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DIRECT TESTIMONY - ROBERTA S. BASS 

Pleue sUta your n.e and busfneu address. 

fitY n-. 1s Roberta s. Bass. ~ blols1ness address fs 101 E. 

Glines Street, TallahAssee, Floridl 32301. 

By wtao. are you fiiPloyed and fn what capacity? 

I • IIIPloyed as an Econo~~ic Analyst t n the Fuel 

Procu~nt Bureau of thf Dtvision of Electric and Gas of 

tht F1or1dl Publfc Servfce eo..ission. 

What fs your educational and professional background? 

I uve 1 Bachelor of Sctence degrH fn Finance froa 

Flortdl SUte Unherstty. I have been aployed with the 

Flor1dl PUblic Strv1ce Co.atsston since Apr11 1983. 

What 1 s the purpose of your testf.,ny? 

The purpose of II&' testf.,rtY fs to dfscuss circUIIstances 

wt'ltch 111.1 ctst 1 cloud over the m.bers subeitted by Gulf 

Power CCIIIPI~ (Gulf) which support its request for a rate 

increase. Essentially, these circ•stances are the result 

of allegations .. de. and events that have occurred. sfnce 

the Collpl~'s last rate case in 1984. 

Haw have you been 81de aware of these allegations and 

•vents? 
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There has been extensive news coverage about Gulf over the 

Jut couple of yurs. In addition, Suff his conducted 

deposfttons, propounded interrog~tortes, obtained court 

p 1 eadt ngs and perforwed an audf t of tM CQ~~Pan,y. 

Plust dtscr1bt the allegations and events previously 

•nt1oned. 

To facf11tate undtrstlnd1ng, I w111 11st the allegations 

and events and then describe thell 1ndhfdually. They are 

11 follows: 

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

2. Theft of tnventory by Kyle Croft; 

3. A ttct-blc:t to 1 Gulf e~~ployee frc. a contract vendor; 

4. Gulf's continued bust ness deelfngs wtttl vendors once 
involved 1n sc~s to defraud Gulf; 

5. Potent111 conflfcts of interest; 

6. ~nded di •i SSil of Jacob Horton; and 

7, Atlentl Ftdtrel Grind Jury. 

Please dtscribt the possible inventory shortage of 

$2,000,000. 

Durtng 1 warehouse audft in 1982, 1 net loss of SlO,OOO of 

inventory wu found. According to Gulf executives, there 

wert problas wfth the inventory audft because certain 

f~ wre not tagged or identfffed and the warehou~e 

gentrally was fn 1 sloppy condftfon. In 1983, another 
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audit was 1ntt1ated and found a net shof"'tag~ of $8.462 of 

inventory tn the warehouse. C.rolyn Sfr110111, a warehous~ 

supervisor, testtffed fn the Richard Leeper perjury trial 

and fn 1 staff-conducted deposftfon thlt the 1983 audf t 

was inaccurate because Gulf Power had concealed an 

enor"'IIUs shortage by countt ng obso 1 ete and d1111ged 1 te~~s 

as good ftas f n the inventory. She estf• ated the actual 

shortage at around $2,000,000. Gulf dtsputes this amount 

and .. fntafns the net shortage of $8, 642 1s correct. 

Pleas~ descrtbe the theft of property by Kyle Crof t. 

Jn late 1983, Gulf President Doug McCrary received an 

anonyaous letter f11pl1cat1ng K,yle Croft, Manager of 

General Services Operation, 1n the theft of Gulf 

propeM;y. The author of the letter stated that he 

recognized Gulf IIIPloyees at the construction site of 

Croft's new hOle over the course of one year and reported 

the lfcense n~rs of Gulf trucks at the site. 

McCrar.y ordered an fnvestfgatfon, an audi t and an 

inventory of Gulf warehouses which revealed that Croft was 

•fsusing e~~ployees and converting ca.pany property and 

supp 11 es for h1s own use. 

estf .. ted to be around $300,000. 

M1sappropr1atfons were 

Mr. · McCrary confronted Croft who dented the 

allegations. Croft was gfven the opportunity t o resign 
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and when he rtfused to resign, he was fired by Mr. 

