition d ated December 15 , 19 89 , Gu 1 E Power Compa ny 
(Gulf. ut i li t•r, or company) has requested a pe rmanenl inc rea se 
i n its r ates a nd c harges desig ned to genurate an additi onal 
$26 , 295,000 of gross annual revenues. This reques t i s based 
upon a projected 1990 test yerlr and a 13 - mo n t h ave rage 
jurisdictional rate base of $ 923 , 5b2,000. TL has requeste d an 
overall rate of return of 8. 34\, which as s umes an all owed rate 
o f r eturn on common equity of 13.0\. The most significant 
basis for the requested increase , accotding to Gu lf , is the 
c ommitment of ove r 500 MW of additional capacity from it s 
Plants Daniel and Scherer to territorial service from July l, 
1988 through January 31, 1989, a nd the O&M e xperse s associ a ted 
with this capacity. Additionally , t he utility claims an 
i ncrease i n net operating income resulting from substantial 
c apital additio ns in the transmission , distributi on, and 
general plant area s as well as inc reased O&M e xpenses . 

SUSPENSION OF PERMANENT RATES 

Section 366.06(4) , Florida Statutes, provides that we may, 
pending a final order in this rate proceeding , withhold 
consent to the opera t ion o f al l o r any portion of the new rate 
schedules provide d that we deliver to t he utility, wi thin 60 
days, a reason or written s ta tement of good cause for 
withho lding our consent . The Commission ' s r ecent practice, 
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especially where a projected or partially projected Lest year 
has been invo 1 ved , has been to complete 1 y suspend the 
permanent ra le schedules in o rder to adequately and thoroughly 
e xamine the evidentiary basis f o r the new rates. Gulf ' s 
proposed rates are based upon a projecled 1990 test year , the 
very nature of wh ich requires that we wit hho ld our consent t o 
t he operat ion of the new rate schedul es. The use o f the 
projected test year calls for many estimates and assumptions 
which have not ye t been shown t o be reasonable; among these 
a re pro jections invo lving the impact of inflation o n the 
utility 's operati ng expe nses and construction expenditures. 
we shall, therefore, suspend the operation of the rate 
schedules so that t he projections underlying t he request for a 
permanent r ate increase can be more fully analyzed by our 
Staff and the intervenors . 

INTERIM RATE RELIEf 

Gulf Power Compa ny has requested thal if the Commission 

I 

does suspend all of t he permanent rate schedules , it consent I 
to the o pe ration o f a porti o n of Lhc r 11te schedules designed 
to increasf gross annual revenues by $ 22 , 847 , 000. This 
reques for interim ra te relief is made purs uant t o Section 
366 . 071 , fl o rida Statutes, the "Interim Rate" statute . Gulf 
has ag reed to pos t bond or ot her corporate undertaking in the 
amount of any i nterim relie f granled and to refund , in 
acco rdance with applicable Commission rulrs , any moneys 
ultimately f o und to be excessive . Gulf ' s reque s t for 
$22 , 847,000 o f i n te rim rate relief is based on a test year of 
13 months ending September 30, 1989; uses a yea r -end rate ba se 
o f $902, 707,00 0 and a return o n common equity of 13.0\. If a 
yea r -end rate ba se is used and a return o n commor. equity o f 
14.60\ is used, the interim re venues requested i ncreases to 
$25,805,000. 

In compliance wit h Commission procedure, Gulf ha s also 
c alculated interim eel ief based o n a 13-month average rat._ 
base ending September 30, 1989. If a r eturn o n e quity of 
13 . 0\ is appli ed to this average rate base, t his produces 
i nte r im revenues of $15 ,03 5 , 000 ; if a return o n equity of 
14 . 6\ i s applied , this produces revenues of ~17, 607 , 000. 

Year-end versus average rate base 

With regard to the use of 13-mon t h average versus yea r -end I 
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rate base, we previously stat~d the conditions under which t he 
use of year-end rate base was appropriate in Order No. 14538, 
issued on July 8, 1985 . Order No . 14538 states , in relavant 
part: 

The company has relied upon a test period 
ending February 28, 1985, using year-end 
rate base, capital structure and capital 
costs. The staff has recommended t hat we 
rely upon average rate base, capital 
st ructure, and capita l costs, citing 
problems inherent in the use of year-end 
rate ba se in this case. 

In Order No . 11964 we announced our standard 
for the use of yea r -end rate base . There, 
we stated that we wou ld allow year-end rate 
base "where there has been e x r aordinary 
growth or other circumstances lo watran t 
such treatment." Although addition of the 
company ' s Big Bend Unit Four to 
Plant-in-Service is a significant year-end 
event, we believe that there are problems 
with a year-end c~lculation in thi s case and 
that use of avernge rale base, alonC) with 
profo rma adjuslments, is a beLLer 
alternative. 

