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Mary Anne Helton 
Deputy General Counsel 
Florida Public Service Commission 
2540 Shumard Oak Boulevard 
Tallahassee, Florida 32399-0850 

Re: FPSC Document No. 02768- 16 

Dear Mary Anne, 

May 6, 2016 

PosT Of'I'ICE Bo• 12950 
PE~MCOI..A, F"L 3259 1•2950 

TEI.EPHONE 1850) 432· 2 4 51 

FA>< 1850> 469-333 I 

JEFFREY A. STONE 

This fo llows our previous conversation regard ing Mr. Connally's May 5 letter to Mr. Baez now 

on file with the clerk's office as Document No. 02768- 16. We have prepared a companion 

Reference Compendium containing complete copies of 15 documents referenced in Mr. 

Connally's letter. Since the resulting file is too large to email, I have enclosed both a physical 

copy ofthe 377 page compendium and a DVD contain ing an electronic copy of the document fo r 

your use. 

We have added consecutive page numbers to the bottom of each page in the Reference 

Compendium (RC-1 through RC-377) and a table of contents (ToC) at the beginning. For 

several ofthe items in the Reference Compendium, the portion dealing with Plant Scherer is a 

small subset o f the entire document. The following "road map" may be helpful: 

ToC item I - In Order No. 23573, the Scherer discussion appears on pages 12 and 13 

(RC-1 2 and RC- 13). The effects of the Scherer decision appear e lsewhere in the Order. 

ToC item 3 - Although the entire transcript of the I 0/9/78 workshop is provided, the 

excerpt cited in Mr. Conna lly's letter begins on page 42 (RC-128). 

ToC item 6- Jn Order No. 9628, the Scherer discussion appears on pages 6, 7, 10 and 26 

(RC- 16 1, RC-162 , RC- 165 and RC- 181 ). 

ToC item 7- Although the entire transcript of the 2/ 16/81 workshop is provided, the 

excerpt cited in Mr. Connally's letter begins on page 46 (RC-230). 

ToC item 9 - In Order No. I 0557, the quoted excerpt is found on page 4 1 (RC-275). 

ToC item I 0- In Order No. 11 498, the quoted excerpt is found on page 15 (RC-308). 

501 COMMENDENCIA S'IRtET 
PENSACOt.A. FLORIDA 32502 



Mary Anne Helton 
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I hope the enclosure w ill be of assistance to you and to the Commission Staff. If you have any 
questions, please feel free to contact me. 

cc: J. R. Ke lly, Public Counse l 
R. L. McGee, Jr., Gulf Power Company 
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

In re: Petition of Gulf Power Company } DOCKET NO. 891345-EI for an increase in its rates and ) charges. } ORDER NO. 23573 
) --------------------------------------> ISSUED: 10/3/90 

The following Commissioners participated in the disposition of this matter: 

MICHAEL McK. WILSON, Chairman 
THOMAS M. BEARD 

BETTY EASLEY 
GERALD L. GUNTER 

Pursuant to duly given notice, the Florida Public Service Commission held public hearings in this docket on April 5, 1990, in Panama City, Florida; April 4, 1990, in Pensacola, Florida; and June 11 through June 21, 1990, in Tallahassee, Florida. Having considered the record herein, the Commission now enters its final order. 

APPEARANCES: G. EDISON HOLLAND, JR. and JEFFREY A. Esquires, Beggs and Lane, P. o. Box Pensacola, Florida 32576 
on behalf of Gulf Power Company 

STONE, 
12950, 

JACK SHREVE and STEPHEN C. BURGESS, Esquires, Office of the Public Counsel, c;o The Florida Legislature, 111 West Madison Street, Room 812, Tallahassee, Florida 32399-1400 on behalf of the Citizens of the State of Florida 
GARY A. ENDERS, Major, USAF, HQ USAF/ULT, Stop 21, Tyndall AFB, Florida 32403-6001 On behalf of the Federal Executive Agencies 

JOSEPH A. McGLOTHLIN and JOHN W. McWHIRTER, JR. , Esquires, Lawson, McWhirter, Grandoff & Reeves, 522 East Park Avenue~ Suite 200, Tallahassee, Florida 32301 
On behalf of the. Industrial Intervenors 

RONALD c. LaFACE and WILLIAM L. HYDE, Esquires, Roberts, Baggett, LaFace and Richard, P. o. Drawer 1838, Tallahassee, Florida 32302 On behalf of the Florida Retail Federation 

DOCUMt:PJT ... 'I :~.1Rf-"'R-f1 :•. r: -.ll • • .. . ·- ·- • ' ..., . 
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ROBERT VANDIVER, MARSHA RULE and MICHAEL PALECKI, 
Esquires, Legal Division, Florida Public Service 
Commission, 101 East Gaines street, Tallahassee, 
Florida 32399-0850 
on behalf of the Staff of the Florida Public 
Service Commission 

PRENTICE P. PRUITT, Esquire, Office of the General 
Counsel, Florida Public Service Commission, 101 
East Gaines Street, Tallahassee, Florida 32399-
0850 
On behalf of the Commissioners 

ORDER GRANTING CERTAIN INCREASES 

BY THE COMMISSION: 

On December 15, 1989, Gulf Power Company (Gulf or Company) 
filed its petition for permanent and interim increases to its rates 
and charges. In its petition, Gulf requested a permanent increase 
in its rates and charges designed to generate an additional 
$26,295,000 of gross annual revenues. This request was based upon 
a projected 1990 test year and a 13-month average jurisdictional 
rate base of $923,562, ooo. Gulf requested an overall rate of 
return of 8.34%, which assumed an allowed rate of return on common 
equity of 13.00%. The most significant basis for the requested 
increase, according to Gulf, was the commitment of over 500 MW of 
additional capacity from its Plants Daniel and Scherer to 
territorial service and the O&M expenses associated with this 
capacity. Additionally, the utility claimed an increase in net 
operating income resulting from substantial capital additions in 
the transmission, distribution, and general plant areas as well as 
increased O&M expenses. 

Pursuant to Section 366.06(3), Florida statutes, Order No. 
22681, issued on March 13, 1990, suspended Gulf's permanent rate 
schedules and qranted Gulf an interim rate increase of $5,751,000 
in annual revenues. 

The Federal Executive Agencies (FEA), and Industrial 
Intervenors (II) were granted intervention status in this docket by 
Orders Nos. 22363 and 22878, respectively. Order No. 22953, issued 
on May 18, 1990, granted intervention status to the Florida Retail 
Federation (FRF). The Office of the Public Counsel (OPC) is a 
party to this docket pursuant to Section 350.0611, Florida 
Statutes. 

RC-2 



ORDER NO. 23573 
DOCKET NO. 891345-EI 
PAGE 3 

TABLE OF CONTENTS 

I. SUMMARY OF DECISION 

II. REVENUE REQUIREMENTS DETERMINATION . . 
III. 

IV. 

A. 

THE TEST YEAR 

TEST YEAR RATE BASE 

Plant-In-Service • • 

1. 
2. 
3. 
4. 
5. 
6. 
7. 

New Corporate Headquarters 
Navy House • • • • • • • • • • • 
Appliance Division • • • • • • • 
Tallahassee Office 
Leisure Lakes • • • • • • • 
Plant Scherer • • • . • • • • 
Miscellaneous Plant-In-service • • • • 

B. Accumulated Depreciation • 

C. Net Plant-In-Service 

D. construction Work in Progress 

E. Property Held for Future Use . 

F. Acquisition Adjustment 

G. Net Utility Plant . . . . . . . . . 
H. Workirig Capital . . . . . . . 

1. Unamortized Rate case Expense . . . . 
2. Temporary Cash Investments . . . . . 
3. Heavy Oil Inventory . . . . . . . . . . . 
4. Light Oil Inventory . . . . . 
5. Coal Inventory . . . . . . . . . . . 
6. Plant Scherer . . . . . . . . . . . . 
7. Caryville Subsurface study . . . a. Productivity Improvement Plan (PIP) . 

I. Totar Rate Base . . . . . . . . . . . . 

RC-3 

. . . . . . 

. . 

. . 

6 

7 

7 

7 

8 

9 
10 
10 
10 
11 
12 
13 

14 

14 

14 

14 

15 

15 

15 

16 
16 
17 
17 
18 
18 
18 
18 

19 



ORDER NO. 23573 
DOCKET NO. 891345-EI 
PAGE 4 

V. FAIR RATE OF RETURN 

A. Capital Structure 

B. cost of common Equity Capital 

c. Capital Structure Reconsideration 

VI. MISMANAGEMENT 

VII. 

VIII. 

NET OPERATING INCOME . . . . 
OPERATING REVENUES . . 

A. PXT Misbilling . . . . . 
B. Non-utility Electric Billing • • • • 
c. Sod Farm Revenues • . • • • • 
D. Appliance Division-Use of Logo • • • • 
E. Revision of OS-I and OS-II Revenue 
F. Revision of OS-III and OS-IV Revenue • 

IX. OPERATING EXPENSES • . . . . . . . . . 
A. Operating and Maintenance Expense (O&M) 

1. 
2. 
3. 
4. 
5. 
6. 
7. 
a. 
9. 

10. 
11. 
12. 
13. 
14. 
15. 
16. 
17. 
18. 
19. 
20. 
21. 

Navy House • . • • • • • • • • • • 
Plant Scherer-Net of IIC Offset 
out of Period, Non-Recurring, etc. 
Industry Association Dues . • • • • . • • • 
Current Rate Case Expense • • • • • • • • • 
Cogeneration and Industrial Programs • • • • 
Good Cents Incentive Program • • • • • • • • 
Presentation/Seminars Program 
Shine Against Crime • • • • • • 
Economic Development . • • • • • 
Lobbying Expenses • • • • • • • • • • • • • 
IRS, Grand Jury, etc. • •••••••••• 
Research & Development Projects 
Transmission Rents • • • • • • • • . • • • • . . . Labor Complement Vacancies • • • • 
Productivity Improvement Plan • • • • • • • 
Employee Relocation & Development Prog. 
Management Perks • • • • • • • • • • • • • • 
caryville Subsurface Study • • • • • • • 
Pension Expense • • • • • • • • • • • • • • 
Retirement Medical and Life ·Insurance • • • 

RC-4 

19 

19 

19 

21 

22 

30 

30 

31 
31 
31 
32 
32 
32 

32 

32 

33 
33 
34 
34 
34 
35 
36 
36 
36 
37 
37 
38 
38 
38 
38 
39 
39 
40 
40 
40 
41 



1 

ORDER NO. 23573 
DOCKET NO. 891345-EI 
PAGE 5 

B. Depreciation and Amortization 

c. Taxes Other Than Income Taxes 

D. Income Taxes currently Payable 

E. Deferred Federal Income Taxes 

F. Investment Tax Credit . . 
G. Total Operating Expense 

H. Total Net Operating Income . . 
x. REVENUE EXPANSION FACTOR . . . . 

XI. REVENUE REQUIREMENTS . . . . . 
XII. INTERIM INCREASE . . . 

XIII. FUEL NEUTRALITY 

A. Top Gun Video . . . . 
B. Gas Busters "T" Shirts . . 
c. Good Cents Incentive . . . . . 

. 

. 

. 
. . . 

. 
. . . 
. . . 

. 
. . . 

. 

. . . 
. 

D. Withholding Good Cents Certification 

E. Misleading Advertising . . . . . . . 
XIV. COST OF SERVICE AND RATE DESIGN 

A. Cost of Service Methodology . . . . 
1. Distribution System Costs . 
2. Uncollectible Expense . . . 
3. Fuel Stock . . . . . . . 
4. Estimate of CP and NCP Demands 

B. Allocation of Revenue Increases 

c. Seasonal Rates . . . . . . . . . 
D. customer Charges . . . . . . 

RC-5 

. . . . . . . 41 

. . . . 42 

. . . . . 42 

. . . . . . . 42 

. . . . . . . 42 

. . . . . . . 42 

. . . . . . . 43 

. . . . . . . 43 

. . . . . . . 43 

. . . . . . . 44 

. . . . . . . 45 

. . . . . . . 45 

. . . . . 46 

. . . . . . . 46 

. . . . . 46 

. . . . . 47 

. . . . 47 

. . . . . . . 48 

. . . . . . . 51 . . . . . . . 51 . . . . 52 . . . . . 52 

. . . . . 55 

. . . 56 

. . . . . . . 56 



ORDER NO. 23573 
DOCKET NO! 891345-EI 
PAGE 6 

E. Transformation Ownership Discounts . . • . . 

F. Time of Use Rates . . . . . . . . . . . . 
G. Standby Service . . . . . . 

H. 

1. 

2. 
3. 
4. 

5. 

Determination of Daily Standby Service 
Billing Demand • • • • • • • • 

Design of Standby service Charges • . 
ss Rate Forced outage Factor 
SE Rider Availability in Lieu of 

Standby Service . . • . • • . • 
Waiver of Ratchet Provision for 

Reservation Charge . • . 