McCrary. Croft appealed to Jacob Horton, Senior Vi ce 

President, to intercede on hfs behal f. Mr. Horton 

persuaded Mr. McCrary to allow Croft to resign tf he would 

adllit to stealing approxf•tely $16,000 1n sup;plies, 

equi.-ent and labo .. and sign a pro.hsory note for a lfke 

a.ount. Gulf agreed not to bring ctvtl or crt•in1l action 

against Croft or subject hi• to c1v11 111b111ty to force 

p~nt of the p~issory note. To demonstrate the 

COIIpa"Y 's good faith, Mr. Horton signfd a personal 

p.-.tssory note to Croft for tht , .. a.ount. On February 

3, 1984, Croft agreed to thtst conditions and was allowed 

to restgn. Croft fs now recehfng hfs pension. 

Did Croft subsequently f fl e a sutt against Gulf regarding 

hts resignation? 

Yes. In 1986, Croft filed sui t against Gulf and sh 

current ~~ fon~er txecuttves; Edward Addison, Jacob 

Horton, Ben Ktck11ter, Al vi n Vogtle, Jr., Charles lambert, 

and Douglas McCrary. The suit alleged consp1racy to 

intentionally interfere wttn a contractual employment 

relattonshtp, extortion, chfl conspiracy to defa.e, 1 fbel 

and slander, and the fntentfonal infltctfon of etDOtfonal 

distress. As 1 r•eeb'. Croft asked that h1s resignation 

be rescindedi the $16,000 p~tssory note be declared 
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vofd; and for other dfrect and consequential d.-ages. 

Gulf ffled 1 .,tfon for Su.ary Judgllent Which was 

granted on July 11, 1988. On August 10, 1988, Croft 

appealed the detfston to the First Df!trfct Court of 

Appeal (DCA) tn Ta11ehlsHt. The DCA afffrwd the Su.lry 

Judg~~ent. 

Ofd Gulf conduct • further fnvestfgatfon to detenafne ff 

other were fnvohed tn •tsapproprtltfons of Collpany assets? 

Yes. Ttte tnvtsttptton revealed that Joseph Laur 

Brazwell, SUpervtsor of Support Strvtces, was fnvolved fn 

a schae to defraud Gulf of $42,000. False fnvofces had 

been sube1 tted by West Fl o:-1 dl Landscapt ng through 

Brazwell. He re$fgned fn 1984, after 15 years wfth 

CQ~~pany and 1s not currently rece1Ying 1 pension. Mr. 

Brazwett al$0 was part-owner, along wfth Rfchlrd leeper, a 

fon.er .-plqyee of Gulf, of Retfable Electrfc Dfstrfbutfng 

COIIPin.Y (REOCO). 

Another schelle fnvolved the theft of equfp~~ent and 

fts ultt•te fnsullatfon at •111tary bases by Lfne Power 

COIIPI"Y. Croft had, and contf nues to hl'.'e. a 40S 

ownershf p 1 nterest f n ttlf s COIIPI~. 

Please discuss the kfct-blck to a Gulf et~Ployee fro~~ a 

contract vendor. 
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Peggy Miller. 1 partner tn Self Window Cleaning, accused 

Mark Rubenacker, 1n accountant at Gulf, of de.anding $750 

fn kick-backs 1fter her COIPI~ won 1 $20,600 contract to 

wash windows twice It Gulf's new hetdquarters building tn 

1988. Mr. Rubenacter WIS diSIIhsed by Gulf on February 

24, 1989. 

Does Gulf continue to do business wfth vendors who were 

once involved in scheees to dtfrtud Gulf? 

Gulf has represented thlt, effective Decelber 31 , 1988. it 

has d 1 scontf nued dot ng bus 1 ness wf th three of the four 

coapanfes involved fn schaes to defraud Gulf. The three 

ca.panfes 1re Southern Scrap, Gulf Coast Paving and 

Grtding, and REDCO Elect rfcal Distributors. Gulf 

continues to do business wfth West Flortda Landscaping. 