It is not proper to use year-end rate bas~ 
without recognizing related revenues and 
expenses . Accordingly, the company made a 
proforma adjustment for r0ve nues a~d 
expenses associated wi th Big Bend Four. 
This ill ust rates the need to make 
significant adjustments to the year-end data 
in t hi s case. Fu rther, additional 
adjustments should be made to reflect 
year-end revenues and e xpenses . Howeve r, we 
believe t hat these are less reliable than an 
average calcul ation. For these reasons, we 
believe that we s hould rely upon ave rage 
rate base with proforma adjustments for Big 
Bend Four investment, expenses and reve nues. 

In re: Petitio n of Tampa Electric Company for au hority to 
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increase its rates and charges , Docke t No . 850050-EI, Order 
No . 14538, issued on Jul y 8 , 1985 , at 2 . 

The most significant factor behind Gulf"s rate increase 
petition is the increase in i ts r ate ba se used in se rv ing its 
jurisdictional customers . Between July 1, 1988 a nd February 
1 , 1989 Gu l f has commi tted over 500 MW o f additional 
generating capacity at Plants Danie l and Scherer t o 
territorial service which was previous ly sold under Un it Power 
Sales ( UPS ) contracts . This i ncreased jurisdictional 
investment, Gulf argues, has caused it to experience Na 
precipitous drop in t~e company ' s return a nd the serious 
fi nancial distress the compa ny has e ndured in 1989 [ i t] 
continues to f ace Cor ~9 90 if it is not granted i mmediate rate 
relief." 

The company' s Surveillance Repo rts , however, reveal thal 
Gulf's overall rate of return ha s increased, not decreased , 
from September t hrough November of 1989. Its average and 

I 

yea r-end ra t e of returns have 1 nc rea sed from b. 99\ and 6. 58% I 
to 7 .3% and 6 .99\, respectively, in this time period . The 
rates of r eturn s hould also increase in December, 1989 due to 
t he unprec edented cold wea ther experienced in that mo nt h. 
Thi s increase in revenues wi l l have a pos itive impact on 
Gulf' s return during the pendency o( this rate case. 
Therefo re, in our 6pi n ion, Gulf will not e xper ience " financial 
d is tress N during the interim peri od to the exLent thaL a 
year-end rate base i s warran led. Further. Gulf has not made 
adj us tme nts to recognize revenues and expenses associated with 
t he i ncreased inves tment recorded in February , 1989 . Given 
all of t he above, we find that Gulf has not justified the use 
of a year - e nd rate base , but s hou ld use a 13-month average 
rate base ending September 30, 1989 Cor in te r im pu . poses . 

Rate Base 

We have determi ned t hat the 
i nte r im pu rposes is $785,91 2,000 
a ttac hed to th1s o rder . Thi s 
adj ustments l isted below. 

appro pr iate r ate base 
as s hown on Schedule 
amou nt i nco rporates 

Accumulated depreciation and depreciation e xpe nse 

for 
l 

t he 

In 1984 , Gulf purchased a 25\ i nterest in 
Uni t No. 3 f rom Geo rgia Power, an affiliated 

Plan t Scherer 
company. The I 
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unit was under construction at t he time of purchase. The 
purchase price was $1,9 64 ,394 {$6,937 ,13 1 System) i n e xcess of 
t he costs reco rded o n the books o f Georgia Power. In 
dete rmining the purc hase pr ice , Georgia Power used t he amounl 
in Accou n t 107 (Constructi on Wo rk i n Progress) l ess lhe AFUDC 
accrual, plus state income taxes o n the sale and a carrying 
c harge based on its incrementa 1 debt and equ i y costs . The 
difference o f $1,964,394 ($6 , 937,131 System) rep resen ts an 
amount in excess of actual construction cost of the generating 
unit . 

The excess costs paid by Gulf Power were noted as Audit 
Exception No. 4 i n the FPSC audit conducted as a r esu l t of the 
rate case filed by Gulf in late 1988 and withdrawn i n June, 
1989 . Both our Staff and that of the Federal Energ y 
Regulatory Commission (FERC) made known their concern 
regarding a purchase price whic h exceeded the or iginal cost of 
Georgia Power Company . Gulf has renegotiated the purchase 
price resulting in a refund of $ 6,937,1 31 The company 
ad j usted its books in December , 1989 lo reflect the r efund in 
t he negotiated purchase price. Since the adjustment wa s made 
s ubsequen to the i n terim test year, it is appropt iale to 
reduce Plant-i n-service by $1,964 , 394 ($6 ,937,1 3 1 System) , for 
t he Acqui sit i on o f 25\ of Scherer Unit No . 3 , reduce 
accumulated depreciation by $ 190 , 153 ($671 , 515 System) and 
reduce dep reciation expense by $78 , 453 (J277 , 485 System) . 