Supplemental Enerqy (SE) Rider . . . . 

. . . . 

57 

57 

58 

58 
59 
60 

61 

62 

63 

1. No Separate SE Rate Class . • • • • . • 63 
2. Distribution System Cost for SE CUstomers . . 63 

xv. 

I. Applicability Clause, GSD, LP & PX Classes • • • . 64 

J. Minimum Charge Provisions for GSD/GSDT & LP/LPT 64 

K. No Local Facilities Charge • 

L. Service Charges . . . . . . . . 
M. Outdoor Ser.yice (OS) . . . . . . . . . . . . 

1. 
2. 
3. 

Elimination of OS General Provisions 
street and outdoor Lighting Rate • • 
Applicability of OS-III • • • • • · • • 

N. Sports Fields Rate .. . . . . . . . . . . . . 
CONCLUSIONS OF LAW • . . . . . . . . . 

I. SUMMARY OF DECISION 

65 

65 

65 

65 
66 
66 

66 

67 

We authorize Gulf an increase in qross annual revenues of 
$11,838,000 for two years beginning September 13, 1990. 
Thereafter, we authorize Gulf an increase in gross annual revenue~ 
of $14,131,000. 
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we have set the rate of return on common equity capital at 12.55%. The reduced increase in gross annual revenues for the two years beginning September 13, 1990, reflects a 50 basis point penalty on return on equity imposed for mismanagement. 

II. REVENUE REQUIREMENTS DETERMINATION 

The revenue requirements of a utility are derived by establishing its rate base, net operating income (NOI) and fair rate of return. A test year of operations, traditionally based upon one year of operations, is used to derive these factors. Multiplying the rate base by the fair rate of return provides the net operating income the utility is permitted to earn. Comparing the permitted net operating income with the tes~ year net operating income determines the net operating income deficiency or excess. The total test year revenue deficiency or excess is determined by adjusting the deficiency or excess by the revenue expansion factor. 

III. THE TEST YEAR 

The test year in a rate case provides a set period of utility operations that may be analyzed so the Commission can set reasonable rates for the period the rates will be in effect. A test period may be based upon an historic test year, adjusted to reflect typical conditions in the immediate future, which should make it reasonably representative of expected future operations. Alternatively, a test period may be based upon a projected test period which, if appropriately developed and adjusted, may reasonably represent expected future operations. We approved Gulf's choice of calendar year 1990 as a projected test year. 

IV. TEST YEAR RATE BASE 

To establish the Company's overall revenue requirements, we must determine its rate base. The rate base represents that investment on which the company is entitled to earn a reasonable return. A utility's rate base is comprised of various components. These include: 1) net utility plant-in-service, which is comprised of plant-in-service less accumulated depreciation and amortization; 2) total net utility plant, which is comprised of net utility plant-in-service, Construction work in Progress (CWIP) (where appropriate) and plant held for future use; and 3) working capital. 

RC-7 
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Gulf has submitted a proposed jurisdictional rate base of 

$923,562,000. Evidence developed during the course of the 

proceedings has led us to reduce that amount to $861,159,000. our 

adjustments are set forth as follows: 

1990 Rate Base 
Jurisdictional (OOO's) 

~ AQJUSTMENTS ADJU~TED RATE 
~ 

A. Utility Plant-in- $1,275,624 ($ 57,337) $ 1,218,287 

Service 

B. Accumulated ( 454.964} ( 6.913} ( ~48. 051) 

Depreciation 

c. Net Plant-in- 820,660 ( 50,424) 770,236 

Service 

D. Construction Work 14,949 - 0 - 14, 94j 

in Progress 

E. Property Held for 3,925 ( 135) 3,790 

Future Use 

F. Acquisition 2.317 ( 2.317} - 0 -
Adjustment 

G. Net Utility Plant 841,851 ( 52,876) 788,975 

H. Working Capital 81.711 ( 9.527} 72.184 

I. Total Rate Base $ 923.562 ($ 62.403} $861.159 

A. fl~nt-In-~ervice 

The amount of plant-in-service proposed by Gulf was 

$1,275,624,000. we have made certain adjustments, described below, 

which reduce plant-in-service to $1,218,287,000. 

(OOOs) 

Plant-In-service per Gulf $ 1,275,624 

Adjustments: 

1. New Corporate Headquarters ( 

2 • Navy House ( 

3. Appliance Division ( 

4. Tallahassee Office ( 
5. Leisure Lakes ( 

RC-8 
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6. Plant Scherer 
7. Misc. Plant-In-Service 

Total Adjustments ( 

'52,987) 
55) 

57.337) 

Adjusted Plant-In-Service $ 1,218,287 

1. New corporate Headquarters 

Gulf's new corporate office building occupies 17.42 acres on 
Bayfront Parkway overlooking Pensacola Bay. The building is five 
stories tall and each floor has approximately 50,000 square feet of 
space. A level below the building is for parking company vehicles. 
The building was occupied March 31, 1987. 

The total building area is 308,634 square feet and consists of 
149,945 square feet of office space, 57,057 square feet of parking 
garage, 41,237 square feet for specialty areas, and 8,832 square 
feet for the equipment room. The specialty areas are the mailroom 
and duplicating, cafeteria, system control and ready room, 
auditorium, MIS computer center, communications, and the like. In 
addition to the square footage described above, 51,563 square feet 
on the third floor is presently unfinished and used as a temporary 
storage and maintenance area. 

We believe that the cost of the third floor of $3,840,807 
should be removed from plant-in-service. Evidence developed during 
the course of the P,roceedings indicates that Gulf has adequate 
space for storage and maintenance functions at other locations. We 
find that the ratepayers of Gulf receive no benefit from Gulf's use 
of the third floor for storage and maintenance and therefore 
disallow $3,840,807. Gulf is allowed, however, to earn a deferred 
return on this plant investment and related expenses equal to the 
allowance for funds used in construction (AFUDC). 

The Business Development Center occupies 495 square feet on 
the first floor of the corporate Headquarters Building. The room 
was designed and furnished for presentations to representatives of 
businesses that are interested in moving to Northwest Florida, and 
for press conferences relating to weather-related emergencies. The 
Center is equipped with laser disk players, color monitors, and 
VCR's that allow prospective business customers to view various 
areas, industrial parks, and cities in Northwest Florida with an 
eye toward relocation to this area. The purpose of the laser disk 
players and VCR' s is their use. in economic development efforts. 
The investment ~apitalized for the Business Development Center in 

RC-9 
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1987 was $51,548. There has been no capital investment since 1987 

and none is projected for 1990. We believe that $51,548 should be 

removed from rate base for the Business Development Center since 

the recruitment of business and industry to Florida is not a 

responsibility of a regulated public utility. The Chamber of 

Commerce and the Florida Department of Commerce perform that 

function. The total disallowance for the new corporate 

headquarters is $3,892,355. 

2 • Navv House 

The Navy House is a former residence which became the property 

of the company when it purchased land needed to install a 

transmission line from the company • s Bayou Chico Substation to 

serve the Pensacola Naval Air Station. The initial purchase price 

of the land and the home on the land was $110,000. We have no 

reason to believe the price paid was not proper; this amount is not 

at issue. In addition to the purchase price, however, the company 

completely renovated the residence to serve as additional trainini 

space for its employees. There appears to be ample training spac~ 

at Gulf's Chase Street facility and at the new corporate 

headquarters. We therefore find that rate base should be reduced 

by $23,257 and that 1990 operating expenses for the Navy House be 

reduced by $7,516. 

3. Appliance Division 

Gulf has an appliance sales and service operation which is 

operated out of Gulf buildings which are included in rate base. A 

portion of this investment has been removed from rate base based on 

usage studies performed by Gulf. In several instances, the 

appliance operation has its own buildings which are recorded in 

non-utility plant. 

Gulf made an error in allocating the plant investment to the 

appliance operation. Therefore, it would be proper to correct the 

error by reducing plant, accumulated depreciation and depreciation 

expense $214,000, $7,000 and $12,000, respectively. 

4. Tallahassee Office 

Gulf maintains an office in Tallahassee for use by its 

lobbyist, PSC liaison and other Pensacola-based employees while 

conducting business in Tallahassee. The office space is leas~ 

while the office furniture has been capitalized by the company a 

included in rate base. In addition, Gulf's·lobbyist has a compan 

car which is also included in rate base. 
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Gulf has agreed that 25% of the office investment which is 
used for lobbying activity should be removed from rate base. In 
addition Gulf agrees that 100% of the lobbyist's car should be 
removed. We believe these percentages are reasonable and make the 
following adjustments: 

Reduce Plant-In-Service 
Accumulated Depreciation 
Depreciation Expense 

$23,860 
11,193 
1,217 

5. Leisure Lakes Subdivision CGreenhead Substation) 

On October 18, 1984, in Docket No. 830484-EU, Gulf Coast 
Electric Cooperative, Inc. (Gulf Coast) petitioned the Commission 
for resolution of a territorial dispute between itself and Gulf 
Power Company. The dispute involved the Leisure Lakes Subdivision, 
which consists of approximately 2,300 acres divided into 
approximately 750 lots. The dispute arose when Gulf Power 
constructed 2.2 miles of distribution line from its transmission 
line to the subdivision along a graded county road. After Gulf 
Coast's petition was filed, and with knowledge of the Commission's 
jurisdiction over the matter, Gulf Power also constructed the 
Greenhead substation near the site. In Order No. 13668 we 
determined that Gulf Coast was entitled to provide electric service 
to the disputed area. It was also ordered that Gulf Power is 
prohibited from serving, either temporarily or permanently, the 
disputed area. In our order we encouraged Gulf Power to sell the 
facilities they built to serve Leisure Lakes to Gulf Coast, should 
Gulf Coast desire to purchase them. 

Gulf subsequently sold all of its facilities built to serve 
Leisure Lakes and has no ·facilities in that area except the 
Greenhead substation. The book value of the facilities Gulf built 
to serve Leisure Lakes Subdivision was approximately $131,000 and 
the sale price to Gulf Coast was $130,353. The Greenhead 
Substation was not needed to serve load since neither the Sunny 
Hills or Vernon Substations have reached peak capacity. Therefore, 
the investment made by Gulf to serve Leisure Lakes subdivision 
should not be included in rate base •. We reduce plant-in-service by 
$142,000 and depreciation expense by $5,000. 
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6. Plant Scherer 

Gulf acquired 25 percent of Plant Scherer 3 in 1984 and it 

came on line in January 1987. Since Plant Scherer came on line 

after Gulf 1 s last rate case, this is the first time Gulf has 

requested that a portion of Plant Scherer be included in rate base. 

Of Gulf's 212 MW share of Scherer 3, 63 MW is available to serve 

Gulf's territorial customers in 1990 and 149 MW is dedicated to 

unit power sales. The 63 MW of Scherer 3 that Gulf is requesting 

to be included in rate base includes 44 MW that would have been 

sold to Gulf States Utilities if they had not defaulted on a unit 

power sales contract. Gulf is requesting that 63 megawatts of its 

212 megawatt share of Plant Scherer 3 be included in its rate base. 

Gulf's reserves are reasonable with or without Scherer. 

Without Scherer, Gulf 1 s reserves are 21.9 percent and with 63 

megawatts of Scherer, Gulf's reserves are 25.5 percent. Gulf's 

parent corporation, Southern Company, maintains reserves which are 

19.9 percent without Scherer and 20.1 percent with Scherer. I~ 

appears that with or without Plant Scherer, Gulf is well able t~ 

achieve its target reserves of 20 to 25 percent. 

Gulf will be selling increasinq amounts of Scherer's capacity 

as unit power sales starting in 1992. The following table shows 

the amount of Scherer dedicated to Gulf's territorial customers 

from the year 1990 to the year 2010. 

January 1990 - May 1992 
June 1992 - December 1992 
January 1993 - May 1993 
June 1993 - December 1993 
January 1994 - May 1994 
June 1994 - May 1995 
June 1995 - May 2010 

Capacity Available to Retail Customers 

63 megawatts 
11 megawatts 
37 megawatts 
16 megawatts 
17 megawatts 
35 megawatts 

0 megawatts 

As shown above, Gulf is scheduled to sell increasing amounts 

of Scherer 3 under unit power sales agreements starting in 1992. 

By 1995, none of Scherer 3 will be available to serve Gulf's 

territorial customers. This capacity will not be available to 

serve Gulf's territorial customers until the year 2010. Since Gulf 

is dedicating this unit to unit power sales in years that Gulf's 

territorial load is expected to be greater than it is in 1990, i~ 

would appear that Gulf does not need the unit in 1990 for it, 

territorial customers. · 
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Under Southern • s contract with Gulf States Utilities, Gulf had 
committed to sell 44 MW of Scherer 3 to Gulf states Utilities 
during the test year 1990 through May, 1992. Gulf States Utilities 
failed to perform its contractual obligations and on July 1, 1988, 
FERC ruled that Southern no longer had to perform under the 
contract. It is clear that Gulf would not have requested 63 MW of 
Scherer to be in rate base had Gulf States Utilities not defaulted 
on their contracts. When Gulf made the decision to purchase 25 
percent of Scherer 3 it was aware of the potential that their 
contract with Gulf states Utilities might not be honored. since 
the profits from the unit power sales go to Gulf's stockholder, 
they sho.uld bear the risk of default, and not Gulf's ratepayers. 
Therefore, we remove all of Plant Scherer from rate base. All 
profits and losses derived from unit power sales of Scherer, and 
any costs or benefits accruing from any settlement with Gulf States 
Utilities are to go to the stockholders of Gulf Power Company. 
Gulf's ratepayers, who will not see the profits from Gulf's unit 
power sales contracts, should not be required to pay when such a 
contract falls through. 