How 8UCh dtd Gulf pay these CCJIIPinies fn 1987 and 1988? 

West Flortdl undscapfng WIS paid $202,127 1n 1987 and 

$231,234 tn 1988 for landscaping services. Gulf Coast 

Paving and Grading was paid $61,066 fn 1987 and $44,305 in 

1988. REDCO WIS pafd $115,492 and 1987 and $174,206 1n 

1988. 

Have any outside agencies conducted investigations of 

• fsapproprfatfons of Gulf assets? 
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Yes. Around the SIM ti• Croft filed lh1s suit, the 

Interntl Revenue Service (IRS) and the F'BI began 

1nvestfpt1ons. In 1988. 1 Pensacola Grand Jury 1nd1cted 

Croft. Brazwe11 • and Leeper for evading i ncoae taxes on 

110ney fraudulently obtlfned fro. Gulf. Cro·ft pled gufl ty 

to tax charges for sublitting $40,000 in fraudulent bills 

to Gulf. He received a four...,nth sentence and a $10,000 

ffne. Brazwell pled gu11~ and received a nine-year 

sentence and $30,000 ffne. Leeper was convicted of 

perjury for lying to the Grand Jury and received an 

eighteen IIOftth sentence. 

As 1 result of the •fsapproprtation of Gulf assets by two 

eiiPlOyMS, dtd Gulf take 101 correcthe act1ons7 

Yes. Gulf iiiPlatnted inventory and security procedures 

to provide better safeguards agatnst further 

•1sappropr1ations. In &dd1 tion, Gulf adopted a C0111pany 

Code of Ethfcs. Part of the iltplaenutfon of the Code of 

Ethics was 1 progrl8 to provide e.ployees the confidential 

opportunity to voluntarily .ake •Jnetlry uends to Gulf 

without fear of tllblrraswent or punitive action. Thfs 

progr• was called the Alrtesty Prof ra. 

Please descrtbe the Mn&sty ProgrM. ..,. 

The progr• was 1nftiated by Gulf executives and 
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a~tntstered through the levtn law F1nt. The Amnesty 

Progr• was fnft11ted on June 27, 1984 and was available 

to all e~Ployees of Gulf. Yt1 a cap~ny bulll!t1n, Gulf 

tii!Ployees were tnstruct.cs to contact the levin Law Ffnn 

directly, tf they wished to parttctpate. The program 

continued tn effect unt11 Septetlber 30, 1984. Payments 

fro. f!IIPloyees wre •de to the law fir• and deposited fn 

thetr escrow account. The law ftra pertodtcally rM1tted 

refund checks fro. thef r escrow account to Gulf~ The 1 aw 

f1na ~1tttd 9 pa.v-ents to Gulf over the period August 6, 

1984 through Novtllber 16, 1984 totalling $13.124.23. 

What potenttll conflict of tnterest was 1dentf fted by the 

PSC auditors? 

Mr. J. K. Tannehill fs on the Board of Directors of Gulf. 

He also t s an offfcer of Stock Equ f ~nt Coq>any. Gut f 

patd Stock Equt.-nt $278, 977 t n 1987, $344,791 fn 1988 

and contt nues to do bust ness w1 th thts ca.pany. 

Dtd the PSC auclttors spectftcally revtew 1ny doc&.nentat1on 

of transactions with Stock Equt~nt Collpany? 

Yes. Thf tud1tors revtewd transactions and chose to 

trtce three tnvofces blck to the COIIP41\Y' s bid ltst to 

ensure tnat the lowest prfce was pafd for the .erchand1se 

spec1ffed. 
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Were the audftors able to do this? 

The auditors wre info,.d by Gulf that two of the 

1nvo1ces selected •~ not bfd because the ufntenanc~ on 

the pllnts in question could only be done by Stock 

Equt.-nt COIIpl~ because the uchi nes to be warted on 

were thefr •chines and only they could wor·:: on their 

~~achfnes. 

Whit about the thfrd invoice? 