Acquisition ad justment - Plan t Scherer 

I n 1987 , the company purchased a po r tion o( the common 
facili ties at Pl a nt Scherer from t he City of Dalton and 
Og lethorpe Power Corpo~ation . The company recorded an 
acquisi tion adjustment as a result of the purchase. The 
company recorded the amortization of the acqui sition 
ad justmen t by charges to Account 406, Amortization of Elec tric 
Plant Acqu isition Adju stments. (Above-the-Line) 

Commission po licy requires that a utility seek Commission 
a pproval of the accou nting treatment for an acqu i sition 
adj ustment. I f the Commission de -ermines t he acqui sition 
adj ustment is unreasonable or imprudent, it may disall ow 
recovery i n rate base and expenses and require be low-the-1 i ne 
treatment. Gulf has not requested our approval o f th i s 
adj ustment. 
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The FERC addressed t he accounti ng for the acqu1s1ti o n 
ddjustment in its draft audit report and recommended t hat Gulf: 

revise accounting procedures to e nsure t ha t the 
amo r tization of the Plant Scherer acquisition 
ad j us tment be r eco rded below-the-line i n Accoun t 
42 5 . 

On November 2, 1988 , the company received a response 
let t er from t he FERC's Chief Accountant on the proposed 
journal entries related to t he acqu isition. The Chief 
Accountant ordered the company to amortize the acquisiti o n 
adjustment to Accounl 425, Miscellaneous Amortization, a 
below-the-line account . The Chief Accountant ind icd ted that 
the compa ny could resubmit its reques to amo r tize the 
acqui sition adjustment to Account 406 if it was granted 
abo ve-the-li ne t r eatment by the Florida Commiss i on. 

According to t he ins tructions f o r Accoun 40 6 , 
Amo rtization o f Electric Plant Ac qui s 1lio n 
Cound in the Uniform System of Accounts: 

Ad j us t ment s , as 

Th is account s hall be debited o r 
as the case may be, wit h amount s 
in operating expenses , 2_ursuant 
o r o r der of lhe Commissi o n, 
added.) 

c redtted, 
inc lud i blP 

o a r o val 
<Emphas i s 

Since approval fo r i ncludi ng t his acqui s itio n adjustment 
in rates has not been formall y rcquesled o r given by this body 
a nd in fact has been specificall y den1ed by the FERC , we find 
t hat rate base s hould ta reduced by $ 2 , 458,067 ( $8,680,507 
System), Accumula l ed Depr\!ciation a nd Amortizati on reduced by 
$108 , 402 ($382.817 System) and expenses reduced by $72 , 155 
($255,211 System). 

Soulhe rn Company Services building 

In 1984 Southern Compa ny Se rv ices cancelled the 
cons lruclio n of a build1ng , the costs of wh ich were a llocated 
to all t he system o perati ng companies . A total of $715,7 52 
was alloca ted t o Gu lf. The company c harged $3 69 , 305 t o 
o pe rating e xpense and cap italized $ 34 6, 44 7. (Audit Except i o n 
No. 3, Docket No . 881167-EI.) 

I 

I 

I 
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Accordi ng to the Un1 fOll"' System of Accoun s , cxpcndtlures 
for cancelled construction projec s should be charged to 
Account 426.5, Other Deductions (belo w-the-line}, or to the 
appropriate ope rating expense account. Gulf agreed wt h th1~ 

exception and made the appropriate entries on the books i n May 
1989. Although t he company made an ad j ustment to expenses 1n 
its f i ling removing the expense portton, no adjusLmen wa s 
made reducing Plant-in-Service. for eight months of the 
interim period, September, 1988 through April, 1989, the 
building costs we r e i ncluded i n rate base. ($338,26 2 x 8 - : -
13 • $208,161). Therefore, it ts appropriate t o rcducP 
ave rage Plant i n Service $208,161 ($213 , 198 Sy stem}. Since 
the company' s books were adJusted tn May, 1989, no adjustment 
shou 1d be made to the company · s r que~ ted September 30 , 1990 
year-end rate base . 

Bonifay and Graceville office buildi~ 

Gulf included in its las rate case the cost of newly 
construe ed office facillties in Bon1fay and Gracevllle. We 
stated in Order No. 14030 lhal: "We are not convi need thc1L 
sufficient evtdence has been tnlco<.luced Lo justify the Lota l 
cosL of these buildings.· We also staled t hat his issue 
would be left open until Gulf ' s nex ral<? case at which time 
the company would be given he opportun1 y to jus tfy the 
entire cost of the projects. In that Cd e case , we dh,allowcd 
$ 20 ,000 f o r the Bonifay building and $23,000 for t he 
Graceville buildi ng . The basis fo r lhe adjus ment was t o 
disallow all const r uction cos s in excess of $ 67 per square 
foot , which is a cost supported by the Means Survey provtded 
by Gulf in that proceeding. 

Therefo r e, consistent wi h ou 1 findtng in the last rate 
case, we are reducing plant-in-servtce by $43,000 ($46 , 000 
System) and accu~ula ted depreciation by $5,000 ($5,000 System) 
for a net reduction of $38 , 000 ($41 , 000 System). 