As a result of our exclusion of Scherer 3 from rate base, we 
make the following rate base and Net Operating Income adjustments: 

Plant-in-Service 
Accumulated Depreciation 
Acquisition Adjustment 
Working Capital 
O&M - Expenses 
Depreciation Expense 
Amortization of Plant 

Acquisition Adjustment 
Amortization of ITC 
Other Taxes 
IIC Offset 

7. Miscellaneous Plant-In-Service 

$ 52,987,000 
6,557,000 
2,317,000 
2,187,000 

722,000 
1,701,000 

73,000 
( 96,000) 

245,000 
( 4,792,000) 

We have made miscellaneous plant-in-service adjustments in the 
amount of $55,000. This resulted from discovery of two work orders 
that were completed and ready for service but were not immediately 
transferred to Account 106 (completed construction not classified) • 
As a result, Gulf over-accrued allowance for funds used in 
construction (AFUDC) by $55,000. We therefore reduce plant-in
service by this amount. 
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B. Accumulated Depreciation and Amortization 

The amount of accumulated depreciation and amortization 

proposed by Gulf was $454,964,000. our previously discussed 

adjustments to plant-in-service require a net reduction to 

accumulated depreciation and amortization of $6,913,000. Approved 

accumulated depreciation and amortization is $448,051, ooo, as 

follows: 

(OOOs) 

Accumulated Depreciation per Gulf 

Adjustments: 

Appliance Division 
Tallahassee Office 
Plant Scherer 
New Corporate Headquarters 

Total Adjustments 

Adjusted Depreciation 

c. Net Utility Plant-In-service 

$ 454,964 

( 7) 
( 11) 
( 6,557) 
( 338) 

( 6.913) 

$ 448,051 
========= 

Net utility plant-in-service is comprised of utility plant-in

service, less accumu~~ted depreciation and amortization. We find 

that the appropriate amount of net utility plant-in-service for 

test year 1990 is $770,236,000. 

D. Construction Work in Progress CCWIPl 

The company has included $14,949,000 of construction work in 

progress in rate base. We believe this amount is appropriate. 

E. Property Held for Future Use 

Gulf has included in its rate base the sum of $3,925,000 in 

plant held for future use. We believe this is appropriate except 

for the 10% of Gulf's Caryville site which is allocated to the sod 

farm. The sod farm, known as "Southern Sod Company", occupie~ 

approximately 200 acres of property at Gulf's Caryville site, or 

10% of the caryville acreage. Southern Sod leases this acreage 
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from Gulf. This is a non-utility operation and we therefore find 
that 10% of the value of the Caryville Site included in rate base 
($135,200) should·be removed. We therefore reduce plarit held for 
future use by $135,000 to $3,790,000. We also remove from "other 
revenues" the $3,450 in lease payments received from Southern Sod. 

F. Acquisition Adjustment 

As a result of its purchase of a portion of the common 
facilities at Plant Scherer, Gulf requested an acquisition 
adjustment of $2,317,000. Since we have not allowed Plant Scherer 
in rate base, no adjustment for its acquisition will be allowed in 
rate base. We therefore reduce rate base by $2,317,000. 

G. Net Utility Plant 

Based upon the adjustments discussed above, total net utility 
plant for test year 1990 is $788;975,000. 

H. Working capital 

The company has included $81,711,000 of working capital in 
rate base. We have made certain adjustments described below, which 
reduce working capital to $72,184,000. 

Working Capital per Gulf 

Adjustments: 
1. Rate Case Expenses 

(OOO's) 

2. Temporary Cash Investments 
3. Heavy Oil Inventory 
4. Light Oil Inventory 
s. coal Inventory 
6. Plant Scherer 
7. Caryville Subsurface Study 
8. PIP 

Total Adjustments 
Total Working Capital 

RC-15 

$ 81,711 

( 765) 
0 

( 576) 
( 123) 
( 6,017) 
( 2,187) 
( 28) 

169 

( 9.527) 
$ 72,184 
--===== 
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1. Unamortized Rate Case Expense 

The company has included $765,385 in working capital for 

unamortized rate case expense. Commission policy is to exclude 

unamortized rate case expense from working capital. We therefore 

reduce working capital by the entire $765,385. 

2. Temporary Cash Investments 

Gulf, in its rebuttal testimony, has requested $6,045,000 in 

working capital for temporary cash investments. The appropriate 

regulatory treatment ~f either continuing cash balances or 

temporary cash investments should depend upon their prudency. If 

the utility can demonstrate, through competent evidence, that their 

cash balances or temporary cash investments are necessary for the 

provision of regulated utility service, they should remain in rate 

base and earn at the utility's overall rate of return. Any 

earnings generated by these funds should then be used to offset 

revenue requirements. The burden of proof however is on the 

company to demonstrate through competent evidence that their1 

temporary cash investments are necessary for the provision of 

utility service. 

Gulf gave the following reason that temporary cash investments 

are necessary for its provision of utility service: 

The test year amount for Temporary cash Investments (13-

month average amount) of $6,399,000 is approximately 10 

percent of the average monthly disbursements. In 

addition we are projecting to borrow funds during five 

months of the test year. The company again maintains 

that these funds are required and necessary in providing 

utility services for our customers. (Ex. 439) 

During cross-examination Gulf's witness stated: 

"· •• we don't know of any other way to pay our bills 

than to have cash available. Either you are going to 

have temporary cash, cash, or short-term debt, one of the 

three, because if you -- once you stop paying your bills, 

you're going into bankruptcy at that stage, and you'll be 

shut down. You've got to have liquid assets • • ·" (TR 

793) 

While we agree that a company needs to maintain a certail'J 

degree of liquidity to operate, we note that Gulf maintain!:~ 

substantial liquidity through short-term debt. 
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The Company has budgeted to pay $60,000 in 1990, for access to 
lines of credit totalling $42 million. In addition, the company 
continues to keep compensating balances of $436,900 for additional 
lines of credit totalling approximately $6.2 million. Thus, the 
Company has access to approximately $48.2 million through lines of 
credit. 

We do not dispute that the Company needs to maintain a certain 
degree of liquidity to operate. We believe, however, that the 
burden is on the Company to demonstrate that the addi tiona! 
liquidity provided by holding $6,045,000 in temporary cash 
investments is · necessary. In our opinion the Company has not 
provided this proof. Statements such as, "its all our available 
cash" or "temporary cash investments represent less than 10 percent 
total monthly expenditures" do not constitute competent evidence. 
We therefore deny Gulf's request that $6, 045·," ooo be included in 
working capital for temporary cash investment. It is not necessary 
for us to make an adjustment to working capital since Gulf has 
already removed temporary cash investments from its filing, 
consistent with our treatment of this matter in Gulf's last rate 
case. 

3. Heavy Oil Inventory 

Gulf has overcalculated the amount of heavy oil inventory 
necessary for standby fuel at Plant Crist Units 1, 2 and 3. Heavy 
oil inventory should be reduced to a level equal to seven days burn 
at 100% capacity factor. 

A seven-day supply of heavy oil for Crist Units 1, 2 and 3 
operating at 100% of their demonstrated capability would equal 
32,774 barrels. Gulf Power has requested a heavy oil inventory of 
78,533 barrels with an average price of $13.603 per barrel and 
valued at $1,042,000 (system). We will allow a heavy oil inventory 
level of 32,774 barrels at an average price of $13.603 per barrel. 
We reduce working capital by $596, 178 (system) , or by $576,462 
(jurisdictional). 

4. Light oil Inventory 

Gulf has requested that 650,895 gallons of light fuel oil 
(system) be included in working capital. We are of the opinion · 
that Gulf has failed to justify its request for light oil 
inventory. We will allow a level equal to 30 days burn at the 
highest average monthly rate which calculates to 383,210 gallons. 
This would require a reduction in working capital of $125,339. 
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5. Coal Inventory 

Gulf has requested· a coal inventory level equal to 105 days 

projected burn. We are of the opinion that Gulf has failed to 

justify this request and will allow a level equal to 90 days 

projected burn or the amount actually maintained in the test year 

at each plant site, whichever is less. In Gulf's system this would 

amount to a total of 784,887 tons valued at $37,000,502 (system). 

This reduces working capital by $6,222,498 (system) or $6,016,717 

(jurisdictional). 

6. Plant Scherer 

As previously discussed, our exclusion of Plant Scherer from 

rate base will result in an adjustment of $2,187,000 to working 

capital. 

7. caryville Subsurface Study 

The subsurface study was a geological study of the CaryvillE 

site to determine if the land could support the weight of a powet 

plant and supporting facilities. As pointed out in the company's 

brief, the results of the study are obviously still valid. such a 

study would be necessary before any major construction of this type 

could be done on any site. Therefore, costs associated with the 

study should be considered together with the caryville site itself. 

Since Caryville remains in Rate Base, the cost of the study or 

$!568, 000 should be allowed, however we will require that this 

amount be amortized to expense over a 10 year period. This 

necessitates a $2S,OOO -reduction in working capital. 

8. Productivity Improvement Plan CPIPl 

The Productivity Improvement Plan (PIP) is a part of the total 

compensation plan for the top 11 employees of the company. Due to 

a change in the design of the PIP program after the budgeting 

process was completed, the company feels a reduction in the program 

is in order. The original amount for this program was $438,473. 

The company's new amount is $99,066. Since it appears that Gulf's 

overall salary and benefits program is not excessive, and this plan 

was allowed in the last rate case, the expenses in the amount of 

$99,066 for this program will be allowed. Therefore, expenses 

should be-reduced $339,000. 

Since this adjustment reduces Accounts Payable, a curre~ 

liability in working capital, . the 13-month average of workin~ 

capital will be increased by $169,187. 
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I. Total Rate Base 

Gulf has submitted a proposed jurisdictional rate base of 
$923,562,000. Based upon the above described adjustments we have 
reduced rate base by $62,403,000 to $861,159,000. See Attachment 
1 for a complete breakdown of rate base. 

V. FAIR RATE OF RETURN 

The Commission must establish the rate of return which the 
Company should be given an opportunity to earn on its investment in 
rate base. The fair rate of return should be established so as to 
maintain the company's financial integrity and to enable it to 
acquire needed capital at a reasonable cost. 

A. Capital Structure 

The ultimate goal of providing a fair rate of return is to 
allow the utility an appropriate return on its investment in rate 
base. Because all sources of capital cannot be clearly associated 
with specific utility property, the Commission has traditionally 
considered all sources of capital (with appropriate adjustments) in 
establishing a fair rate of return. 

The establishment of a utility's capital structure serves to 
identify the sources of the capital employed by a utility, as well 
as the amounts and cost rates associated with each. After 
establishing the sources of capital, all capital costs, including 
the cost of equity capital, are weighted according to their 
relative proportion to total capital. The weighted components are 
then added to provide a composite or overall cost of capital. The 
weighted cost of capital multiplied by the net utility rate base 
produces an appropriate return on rate base, including a return on 
equity capitai. invested in rate base. 

B. Cost of Common Eguitv capital 

To arrive at a fair overall rate of return, it is necessary 
that we utilize our judgement to establish an allowable rate of 
return on common equity capital. 

This issue was the subject of prefiled testimony by several 
witnesses. By stipulation of all the parties, their testimony was 
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inserted into the record as though read and the witnesses presence 

and cross-examination were waived. 

The following three witnesses presented testimony on the 

appropriate cost of equity capital: 

Dr. Roger A. Morin, Professor of Finance at the Co1leqe of 

Business Administration, Georgia State University and Professor of 

Finance for Regulated Industry at the Center for the study of 

Regulated Industry at Georgia State University. (On behalf of Gulf 

Power) Dr. Morin recommends the adoption of a return on common 

equity of 13.5%. 

Mr. James A. Rothschild, President, Rothschild Financial 

Consulting. (On behalf of the Citizens of the State of Florida) 

Mr. Rothschild recommends that the proper calculated return on 

equity for Gulf Power is 11.75%. 

Mr. Scott A. Seery, Regulatory Analyst, Bureau of Finance, 

Division of Auditing and Financial Analysis, Florida Public Service 

Commission (On behalf of the Florida Public Service Commissiol'l 

Staff) Mr. Seery recommends the adoption of a return on common 

equity of 12.25%. 