The thfrd tnvotce was traced back to a bfd package. There 

was only one other b1d and ft wu approxt1111tely tw1ce as 

.. ch 11 the Stock bfd. However. Gulf could not fumfsh a 

11st of vendors who wre notified about the project nor 

could the audftors verffy how •ny not1ces. t f any. were 

sent out descrfbtng the wort that was needed. 

Whit ts your opinton of these transactions? 

I don't believe a ut111ey should be prohib1 ted from doing 

business wfth 1 ca.p~ny Whfch shares a ca-on officer, 

di rector or IIIPlOY"· However, since the potential for a 

conflfct of interest elllfsts, the uttlfey should ~~a1nta1n 

sufftcfent docu.entltion of the transaction so that it can 

prove wfthout a doubt that the transaction was an 

anas-length transaction. 
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Pleue descrfbe the reca.ended d1 Sll1ssal of Jacob Horton. 

Jacob Horton ~~ 1 Senfor Yfce President of Gutf. He was 

k111ed fn 1 Sout.._rn ec.ptny plane crash on April 10, 

1989. The cause of the plane crash fs stfll under 

fnvesttgatfon by the appropriate federal agencies. Just 

pr1 or to the crash, Mr. Hortot; attended 1 •ett ng at Gu 1 f 

wtth Gulf President McCrary end Or. Reed Bell, an outside 

director of Gulf and chafl"''lln of the audtt co.tttee of 

the board. At the .. ung Mr. Horton WIS ellegedly told 

that the audit ca.ttue hid reca.ended hts dismissal. 

An article tn the Pensacola News Journal stated that 

accorclfng to 1 preptred stat-nt by the COIIf)any, •Mccrary 

and Bell discussed w1th Horton the audft ca.ittee's 

concern over Horton • s poss 1 b 1 e c i rc:u.ventf on of con.pany 

polfctes and procedures and hts supervision of the 

processing of tnvotces frc. vendors. • 

Please descrfbl thl Federal Grand Ju~ investigation. 

In 1988, the Atlanta Federal Grand Jury began an 

tnvestfgatfon biNd on an Inttrnal Revenue Service report 

alleging that top financial officers of Southern CCIIpany 

and fts substdtartes, wtttch includes Gulf Power, have 

conspired w1th till eccounttng ftn11 of Arthur Andersen and 

Ccllplny stnce 1182 to evofd PI.Yfng tens of •1111ons of 

dollars fn fedlrel tnc~ taxes. The a1lf'ged conspiracy 
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was acca.plfshed by establ t shing an •otf- the-books-schemeu 

to hi de the existence of spare parts. It also has been 

alleged that the Grand Ju~·s i nvesti gation has been 

expanded to fnclude 1 revtew of Poltttcal Actfon 

C..fttees estab11 shed by eeployees of Gulf. Numerous 

mployets of Gulf and so. vendor s supplying goods and 

servfces to Gulf have been subpoenaed to testffy before 

the Grand Ju~. 

Have the resu 1 t s of the Grand Jury 1 nves t 1 gat 1 on been 

released? 

No. The report of the Grand Ju~ 1s ~t ever re 1 eased to 

the publtc. The Grand Ju~ efther tssues an tndfctment or 

re~~~tns silent IS to the fnforMtfon presented to them. 

However. as 1 result of the Grand Jury tnvesttgatton. on 

October 30, 1989, Gulf pled guilty to two counts : 1) 

uktng contrfbutfons to varfous polftfcal candidates on 

the local. state and national levels; and, 2) impafrtng. 

111Pfding and obstructing the Internal Revenue Servfce t n 

1ts audit function and tn the ascertatr.ent and collrectton 

of tnc011e uxes. 

Were the contrt buttons to polftfcal candidates dt rectly 

• de? 

No. Outside vendors were asked to • ke contrfbutfons t o 
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varfous CIIIPaigns and candidates. On see occasions, the 

vendors were llktd to sut.t t thef r contrf but f ons to Gu l f 

Power for disbursal to the candidates, wtlf1e on other 

occasions, the vendors were asked to tranSMit their 

contributions directly to the candfdat~. Regardless of 

how the contributions ~re tran~ftted, .any of the 

vendors involved subaftted, at the direction of Gulf 

et~ployees, false or inflated invotces tn order to recover 

the amount of the political contrfbutton. 