Accumulated depreciation 

No rma lly Gulf computes one-half month ' s deprec1ation o n 
p rojects i n the mon th that t hey arc completed and transferred 
tu Account 106, Completed Construction Nol 
Classified-Electric. Due to clerical errors, depreciatton 
pri o r to 1988 was not calculated o n two ma jo r projects for C\ 

period of several weeks aftet transfer to Account 106. The 
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dupr ci at ion o n these two projects totaled $ 67,760 ($69, 374 
Sy s l m). Gulf agreed that depreciat i o n e xpense for these 
proj c s wa s incorrect and made the correction to accumulated 
cJc pa ut:iJtion in February, 1989. Since September 30 , 1989 
tiV rn qu rate base included five mon t h s of the above amount, tt 
i s n~cess ary to remo ve five-t h irteenths o f t he amount, or 
$ '- 6,07 2 ($26 ,682 Sy stem) . 

AFlJI>C 

Thf' FERC audit of Gulf noted that AFUDC was imprope rly 
c pitalr zed beyo nd the i n-servtce date o n two major ptojects. 
Tho Unlform System of Accoun ts , as well as the Flonda Publ1c 
So tv ice Commission Rules, r equire thal t he accrual of AFUDC 
c•db when projects are placed into o r a r e ready for se rv tce . 
An ovcracc rual of AFUDC results tn a higher than actual amount 
b•inq r eco rded in Plant i n Service balances . The total amount 
of t h • AFUDC overacc ru a l was $ 56 , 250 ($57,611 Syslem}. Gulf 

I 

tp t I'Cl w1th t hi s adjustment and made the necessary JOurnal 
1 n tr Jt'L in February , 1989 to remove the fu ll ove r accrual from I 
1 ,111 bt~ se . For th is docket , ho wever, the overaccrual trom 
s pLcmbt'r , 1988 t hroug h January, 1989 r emains o n the books and 
mun bo removed. The amoun t o f t he ove raccrua l is equa 1 t o 
1 L v t'lO nth s o f t he 13 months ave r age o r $ 2 1 , 6 3 5 ( $ 2 2 . 1 58 
s y oLom). Therefo r e , Plant in Service should be reduced by 
$2 1,635 ($22,1 58 System) l o remove from calc bdse the AFlJDC 
OVI' I 1l CC r ua 1 . 

Wo rk i ng capital 

Gu I ( has reques ted a tot a 1 of 
ju r JGCH ct ional basis, in working capital 
oc his total. approximately 91 percent 

n 1 aling facilities and 9 percent is 
plant: s . 

$ 52,330 , 000, o n a 
f o r fuel inventor y. 
is f uel stored a t 

coal in-transit to 

Gu lf Power Compa ny has est~blis hed a coal inventory policy 
o ( auainlaining a 105 days burn level f o r the 1990 test year 
Th MFRs indicate a test year inventory of abou t 104 days 
bu rn . Gulf ' s policy is ba sed upon t he results o f a compu ter 
mod{ I developed by EPRI. We allowed a 107.5 day inven ory 
1 •vc I in the last rate case based upo n a di f f erent inven t o ry 
rnod 1. Our Staff is of the opinio n t hat the computer model i s 

ccc•plable, but a key factor in determining optima l inventory 
1 v 1 using this methodology is the set of input parameters I 
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and assumptions. These input parameters are extremely 
complex. Modification of these parameters can significantly 
alter the optimal inventory target . That being the case, our 
Staff has recommended that we use the 90 day generic coa I 
inventory policy as stated in Order No. 12645 to calculate 
allowable coal inventory levels for i n terim 
purposes. This results in a reduction of $6,709 , 553 o n a 
jurisdictional basis {$6,926,568 System). 

Our Staff also recommends that the same generic policy be 
employed to determine allowable heavy and light fuel oi l 
i nventory levels. Gulf did not offer any justification for 
the levels of inventory mai ntained for these fuels. The 
generic policy wou ld allow a 45 day level for heavy oil at an 
average burn rate and a 30 day level Cor light o i 1 at a high 
rate of burn. Gulf does not projec t to use heavy oi l in the 
test year and Staff recommends the entire amount be 
disallowed. This would reduce working capital by $1,0 28 ,727 
($1,062,000 System). Staff also recommends that llght o il 
inventory be reduced by $119 ,432 ($1 23 , 295 SysLem). 

At this time, our Staff has recommended that no ad)us l me nL 
be made to working capital for amoun s assoc iated with 
in-t ran s ; t coal. Gulf has requested $ 5,129,391 
( j urisdictional) for in-transit coal . Staft no e<> thaL <;u li 
1ncluded $ 9,700,253 (jurisdictional) tn accounts payable 
c o al for the test year. If in-transit coal is adjus ed , 
account s payable wi 11 also have to be ad jus led . Tha l be 1 ng 
the case, Staff is of the opinion that the adjustment s wo uld 
offset each other. 