The witnesses used three different equity costing 

methodologies to arrive at their estimates of Gulf's cost of 

equity. Witness Morin used the risk premium, discounted cash flow 

(DCF) and capital asset pricing model (CAPM) methodologies. 

Witness Rothschild relied primarily on the DCF method. Witness 

Seery used the DCF and risk premium methods. 

When analyzing the cost of equity one should realize that it 

is a subjective process. Based on the evidence in the record and 

a review of the equity costing methodologies presented, we find 

that a reasonable allowed rate of return on common equity capital 

for Gulf is 12.55%. This rate of return on common equity will 

allow Gulf the opportunity to raise capital on fair and reasonable 

terms and to maintain its financial integrity. 

We believe a 12.55% cost of common equity is well supported by 

the evidence presented and represents the best estimate of the 

Company's cost of equity. To put this finding in perspective, at 

the time revised testimony was filed by these witnesses, the 

average yield on long-term treasuries was 8.74% and the yield on A

rated utility bonds was 9.92% for April 1990. The average yiel~ 

for June 1990 ~as 8.60% for long-term treasuries and 9.80% for A 
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rated utility bonds as reported by Moody's Bond Survey, July 16, 
1990. 

c. Capital Structure Reconciliation 

We require that there be a reconciliation of the rate base and 
the capital components which support the rate base. In order to 
determine the appropriate overall cost of capital for which the 
utility will be allowed to earn a return, several adjustments must 
be made to the capital structure as presented by the utility in its 
minimum filing requirements. First, as all parties agree, the 
preferred stock balance is to be presented net of discounts, 
premiums, and issuance expenses. The effect on capital structure 
is to reduce the preferred stock balance by $948,000 and to 
increase the common equity balance by $948,000. 

Next, we believe all non-utility investment should be removed 
directly from equity when reconciling the capital structure to rate 
base unless the utility can show, through competent evidence, that 
to do otherwise would result in a more equitable determination of 
the cost of capital for regulatory purposes. In the case of Gulf, 
we believe that the non-utility investments should be removed from 
equity. This will recognize that non-utility investments will 
almost certainly increase a utility's cost of capital since there 
are very few investments that a utility can make that are of equal 
or lower risk. Removing non-utility investments directly from 
equity recognizes their higher risks, prevents cost of capital 
cross-subsidies, and sends a clear signal to utilities that 
ratepayers will not subsidize non-utility related costs. 

We believe that specific adjustments should be made to the tax 
components of the capital structure. We have specifically 
identified the effects of the rate base adjustments for the navy 
house, the Tallahassee office, Leisure Lakes, unamortized rate case 
expense, and Plant Scherer, including the plant acquisition 
adjustment, and have decreased the average balance of accumulated 
deferred income taxes by $5,877,000 and of investment tax credits 
by $2,402; 000. The remaining amount of these rate base adjustments 
are then reconciled over all investor sources and customer 
deposits. 

All other adjustments to rate base are on a pro rata basis 
over all sources of capital. We believe the remaining adjustments 
should be removed at the company's overall cost of capital. 

Based upon the rate base/capital structure reconciliation that 
~-!e discussed abo" .. 'e and cur :.-e".-riew cf -:.he record cf "tha cost rates 

RC-21 



ORDER NO. 23573 
DOCKET NO. 891345-EI 
PAGE 22 

and capital components, the appropriate capital structure for Gulf 

Power is as follows: 

COMPONENT AMOUNT PERCENT OF COST WEIGHTED 
TOTAL CAPITAL RATE COST 

--------------------------------------------------------------------Long Term Debt 311,950 36.22% 8.72% 3.16% 

Short Term Debt 3,971 0.46% 8.00% 0.04% 

Preferred Stock 51,358 5.96% 7.75% 0.46% 

CUstomer deposits 14,134 1.64% 7.65% 0.13% 

Common Equity 264,857 30.76% 12.55% 3.86% 

Accumulated Deferred 175,796 20.41% 0.00% 0.00% 

Income Taxes 
Deferred ITC - Zero Cost 823 0.10% 0.00% 0.00% 

Deferred ITC -Weighted Cost 38,270 4.44% 10.26% 0.46% 

861,159 100.00% 8.10% 

========= ====== ====~ 

For a complete breakdown of Gulf's 13-month average capital 

structure see Attachment 2. 

VI. MISMANAGEMENT 

The record is clear: Gulf Power Company admitted that corrupt 

practices took place at Gulf Power c~mpany from the early 1980s 

through 1988, including but not limited to theft of company 

property, use of company employees on company time to perform 

serv~ces for management personnel, utility executives accepting 

appliances without payment, and political contributions made by 

third parties and charged back to Gulf Power Company. The majority 

of the unethical/ illegal activities involved Jacob Horton, the 

Senior Vice President of Gulf Power company. Mr. Horton was killed 

in a plane crash on April 10, 1989. 

The question then becomes whether the management of the power 

company knew or should have known of the illegal and/or unethical 

conduct that was taking place. At this point it is incumbent upon 

the Commission to·note that there is no record evidence to indicate 

that Mr. Douglas McCrary, President of Gulf Power Company from May 

of 1983 through the present, ~ that illegal or unethical conduct 

was taking place as it happened. Mr. McCrary testified under oath 

as to his lack of contemporaneous knowledge of the activities. 
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We do believe that Gulf Power's senior management should have 
known of some of these activities and should have acted sooner and 
with sterner measures with regard to Mr. Horton's activities. This 
inaction constitutes mismanagement. As a totally independent 
ground, the activities of Mr. Horton and his subordinates as Senior 
Vice President alone constitute mismanagement. This recommendation 
is premised upon the structure of Gulf Power management with four 
vice presidents reporting to the president. As one of those vice 
presidents, Mr. Horton's actions are those of Gulf Power 
management. 

We believe that there were many early warning signals which 
indicated that illegal or unethical conduct was present. In 
December of 1983 Mr. McCrary received anonymous letters concerning 
employee misappropriation of goods. Mr. McCrary commissioned an 
independent investigation by security personnel from a sister 
company to avoid one peer investigating .another. The result of 
this investigation was the "Baker-Childers report", which was 
Exhibit 391 at the hearing. This report focused on warehouse 
thefts directed by Kyle Croft. Also contained in this report were 
allegations of company personnel performing personal services for 
Gulf Power executives, including Mr. Horton, on company time with 
company materials. When Mr. Horton was asked about these 
allegations, Mr. Horton denied them, and no further action was 
taken. (Rl69) This incident did, however, raise suspicions about 
Mr. Horton. (R168) 

With regard to the principal allegations contained within 
the Baker-Childers report, Mr. Croft was fired on a sunday morning 
in late January 1984. However, Mr. Horton intervened and persuaded 
the president to rescind the firing decision and allow Mr. Croft to 
resign. Unknown to others in senior management at the time, Mr. 
Horton arranged for Mr. Croft's attorneys fees and health insurance 
to be paid and billed back to Gulf Power. Gulf's senior management 
learned of this payment in 1988. (R197) As part of Mr. croft 
resigning from Gulf Power, Mr. Croft executed a promissory note for 
$15,986.62 to Gulf Power Company. This represented an estimate of 
the property Mr. Croft had stolen from Gulf Power. Concurrent with 
the execution of this note, Mr. Horton stated that Gulf Power would 
not enforce the note, and Mr. Horton executed a note payable to Mr. 
Croft for the same amount. (Ex. 396 at p. 55) This was done to 
protect Mr. Croft if Gulf Power decided to enforce the note. When 
the senior management learned of Mr. Horton's note in 1986 it also 
heightened suspicion of Mr. Horton. (R199) 

In June of 1984 ·it was learned that Gulf Power. had delivered 
approximately $10,000 worth of appliances to~~. Ed Addi~on, former 
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president of Gulf Power Company and now head of the Southern 

Company, the parent company of Gulf Power. Mr. Addison was not 

billed for these goods, and it was the intent of Gulf Power 

employees to give the appliances to Mr. Addison. (R183) The 

president learned of this arrangement and discussed the matter with 

Mr. Addison. Mr. Addison was billed and then promptly paid for the 

appliances. (R184) The employees involved reported to Mr. Horton 

which again raised suspicion concerning Mr. Horton. (R186) No 

further investigation of the appliance division was made. (R187) 

In July of 1984 Mr. Horton instructed a Gulf Power employee 

to solicit a $1,000 political contribution from a local architect 

that worked with Gulf Power Company. The president learned of this 

several days later. (R223) He spoke to Mr. Horton and 

"reemphasized" that pressure would not be placed on vendors to make 

political contributions. (R223) Mr. McCrary conceded that he was 

very much suspicious about Mr. Horton by July of 1984. (R225) 

Unknown to the president at the time was the fact that Gulf Power 

in fact reimbursed the architect for the political contribution. 

(Ex. 396 at p. 21) In the fall of 1986, the president learned that 

Gulf Power had reimbursed Mr. Graves (the· architect), and had Mr. 

Graves reimburse Gulf Power Company, and then had Mr. Horton 

reimburse Mr. Graves. Any suspicion created in 1984 by this 

situation should have been greatly increased by the 1986 

transactions. 

on October 31, 1989 Gulf Power Company entered quilty pleas 

to two felony counts in the United States District Court for the 

Northern District of Georgia, Atlanta Division •. Gulf Power paid a 

$500,000 fine for these crimes. (Ex. 413) This negotiated plea 

agreement grew out of Gulf Power activities from 1981-1988. over 

120 counts were detailed in EXhibit 413. Basically Gulf Power 

management, through Mr. Horton and his subordinates, 

"systematically, repeatedly and willfully instructed its outside 

vendors, such as its advertising agencies, to submit false or 

inflated invoices to Gulf Power Company for payment by Gulf Power 

Company in order to reimburse those vendors for payments they had 

made to political candidates and others at the direction of Gulf 

Power Company." (Ex. 413 at p. 13) These illegal acts were not 

isolated cases and are factually indistinguishable from the Graves 

contribution which the senior management knew of 1984 and learned 

more about in 1986. 

We believe that the explicit warnings the senior management 

received concerning Mr. Horton, coupled with the Baker Childer~ 

Report in early 1984, the Addison appliances in June of 1984, thd 

Graves contritiution in July of 1984, the 1986 Kyle croft lawsuit 
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revealing more inform~~n concerning Mr. Croft's resignation and 
the subsequent information in 1986 regarding the 1984 Graves 
contribution all indicate that Gulf's senior management should have 
been aware of Mr. Horton's activities. This is especially true in 
light of the close business relationship between the two senior 
executives (CR 219; 231; 236; 245, 246). An investigation of Mr. 
Horton's activities was clearly indicated by 1986. 

In the fall of 1988 senior management became aware of the 
Appleyard ledgers. It was known at that time that violations of 
the law were involved. (R244) These accounts were handled by the 
organization reporting to Mr. Horton. Mr. Horton was informed that 
he was to be separated from the company on April 10, 1989. (R4192) 
As of May 1, 1989, the company had not undertaken an investigation 
of Mr. Horton, despite the events described above. See Exhibit 382 
at p. 16A. We believe that the lack of action regarding Mr. Horton 
constitutes mismanagement because management should have been aware 
of Mr. Horton's activities or started an investigation into Mr. 
Horton's activities based on the events discussed above. 

Not only did management fail to initiate an investigation of 
Mr. Horton, but Mr. Horton has never received a written reprimand. 
(R4186-87) This lack of written reprimands is troubling 
considering management's subsequent knowledge of Mr. Horton's 
promissory note, the Graves Contribution, and paying Mr. Croft's 
legal and insurance costs. In one case (the Graves situation) Mr. 
Horton lied to the president in 1984 and the president knew he lied 
in 1986. In another case (paying the legal and insurance costs for 
Mr. Croft) Mr. Horton directly disobeyed the president's explicit 
instructions. (R197) Mr. Horton also received Productivity 
Improvement Program payments for his job performance in 1983, 1984, 
1985, 1986, and 1988 and his base salary rise each year from 1983-
1988. (Ex. 547) 

Although we believe Gulf's lack of action regarding Mr. 
Horton constitutes mismanagement, we believe that given Mr. 
Horton's position, his actions alone ·constitute mismanagement 
regardless of senior management's inaction. Gulf Power has over 
1600 employees. Mr. McCrary is the leader of these employees, .and 
four executives reported directly to him, as well as the director 
of· Public Relations. (See R192; Ex. 414) Thus all policy 
decisions and supervision of all Gulf Power personnel are vested in 
this management team. We do not use the term "management team" 
loosely. The president expressed it this way: 

I did that (consulted the vice-presidents on the 
decision to fire Mr. Croftl because we operate that 
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company on a-- in a manner such that all very 

important decisions that we make, we try to do as a 

group, so that all vice presidents are satisfied that 

they have had their input and they agree with the 

decision. 