Which vendors were fnvolved tn thts sttuation? 

Accordtng to the plea agreeeent, Gulf directed 1110ney to 

the 1988 Stlte Senate cupafgn of W.O. Childers through 

tts ~nts to Design Associates, Inc. A specific amount 

was not fdentifted in the plea agreeraent. However, during 

1988, Gulf pafd $379,892 to Design Assoc1at4!s for 

services. Gulf his filed a COIIPlafnt in Esclllbfa County 

Circutt Court chlrg1ng thtt Design Anocfate~ overcharged 

Gulf for services rendered and expenses incurred and that 

not 111 services and expenses invoiced were rendered. 

Whit other vendors were i nvo 1 ved? 

The Ot ck Leonard Group II, Inc. was instructed to make 

cupaign contrfbutfons to specifted candidates in 1984, 

1985, 1986, 1987, and 1988 end to subait inflated invoices 
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to Gulf fn order to be refllbursed for those 

contrfbutfons. Gulf instructed the John Appleyard Agency 

to •kt pol1tfce1 contrfbut1ons to spec1f1ed candidates 

during 1982, 1983, and 1984. The contributions were 

funded by Gu1 f through fts 110nth1y p~nts of $1,000 -

$2,000 to 1 •specfll produCtion ffle• ufntafned at the 

Appleyard Agency. 

Gulf elso fnstructed ,._,. & Yates to 111ke polftfnl 

contrfbutfons to specfffed candidates. These 

contributtons wre funded, 1n part, through a 110nthly 

retainer of $2,000 pefd to the 1gency durfng the years 

1985, 1986 lnd 1987. 

Whit WIS the total ..ount contributed to polftfcal 

candidates and bflled to Gulf? 

The total .ount fdentfffed in the plea agreMent was 

$22,850. Exhfbft RSB-1 (Exh. _) provides 1 breakdown of· 

thf s IIIOUnt by yttr and vendor. 

Please describe the second count fn !.~ plea agree~~ent. 

The second count 1s sfllfllr to the first. However, fn 

thfs cue, Gulf tiiPloyees instructed so.e of fts outside 

vendOrs to sua.1t false or inflated invoices to Gulf to 

rtfllburse thOM vendOrs for pa,Y81nts •de to others at the 

dfrectfon of Gulf Powr. 
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Which vendors wre involved in th1s situation and what 

wre the ~nts ul t1•te ly for? 

Dur1ng the period 1981 to 1984, the Appleyard ~ency 

billed Gulf approxfMtely $39,000 as special production 

fees which wre actually refllburs~~~ents for various 

expenditures to others •de at Gulf's direction. Exhibit 

RSB-2 (Exh. ) provides a breakdown of this 111:10unt and -
the purpose of the expendf ture. 

The ..._,. and Yates agency expended approxima tely 

$24,000 to others at Gulf's direction during the perfod 

1983 to 1986. The reillburs .. nt of these expenditures 

were bflled to Gulf as •1sct11aneous expenses associated 

w1th advertising, public relations and .arteting. Exnfbft 

RSB·Z (Exh. ) provides the detaf 1s of these 
~--

expendf tures. 

The Dick Leonard Group billed Gulf $10,000 as costs 

and expenses associated w1th photography a nd production of 

television spots relatfng to Gulf Powr projects to secure 

rehlbursaent for ~nts •de to others durf ng the 

perfod 1983 to 1988. Exhfbtt RSB-2 (Exh. _) provides 

the details of these expenditures. 

Did Gulf recetve 1 sentence as ~ result of thfs plea 

agree.nt? 

Yes. &ulf wts ffned $500,000 IS their stntence. In 
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addf tfon, Gulf agreed that the ft ne t11posed in thfs case 

would not be pafd by, or passed through to, fts ratepayers . 