We appro· ·e the adjustments recommended by Sta(( and 
discussed above with the followi ng modifications . FHst, that 
50% of the heavy o il i nventory remain i n the fuel component of 
working capital. Second, that the fuel inventory associated 
wit h Pla n t Scherer be removed consistent with our decision to 
remove Plant Scherer fr om rate base for interim purposes . 
This would result in a reduction to working capital o f 
$2,757,000 . 

Plant in service 

Staff's calculation of a 
includes both 63 MW of Plant 
Daniel which were not approved 

rate base of $826 ,678,000 
Scherer and 100 MW of Plant 
as part of Gulf· s last rate 
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case . We find t hat Plant Daniel is properly included in t he 
calcu l ation o f i n terim rates , but that t he additional 63 M\'1 of 
Plant Scherer is not. Thi s is based upon our understand1ng 
that approximately 4 2 MW of that additional capacity would 
have bee n sold pursuant to UPS contracts with Gu lf Slates 
Utilities (Gul f States) had Gulf Slates not breached those 
contracls. 

Net Operating Income 

We have dete rmined the appropria te amount of net ope rat ing 
income to be $61 ,39 2 ,000 as s hown o n Schedule 1 attac hed t o 
this o rder . The ad justments to the income statement wh ich 
results in this figure are discussed belo w. 

O&M expense 

Gulf has calcula ted $111,323 ,000 ($113,742, 000 System) in 
O&M Expenses fo r the t est year as shown on MFR Schedule G-14. 

I 

In arnv1ng at thi s amoun , t he company made ad)ustmenls I 
consistent wilh its last rate case , adjustments to remove Unil 
Power Sales (UPS) and other adJustmen ts which appear 
reasonable . 

On MFR Schedule G-32 Gul f has calculaled an OhM benchmark 
variance of $7, 530,000. Inc luded i n he exp~nses used to 
c alculate t h is var iance were e xpe n ses assoctated wi th plant 
u sed to make U.P.S. sales . For "urposes of ('alculating Lhe 
O&M benchmark variance , it appea r s appropriate to remo ve UPS 
t!xpenses , r esulting in a v ariance of $ 376 , 000 ( $7, 53 0, 000 
$7, 154 ,000) . Notwiths t and 1 ng he f i!C t that t he OlltM benchmark 
variance is $376,000, we approve o f addilional expense 
r eductions in the amo un l of $5 , 343,000 ( $ 5 , 583 ,000 s y stem) as 
discussed below . 

!.Transmission Ren ts - $1, 786,582 ($2 ,011,000 Sy stem) In 
its justifica t ion of t ransmission line expenses, Gulf made 
three c hanges to the benchmark calcu l ation with whi ch we 
disagree. First, the 1984 base year value was repo r ted dS 
$962 , 000. As s hown in Order No . 14030, t he amount allowed was 
$956,000 . Second , we disallowed $4 25,000 o f transmission lin e 
rental expense f o r Plant Daniel due t o the impact o f cuslomer 
growth. Gulf has tried to include thi s amount i n determining 
its benchmark, but did not provide a jusliCication for the 
expense. This appears t o be an attempl to pa ss tht o ugh a I 
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previously disallowed cost . Lastly, he company has included 
$1,898,000 in expenses for Plant Scherer line rentals. The 
ne L effect of these three adjustments 1s to disallow 
$1,786 , 582 ($2,011,000 System). 

2 . Sales Expenses - $669,414 ($6 69 , 414 System) The company 
removed from e xpenses $8 24,000 for area and economic 
development, $27,000 for marketing support, and $ 1 , 000 for 
investigation expenses, for a total removal of $852,000 . The 
remai n i ng $825 ,074 consists of $155 , 660 in expenses for the 
Street and Outdoor Lighting Program, " Shine Against Crime" , 
$82 , 193 in expenses for Ally Informa ion and Educatton , 
$566,312 for t he Heat PuMp Program, and $ 20 ,909 for Tra1ning. 
In Gulf ' s tax savi ngs docket, our Slaf ( has recommended the 
allowance of expenses associated w1th the s reet l1ghling 
prog ram and t he disallowance of a 11 other expenses in the 
sales function because these functions were seen as 
unnecessary o r duplicating existing Gulf programs . 
Additional ly, Gulf did not reque s any Sales Expense in 1ts 
last rate case . For these reasons , we wi ll allow $1 55 , 660 of 
e xpenses for the Street and Outdoor Lighting Prog ram and 
disallow $ 669 , 414 of the other expenses described above. 

3.Custom~ r Service Expenses $2,596 , 000 ($2, 596 ,000 
System) Prio r to Gulf's 1984 rate case, c:1pp r oximately 50\ o f 
t he conservation e xpenses were recovered through base 1 aLes 
and t he balance was recovered through the ECCR mechanism. In 
1984 , we ruled that 100\ of the conservn l ion expenses should 
be r ecovered t hrough ECCR. Subsequen ly, we denied recovery 
of certa in programs through the ECCR clause for which Gulf is 
now seeking base rate recovery. 