(R193; See R217; 3050) 

Given this management philosophy and practice, we believe it 

totally appropriate to find Mr. Horton's actions as those of Gulf 

Power management. Mr. Horton was one. of the five people who 

management Gulf Power. In carrying out his duties as Senior Vice 

President, he committed illegal and unethical acts on behalf of the 

utility. Therefore, Gulf Power Company was guilty of 

mismanagement. 

In terms of the scope of the corruption taking place at Gulf 

Power Company, several company programs were initiated to deal with 

the problem. Among these programs were adoption of a company Code 

of Ethics in August of 1984 and the implementation of an amnest~ 

program around the same time. The Code of Ethics was adopted i~ 

response to the "myriad of things that had been going on in the 

early 1980s." (R204) The president agreed that every large well 

run utility should have a Code of Ethics and he couldn't say why 

Gulf Power lacked a Code of Ethics prior to that time. (Id.) All 

existing and new employees were required to sign a compliance 

statement. To implement the Code, Gulf Power had a series of 

meetings to explain the Code and the reason for it. The president 

was unable to point to anything Gulf Power did to further implement 

the Code from August of 1984 through January 5, 1989. on January 

5, 1989, the Audit committee of the Gulf Power Board of Directors 

adopted a resolution to reiterat·e the Code of Ethics and ordered 

management to take certain actions to implement the Code. (R206) 

The president explained the action as follows: 

We thought it was in -- that what we should do is to 

reemphasize the Code of Ethics; to have an educational 

program; to have a program of ethics awareness, and to 

generally have empl.oyees focus on the Code of Ethics 

being a real and living document. (R206) 

The Code of Ethics was adopted in 1984 to combat the 

embezzlement of Gulf Power property and by 1989 different sorts of 

ethical violations were apparent, indicating that some employee~ 

ignored the Code or failed to"take it seriously. (R214-15) ~ 

believe the 1989 measures should have been·in effect in 1984 ad 

there was haphazard enforcement of the Code from 1984 to 1988. 
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Gulf Power's amnesty program was initiated in the summer of 
1984. This program was implemented in response to numerous 
allegations against Gulf Power personnel in the Saker-Childers 
Report. (R128) An ouuside law firm administered the program in 
order to shield the identity of the participants from the company. 
(Ex. 396 at p. 40-41) The program was designed to allow company 
employees that had improperly obtained goods or services from the 
company to make restitution to the company and then be subject to 
no further action. (R128) GUlf Power had no way of knowing 
whether the amounts collected under the amnesty program were 
correct. (R136; 140) A total of $13,124.23 was collected pursuant 
to this program. Of this amount, $10,500 (80%) came from two 
individuals in leadership positions at Gulf Power Company. (R138; 
201; See Ex. 414) · 

On January 1, 1988,·one of the persons who reported directly 
to the president was involved in three automobile accidents while 
driving a company vehicle. He was charged with D.U.I. and a number 
of traffic violations at the scene of the third accident. The 
president believed it would be very damaging to Gulf Power if the 
incident were reported in the media and he made a conscious 
decision not to have the accident reported as required by company 
procedures. (Ex. 396 at p. 66) Although this activity constituted 
a violation of the Code of Ethics, the individual involved received 
no written reprimand. (R180) He was orally reprimanded, although 
it is not clear by whom. (Rl81) Two points concerning this 
incident appear relevant to our analysis. First, it would appear 
that this incident supports the lack of commitment to enforcement 
of the Code of Ethics from 1984 to 1988. Second, it also raises 
the issue of Gulf Power treating executives differently concerning 
ethical violations than other employees. This is buttressed by the 
lack of investigation of allegations concerning personal use of 
company materials involving an ex-president of the Southern 
Company. (R134) Discriminatory enforcement is further indicated 
by considering that a lower-level employee was fired for stealing 
a gallon of gas and certain other unspecified violations. (R107; 
128; 182) 

Gulf Power also did business in 1983 with Scott Addison, the 
son of Ed Addison, the Chief Executive Officer of the Southern 
Company. Although this specific transaction does appear prudent in 
and of itself, we do question the propriety of doing business with 
relatives of the parent company personnel. This is especially true 
when the transaction was not handled in the normal manner and Gulf 
Power conceded that absent the. family connection, the person would 
probably not have received the same treatment. (See R3841-3844) 
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To summarize, we believe the events described above support a 

finding of mismanagement on the part of Gulf Power company. The 

finding of mismanagement is premised on the activities of Mr. 

Horton, the president's lack of knowledge of those activities 

despite the incidents discussed above, the lack of investigation of 

Mr. Horton, the lack of written reprimands to Mr. Horton, the 

· circumstances relating to the readoption of the Code of Ethics, the 

uneven enforcement of same, the various executives accepting goods 

or services without payment and the other factors discussed above. 

These factual circumstances as well as the fact that the illegal 

activity continued for at least eight years, lead us to agree with 

Ms. Bass, "that the corporate culture was such that employees 

believed these types of illegal activities were, at the least, 

condoned by top management." (R2994; See Ex. 391 at p. 10; 28; 33) 

This is particularly true when one considers that illegal activity 

continued for at least eight·years. 

Given the foregoing discussion, the issue becomes what action 

the commission should take. Gulf Power argues that the commission 

lacks authority to lower the return on equity· in absence of a1 

demonstrable impact on rates or service from the mismanagement. 

(Gulf Power Brief at 110; See ~- at 107-138) In United Telephone 

co. of Florida v. Mann, 403 So.2d 962, 966 (Fla. 1981), the court 

stated that after the rate of return is calculated, "the commission 

can make further adjustments to account for such things as 

accretion, attrition, inflation and management efficiency." 

(Emphasis supplied) We believe this case, in conjunction with the 

fact that public utility regulation is an exercise of the police 

power (See Section 366.01, Florida statutes) and other statutory 

provisions (See Sections 350.117, 366.041, 366.07, and 366.075, 

Florida Statutes) grant this Commission ample authority to take 

management efficiency into account in setting rates. 

The statutory provisions cited above give the Commission 

authority to consider management efficiency in setting rates. In 

consideration of relative efficiency, the commission should reward 

the more efficient and give less relief to those operating in a 

less efficient manner. As the court stated in Deltona Corp. v. 

Florida Public Service Commission, 220 So.2d 905, 907 (Fla. 1969): 

A statutory grant of power or right carries 

with it by implication everything necessary to 

carry out the power or right and make it 

effectual and complete. 
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We believe the proper method of dealing with mismanagement is 
through the return on equity. The New Hampshire Public Utilities 
Commission has acted in conformity with this principle: 

The method of addressing managerial inefficiency which is 
most soundly rooted in proper regulatory principles and 
is most appropriate to the instant situation is a 
reduction in the allowed return on common equity. Re: 
Public Service Commission .of New Hampshire, 57 PUR4th 
563, 594 

In the instant case there were various ongoing criminal 
conspiracies reaching to the highest levels of management. These 
events, widely reported in the media, have hurt the company' s 
relationship with its customers, as was made clear from the 
testimony customers gave at the service hearings. It is. axiomatic 
that the involvement of managerial personnel in criminal activities 
lessened the efficiency of management in providing electric 
service. 

As previously discussed, expert testimony of record 
established that a fair rate of return on equity (ROE) for this 
utility lies between 11.75% and 13.50%. Analysis of the cost of 
equity is a subjective process and an exact figure is impossible to 
measure precisely. The Commission must evaluate the testimony 
presented and then utilize its expertise to arrive at a fair rate 
of return for the particular utility at issue. As previously 
discussed, we believe the appropriate ROE for Gulf Power Company to 
be 12.55%. Were the previous pages recounting Gulf Power 
mismanagement not in the record of this proceeding, we could stop 
there. This record reflects a disregard for the ratepayers and 
public service, however. Accordingly, we will reduce Gulf Power 
Company's ROE by fifty (SO) basis points for a two year period. 
This results in a final ROE of 12.05%. 

This final ROE is well within the parameters established as 
fair and reasonable by expert testimony of record. This reduction 
in the authorized ROE for a two year period is meant as a message 
to management that the kind of conduct discussed above, which was 
endemic for at least eight years at this company, will not be 
tolerated for public utilities which operate in Florida. We have 
limited the reduction to a two year period to reflect our belief 
that Gulf Power has turned the corner on dealing with the extensive 
and long-standing illegal/unethical behavior within the company. 
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VII. NET OPERATING INCOME CNOil 

Having established the company's rate base, and fair rate of 

return, the next step in the revenue requirements determination is 

to ascertain the net operating income (NOI) applicable to the test 

period. The formula for determining NOI is Operating Revenues less 

Operating Expenses equals NOt. 

The Company has proposed a net operating income of 

$60,910,000. Evidence developed during these proceedings has led 

us to increase this amount to $61,085,000. Our adjustments are set 

forth as follows: 

JURI~DICTIONAL NET OPERATING INCOME 
(OOO's) 

ID!ll. Adjustments As ·Adjusted 

* VIII. Operating Revenues $ 255,580 108 $ 255,688 

* IX. Operating Expenses 

A. O&M 113,382 762 114,144 

B. Depree. & Amort. 47,701 (1,893) 45,808 

c. Taxes - Other 20,822 ( 274) 20,548 

D. current Income Taxes 13,185 529 13,714 

E. Def.Income Taxes (net) 1,621 712 2,333 

F. ITC (net) ( 2.041) 96 ( 1.945) 

G. Total oper. Exp~ 194.670 ( 67) 194.603 

H. Net Operating Income $ 60,910 175 61,085 

--====== ======= ======== 

*Operating Revenues and Expenses are net of fuel and conservation. 

VIII. OPERATING REVENUES 

The Company proposed an operating revenue for test year 1990 

of $255,580,000. We have made adjustments increasing operating 

revenues for 1990 by a total of $108, ooo to $255, 688,000. Our 

adjustments to revenues are as follows: 

company Test Year Revenues 
Adjustments: 

(000 1 s) 
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A. PXT misbilling: 16 
B. Non-utility electric billing: 35 
C. Sod Farm revenues ( 3) 
D. Appliance division-use of logo -o-
E. Revision of OS-I and OS-II Revenue 66 
F. Revision of OS-III and OS~IV Revenue ( 6) 

Total Adjustments 
Adjusted Operating Revenue · 

A. PXT Misbilling 

·s 1o8 
$ 255,688 

A.PXT customer experienced a forced outage during september 2 
and 3 of 1989, and took standby power of 7959 KW during that 
outage. The PXT customer had taken a generator off line for 
maintenance to repair the boiler during the period in question. 
Nonetheless, the customer was not billed for standby power as it 
should have been (see Commission Order No. 17159). 

Additional revenues of $16,325 should therefore be imputed for 
1990 as the customer should properly have been billed for standby 
power of 7959 KW. 

B. Non Utility Electric Billing 

The company has several non-utility operations including the 
sod farm, vision design, and the appliance sales and service. In 
the past and currently, Gulf has allocated the cost of the metered 
electric consumption to these operations at the actual cost of 
generation. 

We believe that these non-utility operations are being 
subsidized in part by paying less for electricity than they would 
have if their consumption had been billed-out at the appropriate 
tariff rate. It is therefore appropriate to increase revenues by 
$34,913. 

c. Sod Farm Revenues 

We have previously ruled that the percentage of the·Caryville 
site devoted to the sod farm (10%) be excluded from rate base. 
Therefore, it is appropriate to remove from other operating 
revenues $3,450 in rental revenues received from the sod farm 
operations. 
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D. Appliance Division - Use of Logo 

After considering the briefs of the parties on this issue we 

have decided that the value of the Gulf logo to the non-utility 

appliance sales division should be recognized. It follows that an 

appropriate allowance for the use of the logo should be credited to 

the company as revenue above the.line. 

In the record before us however, we find no evidence 

concerning the dollar value of Gulf • s corporate logo to the 

appliance division. In the absence of a record basis, we therefore 

make zero ($0) adjustment. 

E. Adjustment to OS-I and OS-II 

The company failed to use the revenues shown on their most 

recently revised MFR Schedule E-16 for these classes. It is, 

therefore, appropriate to increase revenues by $66,000. 

F. Adjustment to OS-III and OS-IV 

The company failed to correctly transfer revenues from MFk 

Schedule E-16d to E-16a. This resulted in the utility overstating 

its current revenues. We therefore decrease revenues by $6,000. 

IX. OPERATING EXPENSES 

Gulf has requested total operating expenses of $194,670,000. 

We have made additional adjustments reducing total operating 

expenses by $67,000 to $194,603,000. 