Were there ·~ Gulf etiPloyees fdent1tied fn t~ plea 

agree~~ent IS befng fnvt'lvtd fn the retlllburset~ent process 

of falsffted vendor fnvotces? 

Yes. The plea ag,....nt fndfcates that Gulf, fn entering 

a plea of gufl~. acknowledges and accepts its 

responstb111~ tor the unauthorized and illegal activities 

of fts sentor vfce-presfdent tnd Board ~r. Jake 

Horton, tnd other t~~Ployees, Doug Knowles and Ray 

Yarborough. 

Whit fs the et~Plo~nt status of Mr. Knowles and Mr. 

Yarborough with respect to Gulf? 

Mr. Knowles resigned October 30, 1989 and Mr. Yarborough 

retf red October 31 • 1989. 

Do you have 1111 tddftfonal ca.entz you wt sh to make? 

Yes. AlthOugh collusion 1nd .. na~nt override can 

ct rcW~Yent and render tneffecthe even the strictest 

tnternel controls, the crf•tnal act1v1ty docu~~~ented as 

hlvfng occurred at Gulf Power extended over a period of 

approxf•tely efght yetrs. The tnabflity of Gulf 

•na~nt to discover and correct theu overt illegal 
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actions leads .. to believe that the corporate culture was 

such tNt IIIP 1 oyHs be 11eved these types of 111 ega 1 

actions were, at the lust, condoned by top •nagaent. 

After rev1ew1ng the above inforwtton, whit actfon do you 

rec~nd that the ca.tsston tlke? 

The fnforw~tfon recounted above tstlbltshes 1 pattern of 

continuous and serious •1SIIInag-nt of this utfHty for 

at least a per1od of etght years. Although Gulf has 

worked hlrd tn the recent put to elt•tnate • ny of the 

factors which •• the above described illegal activities 

possible, the utt11t,y should be held ACcountable for 1ts 

previous lack of effect ive and ethical •nage~ent. Thus, 

the Ca.hston should Mke tM factual ffndtng that Gulf 

Power has been grossly •fsaanaged and its return on equfty 

should be approprt•tely adjusted downward to reflect thf s 

ftnd1ng. 

Does thts conclude your testfiiOF\Y? 

Yes. 
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Vendor ·- lila .... ·-~-··········-------------
.............. -·- -·~·· .... ~-------

John Appleyerd 91CJ 1100 ...... Sl.UO 

"-r & Yeta Aaoclates .. ssoo S7,100 

Dick Leonerd a,.... II SI,OOO sz;= 
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BEFORE THE FLORIDA PU.BLIC SERVICE COMMISSION 

In re: Petition of Gulf Power Company) DOCKET NO. 89 1345-EI 
for an increase in its rates and ) 
charges. ) 

--------------~--~----~-------> 

CERTIFICATE OF SERVICE 

I HEREBY CERTIFY that a true and correct copy of the 

Prepared Direct Testimony of Roberta S. Bass has bee n served 

by First Class u. S . Mail, postage prepaid, on Edison Holland, 

Jr., Esqu1re (Gulf Power Company), Beggs and L3ne, Post Offic~ 

Box 12950, Pensacola, Florida 32576, with copies to the 

f ollowing parties of 

of~ 1990 

Federal Executive Agencies (FEA) 
Gary A. Enders, USAF 
HQ USAF/ULT 
Stop 21 
Tyndall, AFB FL 32403-6001 

Joseph A. McGlothlin, Esquire 
Lawson, McWhirter, Grandoff 

& Reeves 
522 East Park Avenue, Ste. 200 
Tallahassee , Florida 32301 

record, this 027 day 

Office of Public Counsel 
Attn: Jack Shreve, Esquire 
111 West Mad ison Street 
Suite 801 
Tallahassee , FL 32399-1400 

uz NEBROWNLESS ' ' 

(6762L)S8r:bmi 

Staff Counsel 

FLORIDA PUBLIC SERVICE COMMISSION 
101 East Gaines Street 
Fletcher Building - Room 226 
Tallahassee, Florida 32399-0863 
(904) 487-2740 
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