Gu l f made adjuslments to its benchmark calculation Lo 
include $2 , 248 ,000 in the Customer Services area and $348,000 
1n Other A&G for previousl y disallowed ECCR programs, which 
were not included in the company ' s last rate case. Gulf has 
not provided any justification for the recovery of these 
expen ses in base rates. We find thal hese prog rams should 
not be included in base rales for in erim purposes since Lhe 
programs appear to duplicate standards already required b y the 
Department of Communit y Af fairs ' building code and information 
and services available from numerous oth~r sources. 

Through 
information 

inter roga tor ies, our Sta f L was 
regarding "Centsable Con tracto r Weekends " 

provided 
held at 
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the Sa n Destin Hi lton where Gulf entertained conlractors . 
Audit Disclosuce No. 31 discusses a Frequent Flyer Progcam 
that allows builders and HVAt con traclors to receive awacds as 
an incentive to increase the efficiency and quality of energy 
saving technologies. Expenses for these programs were cha rged 
to t he customer service functional area and were associated 
wi th the Good Cents Progcam. 

These activities go beyond the normal operating funct1ons 
of a utility a nd should not be financed by the ratepayers . 
Therefore , we find that $ 2,596 ,000 ($2,596 , 000 System) Cor 
fo rmer ECCR programs should be disallowed. 

4. Lobbying and Ot her Expenses $291,373 ($306, 550 
System) The FERC Uniform System of Accoun s as prescribed by 
this Commission contains the following be low- the-1 i ne expense 
account foe recording lobbying and other related expenses: 

426.4 Expenditures for certain civic, 
political and related activities . 

This account sha 1 1 include expenditures f or 
the purpose of influencing public opinion 
wi .... h cespect to the eleclion o r appointmenL 
of public officials , referenda, legislation, 
or ordinances (ei ther wiLh re s pt'lcl t o Lhe 
possible adoption of new referenda, 
legislat ion or ordinance'> oc repeal o r 
modification of existing relerenda, 
legislation or ordi n ances) or approval , 
modification, or revocation of franchise~; 
or f o r Lhe purpose of influencing Lhe 
decisions of public officials, but shall not 
include such expenditures which are di rectly 
related to appearances befo re regulatory or 
other governmental bodies in connection with 
the reporting utility's existing or proposed 
ope r ations . 

In its permanent rate filing, Gulf included in it s Minimum 
Fi 1 ing Requ i cements, Schedule C-29, Lobbying and Ot her 
Political Expenses. The purpose of the schedule is to provide 
us with all expenses for lobbying and related expenses which 
are included for reco very in Net Operating Income . 

I 

I 

I 
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The company's response to this schedule is: "No lobbying 
and other political expenses are included in deterr.lining Net 
Opec a ti ng Income. A 11 are accounted foe ··be low-Lhe-li ne. H 

(Emphasis added ) This same MFR schedule and cesponse was 
included in the company's lasl rate case (Docket No. 
840086-EI) and t he recent rate case whi c h was withdrawn by the 
company (Docket No. 881167-EI) . 

Based on informati o n recently supplied to our Staff, Gulf 
recorded above-the- line during the interim test year the 
following expenses: $291,373 ($306, 550 System) expenses 
incurred by Mr. Earl Henderson , a registered lobbyist; 
lobbyi ng expenses allocated to Gu 1 f f com the Southern Cornpany 
and certain other expenses incurred by Mr. Jack Connell. 
Subsequent to the inlerim test year, December, 1989, the 
company started charging these expenses below-the-line . 

After reading the description of expenditures to be 
recorded in Account 426.4, stated above, it would appear t hat 
these expenses should have been recorded be low- the-1 i ne. We 
are disturbed t h at Gulf may have miscategorized these e xpenses 
in this and other previc~..~s rale cases. Thus, we will reduce 
interim test y ear expenses by $291 , 373 ($30 6 , 550 System) and 
will closely examine these expenses in the f ull rale 
proceeding to determine the proper amount, if dny, wh1ch 
should have been recorded above-the-line. 

When the adjustments discussed above are added to the 
adjustment related to the removal of Pl anl Scherer from rate 
base, the appropriate amount of O&t-1 expense is $106, 004, 000 
foe t he interim period. 

Depreciation and Amoritizati o n 

The appropriate amount of depreciation 
expense after the removal of Plant Scherer 
$41,47 6 , 000 . 

Currenl Income Tax Expense 

and amorilization 
from rate base is 

As shown on Schedule 1 attached to this o rder, the 
appropr iate amount of current income tax expense is 
$18,090, 000. This calculation takes into account an interest 
sy nchronization adjustment o f $710 , 000. In addition , there is 
a $ 1.644 , 000 reduction in income taxes related to the 
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amortization of the investment tax credit. The net 1ncome tax 
liability is $16,446,000. 