A. Operating and Maintenance Expense CO&Ml 

Gulf has proposed total O&M expense of $113,382,000. We have 

determined that this amount should be increased by $762, ooo to 

$114,144,000 as follows: 

(COO's) 

Operating and Maintenance Expenses 
Per Company 

Adjustments: 

1. Navy House 
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2. Plant Scherer-Net of IIC Offset 
3. Out-of-Period, Non-Recurring, etc. 
4. Industry Association Dues 
5. Current Rate Case Expenses 
6. Cogeneration & Industrial Programs 
7. Good cents Incentive Program 
8. Presentation/Seminars Program 
9. Shine Against Crime 

10. Economic Development 
11. Lobbying Expenses 
12. IRS, Grand Jury, etc. 
13. Research & Development Projects 
14. Transmission Rents 
15. Labor Complement Vacancies 
16. Productivity Improvement Plan 
17. Employee Relocation & Development Programs 
18. Management Perks 
19. caryville Subsurface Study 
20. Pension Expense 
21. Retirement Medical and Life Insurance 

Total Adjustments 

Adjusted O&M Expenses 

1. Navv House 

4,070 
( 190) 
( 20) 
( 250) 
( 426) 
( ~0) 
( 55) 
( 92) 
( 687) 
( 264) 
( 5) 
( 32) 
( 423) 
( 403) 
( 339) 
( 56) 
( 65) 

57 
0 
0 

$ 762 

$ 114,144 
------------------

As discussed earlier, we ~ind that 1990 operating expenses for 
the Navy House should be reduced by $7,516. 

2. Plant Scherer - Net of IIC Offset 

The Intercompany Interexchange Contract ( IIC) is a methodology 
for equalizing the capacity reserves among the various operating 
companies of the Southern Company. since Plant Scherer is being 
excluded from the rate base, it is also appropriate to exclude the 
$4,792,000 capacity payment that Gulf would receive for the Plant 
Scherer capacity. This would have the effect of increasing 
operating and maintenance expenses by $4,792,000. 

On the other hand, the exclusion of Plant Scherer from rate 
base would also have the opposite effect of reducing operating and 
maintenance expenses by $722,000 (the cost of operating and 
maintaining the plant). The net of these two adjustments results 
in an increase-in operating and maintenance expenses of $4 1 070 1 000. 
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3. out of Period, Non Recurring or Non Utility 

For 1990, Gulf budgeted $1,663,247 for other non-recurring 

expenses compared to a 5-year averge of actual expenses of 

$1,473,407 or a difference of $189,840. Gulf did not offer any 

explanation as to what activities were projected for 1990 in 

support of the $1,663,247 non-recurrinq expenses. Since these 

expenses affect all functional cateqories of expenses, the 

adjustment has been included in the O&M benchmark schedule as a 

single adjustment to total O&M expenses. We have therefore reduced 

O&M expenses by $189,840. 

4. Industry Association Dues 

We have adjusted the company's budgeted industry association 

dues from $167,193 to $147,172. This includes a disallowance of 

$19,378 for that portion of the Edison Electric Institute Dues 

which is used for lobbyinq (1/3 of $58,133 total dues), and $643 

associated with miscellaneous organizations that were notj 

identified by the company except as "Organization to be joined in~ 

1990. 11 

5. current Rate case Expenses 

The company projected rate case expense at $1,000,000. This 

amount is not contested and consists of: 

Outside Consultants 
Legal Services 
Meals and Travel 

·Paid overtime 
Other Expenses* 

Total 

$ 248,000 
164,000 

37,000 
7,000 

544.000 

$1,000,000 
========== 

*Includes scs expenses, postal charges, printing costs and 

transcripts. 

At issue is the amortization period over which the expense 

will be spread. Commission policy is to amortize rate case expense 

over a period of time because a rate case benefits not only the 

current period, but future periods as well. In Gulf's last rate 

case, in Order No. 14030, we allowed a two year amortization 

period. In Gulf's 1982 rate case, in Order No. 10557, we allowe~. 

a three year period. In the FPUC-Fernandina Beach Division rat~ 

case, we appr~ved a 5 year amortization period since it had been 
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approximately 15 years since the company's last rate case. (Order 
No. 22224, Docket No. 881056-EI). 

Gulf's witness testified that a two year amortization period 
was appropriate because over the past ten years Gulf has had five 
rate cases for an average of one rate case every two years. 

It has been six years since Gulf's last rate case. Pursuant 
to Chapter 366, Florida Statutes, Gulf must file Modified Minimum 
Filing Requirements (MMFRs) in 1994. We believe that the 
amortization period should be greater than the two years ordered in 
Gulf's last rate case but less than the six years between cases, 
since the company must file MMFRs in four years. Therefore, rate 
case expense will be amortized over four years. Expenses should be 
reduced by $250,000. 

6. Cogeneration and Industrial Programs 

We do not believe that expenses related to Gulf's Industrial 
CUstomer Activities Cogeneration Program should be allowed. From 
the record in this docket, this program appears to be little more 
than a load retention program for large industrial customers. 

As justification for this expense, Gulf states that this 
program provides benefits to the general body of ratepayers by 
preserving revenues. This presents us with the age old question of 
the benefits of high load factor customers to the general body of 
ratepayers. 

Gulf contends that the retention of high load factor customers 
benefits all customers. on the other hand, in this rate proceeding 
the company has requested that additional plant be placed in base 
rates. From this record it cannot be concluded that high load 
factor customers hav~ necessarily benefitted Gulf's general body of 
ratepayers. 

In addition, Gulf has proposed an Energy Audit and Technical 
Assistance Program as part of its overall conservation plan. This 
program not only addresses conservation measures, but cogeneration 
applications, and appears ·to duplicate the Industrial Customer 
Activities Cogeneration Program in several respects. We therefore 
find that the amount budgeted for the Industrial Customer 
Activities Cogeneration Program ($426,464) should be disallowed. 
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1. Good Cents Incentive Program 

The Good Cents Incentive program offers merchandise and travel 

packages to contractors for the installation of energy efficient 

appliances. It also offers these incentives for the retrofit of 

gas furnaces to electric heat pumps. The provision of these 

appliances does not require the use of an incentive. The general 

public, as well as the real estate community, is well aware of the 

benefits of having an energy efficient home. In fact, energy 

efficiency has become a major selling point as customers have come 

to demand energy efficient homes. 

Since the provision of incentives to contractors is not 

necessary, we believe that the $50,000 budgeted by Gulf for the 

Good Cents Incentive Program should be disallowed. 

a. Presentation/Seminar Program 

Gulf had budgeted $55,429 for its PresentationfSeminarf 

Program. Gulf contends that this program provides presentations to 

local contractors about the energy efficiency of electric 

appliances. This appears to be a duplication of the company's 

Education and Good Cents programs. Today's contractors are well 

aware of the importance of an energy efficient home. While these 

presentations and seminars do foster a better relationship between 

Gulf and the local contractors, we do not see any additional 

benefits accruing to the general body of ratepayers. We therefore 

disallow the $55,429 budgeted for this program. 

9. Shine Against Crime 

The Shine Against Crime program is simply an outdoor lighting 

program. These types of programs have been in existence for some 

time mainly to replace inefficient lighting with more efficient 

high pressure sodium lighting. This practice reduces kwh 

consumption and conserves resources. In addition to this purpose 

however, Gulf's program promotes the installation of new outdoor 

fixtures. 

Section 366.80-.85 of the Florida Statutes, also known as the 

Florida Energy Efficiency and conservation Act (FEECA), mandates 

that utilities control energy growth. While the replacement of 

inefficient outdoor fixtures helps to reduce energy requirements, 

the promotion of "new" outdoor installations increases energ~ 

requirements. It is this facet of the Shine Against Crime progra~ 

that we take exception with. The promotion of off-peak load does 

not contribute· to reducing energy requirements and may be contrary 
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to FEECA. The company's witness stated that approximately 35 to 
37% of the expenses for this program are attributable to chanqeouts 
of existing fixtures. This means that 63% of the expenses, or 
$91,761, is attributable to new installations and the promotion of 
off-peak sales. We therefore disallow $91,761 of the $145,652 Gulf 
has budgeted for this program. 

10. Economic Development 

Gulf contends that its well-being is directly related to that 
of the community, and that it has a direct stake in the community's 
overall development. As a result, Gulf has developed a marketing 
and promotional campaign designed to attract new businesses to the 
area. 

It appears that Gulf has assumed some of the responsibilities 
of local chambers of commerce or development boards. 
Traditionally, those organizations have been in the forefront of 
attracting businesses to expand and relocate in their area. Gulf 
is duplicating these efforts. The company admits that it has 
"assumed a leadership role in furthering the capability of 
communities in its service territory to attract and/or expand the 
industrial base." In seeking to expand industry or business 
activity in general, Gulf is actively attempting to increase sales 
of electricity. 

This type of marketing expense might be expected of a company 
operating in a non-regulated environment. A desire to increase 
sales or market share against the competition is normal and healthy 
when there is competition. . Gulf however, has no competitors 
supplying electrical power in the same geographic area it serves. 

We do not believe that this expense should be passed on to 
Gulf's ratepayers. We therefore disallow the entire $687,000 Gulf 
has budgeted for economic development. 

11. Lobbying Expenses 

We have removed $263,534 used for lobbying and lobbying
related activities from operating expenses. This adjustment 
removes $96,643 for scs expenses for outside Consultants and 
$119,923 for expenses incurred by Gulf's registered lobbyist and 
25% of the office rent on the Tallahassee office. In addition, 10% 
of the expenses of Gulf's Regulatory Matters Coordinator or $5,375 
should also be removed. This is consistent with Gulf's book 
treatment of these expenses in 1989. 
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Further adjustments are necessary to remove 25% of the 

expenses allocated to Gulf for the Governmental Affairs office in 

Atlanta and Washington or $41,593. Because of the similarities 

between these Governmental Affairs offices and the Tallahassee 

office it is appropriate to make this adjustment (TR 3855-3856). 

12. IRS. Grand Jury Expenses 

At the time of its filing, Gulf identified $615, ooo in 

expenses related to grand jury and IRS investigations which it 

agreed to remove from its 1990 test year budget. Since its filing 

Gulf discovered an additional $5,000 used for a presentation made 

by Gulf's outside auditors to its Board of Directors. Gulf has 

stipulated to the removal of this amount and we therefore disallow 

$5,000. 

13. Research and Development Projects 

Gulf has budgeted $210,000 in O&M expenses for research and 

development. Of this amount, the $31,813 Gulf has budgeted for thel 

Acid Rain Monitoring Program is an extension of a previous acid 

rain program and not a new research and development program. In 

removing this amount from Gulf's proposed 1990 budget, we are not 

disallowing funds for acid rain research. Rather, we find that 

Gulf has failed to sustain its burden of proof in justifying this 

variance from the 1990 benchmark. 

14. Transmission Rents 

Transmission rents, or facilities charges, are a cost 

effective alternative to Gulf building its own transmission lines 

to receive power from Plants Daniel and Scherer, which are 

physically located outside the State of Florida. 

Since we have removed Plant Scherer from Gulf's rate base it 

is also appropriate that we remove the associated transmission 

expenses. We therefore remove $423,000 in transmission rents from 

Gulf's O&M budget. 

15. Labor Complement Vacancies 

An adjustment in O&M expenses is necessary to remove the 

effect of vacancies on the labor complement. On the average there 

were fifty (50) vacant positions in Gulf's labor complement over~ 

the twelve month period ending May, l.990. Four positions wer 

eliminated however in Gulf's 1990 budget, ·leaving a net averag 

vacancy rate of 46 positions. We therefore reduce O&M·expenses by 
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$403,222 and payroll taxes of $29,982 to remove the effect of 
vacancies on the labor complement. This adjustment is in addition 
to adjustments made by Gulf recognizing vacant positions. 

16. Productivity Improvement Plan 

As previously discussed, the Productivity Improvement Plan 
(PIP) is part of the total compensation plan for Gulf's top 11 
employees. Due to a change in the design of the PIP program after 
the budgeting process was completed, a reduction in O&M expenses is 
in order. 

The original amount budgeted for this program was $438,473, 
whereas the amount now budgeted is $99,066. We therefore reduce 
O&M expenses by $339,407. 

17. Employee Relocation 

Gulf 1 s employee relocation plan covers a variety of costs 
involved in moving an employee and his family. These costs include 
appraisals, inspections, insurance, closing costs, broker expenses, 
moving expenses, and living expenses unt~l a new home is purchased. 

Relocation expenses cannot be neatly extrapolated from year to 
year. Unlike salaries or plant maintenance relocation expenses 
vary, as shown below: 

1984 
1985 
1986 
1987 
1988 
1989 

Actual Amount· 

$ 263,066 
121,536 
113,552 
285,361 
205,287 
468,246 

Relocation expense increased in 1989 primarily due to company 
reorganization. Gulf budgeted $324,100 for test year 1990. We 
believe that $324,100 is too high because of the extensive changes 
which occurred in 1989 are unlikely to recur soon. We believe a 
more reasonable approach is to allow $26.8, 112, the amount of the 
1986-1989 average yearly expense for relocation. Therefore, Gulf's 
1990 budqet for relocation expense should be reduced by $55,988 
from $324,100 to $268,112. 
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18. Management Perks 

Gulf's ratepayers should not pay for tax services and fitness 

programs for executives. These expenses should be borne by the 

stockholders. Expenses are reduced 'by $65,100. 

19. caryville Subsurface Study 

As we have previously discussed, the subsurface study was a 

geological study of the caryville site to determine if the land 

could support the weight of a power plant and supporting 

facilities. Since caryville remains in Rate Base, this study 

($568,000) should be allowed, however we will require that this 

amount be amortized to expense over a 10 year period. Amortization 

of the subsurface study over ten years re~ults in a $57,000 

increase in O&M expense. In addition, we have previously made a 

$28,000 adjustment in working capital for 1/2 year in 1990. 

20 •. Pension Expense 

Gulf presented three projections for pension expense in 199rr 

First, the company budgeted $0 for pension expense and included 

this in its petition for a rate increase. 

The second amount presented by Gulf was on MFR Schedule C-66, 

Pension Cost. This MFR reports projected net periodic pension cost 

to be ($11, 020). This is an early projection of pension cost under 

SFAS 87. 

The third amount presented by Gulf to project pension expense 

for 1990 is a letter dated June 1, 1990, from the actuary retained 

by southern Company. The letter indicates that the revised 

estimate of pension cost under SFAS 87 for 1990 is $199,000. 

Historically, Gulf's pension expense has been on the decline 

for the past three years. For 1987, 1988, and 1989; Gulf's pension 

expense was $1,538,000, $1,385,000, and $47,000, respectively. 

These are the amounts recorded under SFAS 87. 

consistent with the utility's treatment of pension expense for 

1987-1989, we believe that pension expense should be recorded under 

SFAS 87; however, the estimates of pension cost vary from ($11,020) 

to $199,000. Although the $199,000 is the most current estimate 

available, it is not supported by a full actuarial valuation

Because of the new estimate provided, we believe that the pensi 

cost will probably be greater than ($11, 920). Since the 19 

pension costs· are still estimates and the 1987-1989 trend of 
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pension expense is downward, we approve a pension expense of $0 as 
originally filed by Gulf. We are not approving $0 because we are 
certain that Gulf won 1 t contribute to the pension fund. Rather, $0 
is our estimate of what pension expense will be under SFAS 87, 
based upon the three different projections submitted by Gulf. 

21. Post Retirement Medical and Life Insurance 

We made no adjustments to Gulf's budgeted post retirement 
medical and life insurance benefits. However, we will require that 
Gulf 1 s retirement medical and life insurance benefits be recognized 
using the accrual basis of accounting. Accrual accounting more 
accurately charges the cost of providing service to the customer 
who is receiving service. At this time, we do not believe that 
Gulf should be required to follow the exposure draft for accounting 
for post retirement benefits that has been released by the 
Financial Accounting Standards Board. The exposure draft will not 
be implemented until some future date. 

B. Depreciation and Amortization 

The Company has proposed test year depreciation expense of 
$47,701,000. As a result of our adjustments we have reduced 
depreciation and amortization expense by $1,893,000 to an approved 
amount of $45,808,000 as follows: 

·(OOO's) 
' 

Depreciation and Amortization 
Expense Per company 

Adjustments: 

1. Appliance Division 
2. Tallahassee Office 
3. Leisure Lakes 
4. Plant Scherer 
s. New Corporate Headquarters 

Total Adjustments 

Adjusted Depreciation & 
Amortization Expense 
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c. Taxes Other than Income Taxes 

Gulf has projected taxes other than income taxes to be 

$20,822,000 for test year 1990. We have made adjustments of 

$274,000 and reduced taxes other than income to $20,548,000. 

The e.xclusion of Plant Scherer from rate base will result in 

a reduction of $245,000 in taxes other than income. In addition, 

a reduction in taxes other than income of $30,000 must be made to 

remove the effect of vacancies in Gulf's labor complement. 

Finally, an increase in taxes other than income in the amount of 

$1,000 should be made as a result of the additional revenue imputed 

for 1990 due to a PXT customer being misbilled by Gulf (as 

previously discussed in the .rate base section of this order) • 

These adjustments total $274,000 and reduce taxes other than income 

to $20,548,000 as set forth above. 

D. Income Taxes Currently Payable 

We have decreased current income tax expense by $143,000 fol 

the net tax effect of other adjustments we have made to nei 

operating income. We made a combined interest reconciliation 

adjustment and investment tax credit interest synchronization 

adjustment, increasing income tax expense by $672,000. The effect 

of these adjustments results in an increase of $529,000 in income 

taxes currently payable. 

E. Deferred Federal Income Taxes CNet) 

The company has projected $1,621,000 in deferred Federal 

Income Tax expense far test year 1990. our elimination of Plant 

Scherer from rate base increases deferred Federal Income Taxes by 

$668, 000. In addition, our previous adjustment to depreciation for 

test year 1990 increases deferred Federal Income Taxes by $45,000. 

These two adjustments totalling $712,000 result in total deferred 

Federal Income Tax expense of $2,333,000. 

F. Investment Tax Credit 

Gulf's budgeted investment tax credit amortization for test 

year 1990 was $2,041,000. As a result of our exclusion of Plant 

Scherer 3 from rate base we have decreased this by $96, ooo, 

resulting in a remaining amortization of $1,945,000. 

G. Total Operating Expenses 

Total operating expenses, as adjusted are $194,603,000. 
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H. Total Net Operating Income 

The net operating income is determined by subtracting total 
operating expenses from operating revenues. For 1990 Gulf's net 
operating income is $61,085,000 ($255,688,000- $194,603,000). For 
a complete breakdown of Gulf's net operating income see Attachment 
3. 

X. REVENUE EXPANSION FACTOR 

The purpose of the revenue expansion factor (NOI multiplier) 
is to gross up or expand the Company's net operating income 
deficiency to compensate for income taxes and revenue taxes that 
the Company will incur as the result of any revenue increase. All 
parties agree that the appropriate revenue expansion factor in this 
case is 1.631699 developed as follows: 

Revenue Requirement 
Uncollectible Accounts 
Gross Receipts Tax 
Regulatory Assessment Fee 

Net Before Income Taxes 
State Income Tax Rate 

State Income Tax 

Net Before Federal Income Taxes 
Federal Tax Rate 

Federal Income Tax 

Net Operating Income 

Net Operating Income Multiplier 

100.000000 
( 0.113300) 
( 1.500000} 
( 0.125000) 

98.261700 
5.5000% 

5.404394 

92.857307 
34.000% 

31.571484 

61.285822 
=========== 

1. 631699 
========== 

XI. REVENUE REQUIREMENTS 

Having determined the Company's rate base, the net operating 
income applicable to the test period, and the overall fair rate of 
return, it is possible to calculate any excess/deficiency of 
revenues. Multiplying the rate base value for 1990 of $861,159, ooo 
by the fair overall rate of 8.10% yields an NOI requirement for 
1990 of $69,746,000. The adjusted net operating income for the 
test year amounted to S61, 085 r ooo resulting in an NOI deficiency of 

RC-43 



ORDER NO. 23573 
DOCKET NO. 891345-EI 
PAGE 44 

$8,660,000. Applying the appropriate NOI multiplier of 1.631699 to 

this figure yields a deficiency of $14,131, ooo in gross annual 

revenues. 

As discussed earlier, we have reduced Gulf's return on equity 

by fifty (SO) basis points for a two year period·as a penalty for 

corporate mismanagement. After applying the fifty basis point 

penalty, Gulf's authorized annual revenue increase is reduced to 

$11,838,000 the calculation of which is detailed below: 

(OOOs) 

Adjusted Jurisdictional Rate Base 
Required Rate of Return 

Required Net Operating Income 
Adjusted Achieved Test Year 
Jurisdictional Net Operating Income 

Jurisdictional NOI Deficiency 
Revenue Expansion Factor 

Revenue Increase 

$861,159 
8.10% 

69,746 

61,085 

8,660 
1.631699 

14,131 
======= 

After SO Bas:is 
Point Fedlrtim 

$861,159 
7.94% 

68,341 

61,085 

7,255 
1.631699 

11,838 
======== 

In view of the above, we authorize Gulf an increase in gross 

annual revenues of $11,838,000 for two years beginning September 

13, 1990. Thereafter, we authorize Gulf an increase in gross 

annual revenues of $14,131,000. 

XII. INTERIM INCREASE 

Order No. 22681 issued on March 13, 1990, granted Gulf an 

interim rate increase of $5,751,000 pursuant to Section 366.071, 

Florida Statutes. The interim increase was calculated based on a 

test year consisting of the twelve (12) month period ending 

September 1989 (October 1988- September 1989). We approved the 

interim rate increase for collection, subject to refund, pending 

the outcome of further evaluation of the company's · request fo~ 

permanent rates. Now that the evaluation is complete, th 

appropriate level of interim relief must be calculated. 
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Under Section 366.071, Florida statutes, a refund of interim 
rates should be ordered if it is necessary to reduce the utility's 
rate of return during the pendency of the rate case proceedings to 
the level of the newly authorized rate of return which is found 
fair and reasonable on a prospective basis. 

In this docket, the interim increase was calculated usinq an 
8.26% rate of return, which is higher than the 8.10% rate of return 
approved herein. Therefore, we will require a refund of $2,052,000 
on an annual basis, the calculation of which is detailed below: 

Jurisdictional Adjusted 
Rate Base 

Required Rate of Return 

Required Net Operating 
Income 

Jurisdictional Adjusted NOI 

NOI Deficiency (Excess) 
NOI.Multiplier 

Revenue Deficiency (Excess) 

Required Return on Equity 

(OOOs) 

Interim at 
8.26% Rate 
of Return 

."1\t 

$ 785,912 
8.26% 

64,916 
61,392 

3,524 
1. 631699 

5,751 
=--======= 

13.00% 

*Without SO Basis Point ROE Reduction 

Interim at 
8.10% Rate Amount to 
of Return be Refunded 

$ 785,912 
8.10%* 

63,659 
61,392 

2,267 
1.631699 

3,699 
======== 

12.55% 

$ 2,052 
======= 

XIII. FUEL NEUTRALITY 

A. Top Gun Video 

The "Top Gun" video was produced in 1987 and shown to a group 
of contractors and builders at Gulf's annual awards seminar. The 
video shows fighter aircraft shooting gas appliances out of the air 
and indicates that the contractors could be top guns in their 
areas. One has to wonder at the overall intent of not only the 
•Jidec 'but Culf':: antire seminar presentations. 
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Our fuel neutrality policy can be summarized by stating that 

a utility should not promote its product by showing a competitive 

fuel in a bad light. This policy objective is set forth in Order 

Nos. 9974 and 12179 which were issued in 1981 and 1983. 

Gulf's Top Gun video is clearly in violation of our fuel 

neutrality policy, and Gulf's management should be held accountable 

for its production and distribution. 

B. Gas Busters "T" Shirt 

A total of 559 of the tee-shirts in question were distributed 

in 1985 to Gulf Power employees. Gulf states that "[t]he shirts 

were made available to employees during a series of meetings during 

1985 and were intended to explain and gain commitment to the 

Company's strategic marketing plan titled EMPACT (EMPloyee ACTion). 

The shirts themselves were an inappropriate reaction to the 

promotional efforts of other energy suppliers that was very much in 

the public focus during this timeframe." 

The production and distribution of these shirts having a "Gas~ 

Busters" logo, was contrary to our policy regarding fuel 

neutrality. 

c. Good Cents Incentive 

The Good Cents Incentive programs were in existence during 

1987 through 1989. These programs were specifically·tailored to 

reward customers for. the replacement of gas furnaces with heat 

pumps. The contractors were paid anywhere from $25 to $100, in 

cash or merchandise, for each installation. In addition 

"electropoints" were awarded to contractors which were redeemable 

for trips, awards, and merchandise. 

These programs not only provided . incentives for the 

replacement of gas heat but also increased the Company's winter 

peak demand and annual energy. The good cents incentive programs 

clearly promoted electric over gas appliances and were contrary to 

our policy regarding fuel neutrality. 

D. Withholding Good cents Certification 

In 1987, a commercial building received energy awards from 

both the u.s. Department of Energy and the Governor's Energy Offici 

yet did not receive Good Cents certification because of a smal 

amount of backup gas power. This practice was contrary to th 

commission's policy regarding fuel neutrality. 

RC-46 



ORDER NO. 23573 
DOCKET NO. 891345-EI 
PAGE 47 

Gulf has contended all along that the Good Cents logo is 
synonymous with energy efficiency. Why then wouldn • t a highly 
efficient building that received other awards be granted Good cents 
certification? Gulf is not practicing what it preaches; the 
promotion of the most energy efficient building for its ratepayers. 

E. Misleading Advertising 

Gulf ran a series of advertisements in which it compared the 
energy efficiency of its all electric· 11Good Cents 11 home to other 
homes which contained gas appliances. Aceording to the ads, the 
11Good Cents 11 homes were consistently more energy efficient. The 
ads did not point out however that the homes had different levels 
of insulation and sizes of equipment. Both of these attributes 
will affect the energy usage of the home that is modeled, yet the 
advertisements did not mention this fact. If.the general public 
were to read these ads, they would believe that the homes were 
identical. This is misleading to Gulf's general body of 
ratepayers. 