Re urn on equi~ 

Pursuant to Section 366.071, florida Statutes , the proper 
return on conunon equity Lo use in the calculation of inLerim 
relief is the floor of the last authorized rate of return, 
i.e ., 14.6\. Howeve r, Gulf has used 13.0\ i n the calcula ion 
of its interim relief request as the more reasonable rale of 
return on conunon equity to use gi ·.ten current market 
conditions . That being the case, we find that Gulf has waived 
the eight to use the ~tatu to ry 14.6\ in the calculation of 
interim rate relief under Section 366 . 071, rlorida Statutes. 

Fair Rate of Return 

Consislent with our decision to use a 13-mo nlh average 
rate base, we will use the average capital struc ure and costs 
for the test period . The cost rate Cor the return on equ1ty, I 
as discussed above, will be 13.0\. The ap( roved ra e oC 
return Cor i nterim purpo:-es is 8 . 26\ calculated as shown o n 
Schedule 2 attached to this o rder. 

Revenue Deficienc 

Based o n the approved rate base, net operat1ng income and 
rate of return, we find lhat Gulf is o nlilled to an interim 
increase in rates and charges designed to gene,ate $5,751.000 
in additional annual revenues , calculated as shown on the 
a t tached Schedule 4. 

Rate Structure 

In compl iance with Rule 25-6.0435(2)(a), florida 
Administrative Code, the 1nterim increase wi ll be spread among 
the rate classes on a uniform percentage of base rate 
revenues. The increase w1ll be collected within each rate 
class by increasing all base rate c harges and credits 
{customer, demand, non-fuel KWH charges, etc. ) by the uniform 
percentage . Thi s results in a uniform increase of 2 .43\ . 

Ba sed o n the above, it is 

ORDERED by the florida Public Service Conunission t hat the I 
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rate sche dules 
1989, prov id i ng 
$ 26 , 295 , 000 be 
public hearings 

filed 
for a 

and 
a nd a 

by GulC Powe r Company on December 15, 
permanent increase in annual revenues of 
t he sam~ are hereby suspended pending 
fi nal order in t h is case. It is further 

ORDERED that the Request for In terim Increase filed by 
Gu lf Power Company is g ranted in part . Gulf Power Company is 
authorized t o increase its rates and charges, on an interim 
basis and in conformance with t hi s o rder, t o generate 
a ddit ional annual reve nues of $ 5 ,751 , 000. It is further 

ORDERED that t he i nterim i ncrea se authorized here in s h a l l 
be reflected o n bill s r e ndered for meter r eadings taken o n o r 
after 30 days from the date of the Commission· s deci sion , o r 
March 10, 1990. It is further 

ORDERED that the interim rates approved herein are 
a corporate co llecte d s ubj ect to refund, with i n terest, upo n 

undertaking . 

BY 
t his 

ORDER 
13t h 

(S E A L) 

( 63llL) SBr: bmi 

of the Florida Public Service 
day of --~M.u..:.:.R .Qt ____ _ 

Commission, 
1990 

STEVE TRIBBLE, Direclor 
Records an~ Repor t i ng 

by~· -.J::~~~-~"'---tt..;........-
-Chie(a~ords 

NOTICE OF FURTHER PROCEEDI NGS OR JUDICIAL REVIEW 

The Florida Publi c Service Commissio n is required by 
Section 120 . 59(4), Florida Statutes, to notify parties of a ny 
administ r ative hearing or judicial review of Commission o rder s 
t hat is available u nder Sections 120. 57 o r 120.68, Florida 
Statutes, as well as the procedures a nd ti me limi ts that 
app l y. This no tice should not be construed to mean all 
requests for an admin istrative heari ng o r judicial review wi ll 
be gran ted or result in the relief sought . 
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Any party adversely affected by this order, whi c h is 
preliminary, procedural or intermediate in nature, may 
request: 1) reco nsideration within 10 days pursuant to Rul e 
25-22.038(2}, Florida Administ rative Code, if issued by a 
Prehearing Officer ; 2) reconsideration within 15 days pursuant 
to Rule 25-22.060, Florida Administrative Code , if issued by 
the Commission ; or 3) judicial review by the Florida Supreme 
Co urt , in the case of an electric, gas or telephone utility, or 
the First District Court of Appeal, i n the case of a water or 
sewer utility. A motion for reconsideration shall be filed 
wit h the Director, Division o f Records and Reporting, in the 
form presc r i bed by Rule 25-22 . 060 , Florida Admini st rative 
Code. Judicial revi e w of a preliminary, procedural or 
intermedi a te ruling or order is available if revie1-1 of the 
final actio n wi 11 not provide an adequa te remedy. Such review 
may be requested from the appropriate court, as described 
above, pursuant to Rule 9.100, Florida Rule s of Appellate 
Procedure . 

I 

I 

I 
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GULF ~R COMPANY 
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IJ MOMTM AVERAGE RATE lASE 
EXPLA!IATial Of ADJUSTKEIIT$ 

lATE BASE 

sc~·~E 1 
Pege J of J 

INTERIM 

(2) ·THIS ADJUSTMENT REHOVES THE PLANT SCHERER UNIT J ACOUISITICN ADJUSTMENt ' (Si,9J7,1JI; 
A/D $671,515) Ah~ THE ACOUISITION ADJUSTMENT fOR ~ FACiliTIES ($8,6&0,507; 
AID Sl82,817> FROM RATE lASE ,um THE RElAtED AHORTIZATIO!I ,OM TliE INCOME STATOIEIIT. 
THE ACOUISITION ADJUSTMENTS AJ(l) ~TIZATION HAVE MOT BEEN AI'PROVED BY THE COIOCISSIOII. 

()) THIS ADJUSTMEII'T REI40\I£S 63 IN OF PlANT SC ERER UIIIT J FROM lATE BASE AJo'O TltE • 
RElATED EXPENSES fROM THE IWCOKE STATEMENT . 

(4) • THIS ADJUSTMENT REHOVES fROM lATE BASE THE COST Of A SOUtHERN COMPANY SERVICES 
IUilDING CAHCELLED PRIOR TO COMSlRUCTION. 

(5) THIS ADJUSTMENT REHOVES THE UNJUSTIFIED EXCESS COST Of THE BONIFAY A~ 
GRACEVIllE IUILDINGS THAT lAS l)ISAllOiio'£0 IN GUlf'S lAST lATE CASE. 

(6) THIS ADJUSTMENT INCREASES ACCUMUlATED DEPRECIATION TO CORRECT ERRORS IN 
DEPRECIATION ON T~ MAJOR P«OJECTS. 

(7) • THIS ADJUSTMENT REHOVES fROM PUNT·IN·SERYICE AFUOC IMPROPERlY CAPITAlltED IEYOh~ 
THE IN·SERVICE DATE OF THE C~IST WAREHOUSE AJo'O NAVAL AIR STATION SUBSTATION UPGRADE. 

(8) • THIS ADJUSTMENT REDUCES THE fU!l INVENTORY IY S624,000 (1644,000 SYSTEM) TO 
CONFOlK WITH TN£ COHMISSIOH'S GENERIC FUEL INVENTORY POLICY AMn REMOVES S2,1JJ,OOO 
(S7,542,000 SYST~) ASSOCIATED WITH PLANT SCHERER. 

NOI ADJUSTMENTS 

(11) • TMIS ADJUSIMENT REMOVES FROH o&M EXPENSES LOBBYING EXPENSES IKPROPERll CHARGED 
AJOVE ·THE ·ll NE. 

(12) • THIS ~JUSTHENT REDUCES 01H EXPENSES fOR PREVIOUSLY DISALL~~D TRANSMISSION LINE 
RENTAlS ASSOCIATED WITH PLANT DANIEl AMD tRANSMISSION LINE RENTALS fOR PLANT 
SCHERER THAT ~RE NOT JUSTIFIED BY THE COMPANY . 

(IJ) · THIS ADJUSTMENT REMOVES FROH o&H EXPENSES fORMER ECCR PROGRAMS NOT JUSTIFIED BY 
THE COHP+NY fDa RECOVERY IN BASE RATES. 

( 14) · THIS ADJUSTHE~T REMOVES fROH O&H EXPENSES SALES EXPENSES WHICH ~RE SEEN AS 
UNNECESSARY OR WHICH DUPLICATE EXISTING GUlf PROG~S. 

(15) THIS ADJUSTMENT IS SIMPlY A MATHEMATICAL CALCULATION BASED ON THE CHANGES IN THE 
CAPITAL STRUCTURE AS A RESULT OF THE RATE BASE ANO CAPITAL STRUCTURE RECONCILIATION. 
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Tout 
Cepi u l ccrponenu Per loou 
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Cust~r O~ll t•l S\5 ,546 
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Adjust· 
~ts 

(sa2,154) 
so 
so 

Qtl• 

Ut il ity 
Ad just· 
.nu 

so 
so 
so 

(S19,434)(SI4,858) 
so so 

(S27,244) so 
so so 
so so 

leu: 
Unit 
P~r 

Selu 

Pro 
lata Jur~s-

Adjust Syst~ dlctlonel 
.. nts Adjusted Factor 

Non· 
Adjusted Utility 
Cepi ta l Adjust· 

Struc ture .nta 

<sai,522><S12,242> SJ20,9l3 97.58&611 Sl13, 194 so 
so (s.4 1) S1,074 97.58&6\X S\ ,048 so 
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Ceplta l C~nts Amount Ret lo 

Cost 
Rite 

\ltd. 
Cos t 
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