The company's justification for these ads is that they were 
responding to advertising by local ·gas companies that Gulf thought 
was misleading. We do not find this justification acceptable. 

We believe that the preceding five subsections demonstrate 
that Gulf has consistently and blatantly violated our policy 
regarding fuel neutrality. Although at this time we will not make 
an adjustment based on these violations, we warn Gulf and other 
utilities under our'jurisdiction that in the future such violations 
will not be tolerated. 

XIV. COST OF SERVICE AND RATE DESIGN 

Having ascertained the company's revenue requirement and the 
amount of revenue increase necessary, we now turn our attention to 
rate design. We must determine the rate of return currently earned 
by each rate class, the increase in revenue requirement to be 
allocated to such class, and how each class 1 s revenue 
responsiblility will be spread between the customer, energy, and 
demand charges. In this rate proceeding, we have also reviewed the 
continued appropriateness of several aspects of the company's rate 
structure. We begin first with the cost of service studies 
presented in this case. 
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A. Cost of Service Methodology 

Several methodologies were put forth for consideration as 
follows: 

Gulf Power 12 month Coincident Peak and 1/13 Energy 
Methodology; Public Counsel - Equivalent Peaker Cost Methodology; 
and Industrial Intervenors - Near Peak Methodology. The equivalent 
peaker methodology implies a refined knowledge of costs which is 
misleading, particularly as to the allocation of plant costs to 
hours past the break-even point. The near peak method includes too 
narrow a spread of peak hours in our view. We heard extensive 
testimony on each of these methodologies and believe that the Gulf 
Power proposed methodology is appropriate with the following 
revisions: 

1) All of Account 364 will be classified as demand-related 
and allocated on class NCP. 

Commission policy has been that no distribution system costs~ 
other than service drops (Account 369} and meters should be 
classified as customer-related. In addition, for customers served 
at primary or higher voltage only the meter is classified as 
customer-related. (O'Sheasy, TR 1863-1864) Therefore, we believe 
it was inequitable to the secondary voltage customers to classify 
secondary wire in Account 364 as customer-related when there was no 
similar classification of wire for higher voltage customers. 

2) Uncollectable expense will be allocated to all classes on 
the basis of revenue and be classified as revenue-related. It will 
not be classified as customer-related or included in the customer 
charge. 

3} Fuel inventory (stock) should be allocated on energy and 
classified as energy-related. 

4) The coincident and noncoincident demands should be 
developed using the same methodology used for all other rate 
classes. The SEP KWH should not be excluded in the development of 
the CP KW and NCP KW. 

5) The revenues, billing determinants and development of the 
12 CP and NCP demands for the Standby Service Class will be based 
on the assumption that the PXT customer that is not migrating fro, 
PXT has a Standby Service capacity of 7959 KW for the test year. 
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6) Service drops will be allocated to the OS classes for at 
least recreational lighting and advertisement or billboard 
customers. Meter costs, which reflect the current level of 
metering will be allocated to the recreational lights. 

All the recreational lights have meters. (Exhibit 508) There 
are probably service drops for each of these installations. 
(O'Sheasy 1858-1860) Therefore, the cost will be allocated to the 
class for these customers. 

7) The rate base for additional facilities for OS-I/OS-II and 
the expenses [associated] with these facilities will be allocated 
to OS-I/OS-II. 

In his prefiled testimony on how a cost of service study is 
performed, Mr. o' Sheasy stated that "Certain costs are directly 
associated with one particular group of customers and are, 
therefore, assigned to that group." (TR 1807) This assignment was 
not done with respect to the additional facilities for OS-I/OS-II. 
The class has been credited with revenues of $424,653 but the rate 
base and expenses·associated with the facilities except for those 
booked in Account 373 were not assigned to the class. (See TR 1861 
and Exhibits 500, 231 and 501.) The rate of return in the revised 
study is 5.96 percent compared to 7.43 percent in the company's 
study in Exhibit 231. We believe the expenses should be matched 
with the costs so that the class' rate of return will not be 
significantly overstated to the detriment of the other rate 
classes. 

' 8) Expenses for maintenance of cooling towers and coal 
pulverizers (grinding mills) will be allocated on energy and 
classified as energy-related. 

The company has changed the classification of some O&M 
expenses from energy to demand in the cost of service study 
compared to that of Docket No. 840086-EI. In Docket No. 881167-EI, 
Mr. Haskins stated that maintenance for both coal grinding mills 
and cooling towers vary with the KWH to be generated. (TR 1763) 
In response to cross examination Mr. Lee agreed that operation and 
maintenance expenses for coal pulverizers and the operation 
expenses for cooling towers vary with KWH generated but that the 
amount of maintenance varies little with KWH. (TR 1468) 

9) The test year expenses for the four conservation (Good 
Cents New Home, Good Cents Improved Home, and Commercial 
Presentations/Energy Education Seminars) programs which were denjed 
conservation cost recovery by the commission on May 2, 1989 will be 
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classified as energy-related and allocated on energy to the rate 

classes in the revenue class to which the cost has been assigned by 

Gulf Power. 

The test year expenses for these programs have been classified 

as customer-related by the company and included in the customer 

unit costs. Thus, the same amount of program cost is allocated to 

and recovered from a small RS customer as a large RS customer. 

(O'Sheasy, TR 1861-1863) Therefore, we believe it is more 

equitable to continue to recover these costs on a per KWH basis 

rather than on a per customer basis. Demand-related costs are 

collected through the energy charge for the residential class. 

Therefore, if there is less demand-related cost allocated to the 

class due to demand reductions· from class participation, the 

customers with large usage will benefit more f~om the conservation 

program than customers with small bills. 

Unfortunately we do not have a 12 CP and 1/13th cost study 

incorporating this combination of revisions. Because two of thes~ 

problems significantly impact the rate of return of the rate 

classes directly involved, the company's 12 CP and 1/13th cost 

study (no migration study Ex. 231) has been adjusted for the two 

problems. One problem is the crediting of the revenues for 

additional facilities without the assignment of the cost for some 

of these facilities for OS-I and II. The second is the exclusion 

of the SE KWH in developing the 12 CP demands of the PXT and LPT 

classes. For example, a comparison of the rates of return in 

column 1 of Schedule 1 to those in column 3 shows that there is a 

1. 47 percentage point difference (7. 43 percent versus 5. 96 percent) 

for OS-III. 

For the PXT and LP/LPT classes, rate base was increased by 

6.84 percent ($2,778,000) and .79 percent ($592,000), respectively, 

of the transmission and demand-related production net plant and the 

demand-related production materials and supplies. The NOI for 

these classes was reduced by 6.84 percent ($316, 000) and . 79 

percent ($68, 000), respectively, of the total transmission and 

demand-related production O&M expenses, production plant A&G 

expenses and transmission and demand-related depreciation expenses. 

These are the major items allocated on the 12 CP KW. For OS-1/0S

II, the rate base and NOI from the staff-requested 12 CP and l/13th 

cost of service study (Exhibit 501), which reflect the assignment 

of the cost to the class for all its additional facilities, was 

substituted for the values in Exhibit 231. All classes• rate bast 

and NOI were adjusted proportionately to equal the company's file~ 

levels of rate base and NOI. 
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1. Distribution System Costs 

Our policy since the early 1980s has been to classify only the 
service drop and meter portion of the distribution system as 
customer-related. The Industri·al Intervenors (II) and the utility 
advocate classifying a significant portion of the remainder of the 
distribution system, including poles, conductors, and transformers, 
as customer-related. This method is often referred to as the 
Minimum Distribution System concept. There is a fundamental flaw 
in this proposal in that only part of the distribution system is 
classified as customer-related. None of. the subtransmission and 
transmission system would .be classified as customer-related. 
Hence, customers served at primary vel tage through dedicated 
substations, and customers served at higher voltages would not pay 
for any of this network path. · 

We believe this minimum distribution system approach should be 
rejected because it is inequitable and inconsistent to apply the 
concept to only those customers served at secondary voltage or at 
primary voltage through common substations when the network path 
must be there to serve each and every customer. 

In our opinion distribution facilities that function as 
service drops or dedicated tap lines should be directly assigned to 
the classes whose members the facilities serve. No distribution 
costs other than service drops and meters should be classified as 
customer-related. Demand-related cost should be allocated on a 
demand allocator, and customer-related cost on a customer 
allocator. 

2. Uncollectible Expense 

The company assigned uncollectible accounts expense to the RS, 
GS and GSD classes on average number of customers and classified 
the expense as customer-related. The result of this classification 
and assignment or allocation of uncollectible accounts expense is 
that the expense is included in the customer charge unit cost. If 
the customer charges for these classes have been and are set at or 
near unit cost, all customers in the RS, GS and GSD rate classes 
pay an equal amount for uncollectible expense each month, 
regardless of the size of their bills. Commission policy has been 
to allocate uncollectible expense on revenues and not include it in 
the customer unit cost. 
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Our policy of not classifying uncollectible expense as 
customer-related should be continued. The company • s classification 
of the cost as customer-related is inequitable because it results 

in a small customer paying as much uncollectible expense as a large 

customer (within and between the RS, GS and GSD classes) , if 

customer charges are set at unit cost. However, if the account of 

a customer becomes uncollectible, a customer with a large bill 
would cause the company to incur much ·more uncollectible expense 

than a customer with a small bill. 

Uncollectibles should be classified as revenue-related so that 
cost responsibility for uncollectible expense would be proportional 
to the size of a customer's bill. 

3. Fuel Stock 

The company has allocated fuel inventory in rate base on the 

12 CP and 1/13th average demand, the same allocator they have used 

to allocate production plant in~estment. Thus, 12/13ths or 92.3• 
percent of the inventory has been classified as demand-related an~ 

allocated on each class's estimated demands during the system's 12 

monthly peak hours. The other 7.7 percent has been classified as 
energy-related and allocated on energy. 

In the company's last rate case we approved projected daily 
burn for 107.5 days as the basis for the calculation of the 

appropriate level of fuel inventory to be included in working 
capital. Since projected average daily burn is a function of KWH 

projected to be generated and used in the test year, fuel stock 

should be classified as energy-related and thus allocated on 

energy. The energy classification and allocation of fuel more 

closely track cost causation than the company 1 s 92. 3 percent 

allocation on 12 CP demands. 

Since we have based the level of fuel stock allowed in rate 

base on a specific number of days burn which is a function of the 

KWH projected to be generated in the test year, fuel stock should 

be classified as energy-related and allocated on energy. 

4. Estimate of CP and NCP Demands 

The twelve monthly coincident peak hour demands (12 CP) are 

used to allocate demand-related production plant and transmission 

plant costs in all but the near-peak cost of service study. ThesJ 
demands must be estimated for all classes when using a projecte 

test year. The 12 CP and class peak demands were estimated b 
class by dividing the 1990 KWH by 1987 KWH and multiplying that 
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ratio times the 1987 12 CP for rate classes RS, GS and GSD. Under 
this method each class' 12 CP KW for the test year are increased 
over the historic load research data by the same percentage their 
KWH are projected to increase in the same time period, i.e., each 
class's 12 CP load factor is assumed to be the same as it was in 
the year of the historic load research data. Thus, each class's 
demand or use in the 12 monthly coincident peak hours relative to 
total KWH usage is projected to be the same in the test year as the 
historic load research year. 

For those customers taking service on the SE rider, 
"supplemental energy" KWH were excluded from this calculation. The 
resulting 12 CP demand of 104,728 KW for the PXT class would have 
been 6.8 percent higher if the KWH had been included (111,893 KW). 
The effect on the estimated demands of the LP/LPT class was 
insignificant (.79 percent) because the LP/LPT customers• response 
to the SE rider was minimal. The 104,728 KW represents a 12 CP 
load factor of 107 percent in the test year for PXT. Thus, the PXT 
class would have been allocated about 6. 8% more demand related 
production and transmission plant cost if these KWH had not been 
excluded. The effect of this adjustment or methodology is to 
reduce the costs allocated to the PXT class and thereby avoid or 
reduce a rate increase by inflating the class's rate of return. 

The company's reason for excluding these KWH apparently is 
that it expects the SE customers to have a higher 12 CP load factor 
in the test year, i.e., to use less energy in the 12 monthly peak 
hours relative to their total usage. However, the data below shows 
the 12 CP load factor for 1989 for the three groupings of PXT 
customers decreases instead of increases in 1989. The significant 
decrease from 101 percent to 91 percent for PX/PXT customers on the 
SE rider was inconsistent with the company's assumed increased load 
factor for the class. 

PXT Class as a whole 
PX/PXT customers on the 

SE Rider 
PX/PXT Customers not on 

SE Rider 

LP/LPT Class as a whole 
T '0 IT 'O'l' r,,co+-,.....,.,o...,...~ ~.... +ho .....,.._ I ....._..., .- --- '-'-"···--- V.&.& -'"'•-

12 CP LOAD FACTORS 

Actual Actual 
1987 1989 

101 95 

101 91 
the 

100 97 

83 83 
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SE Rider 
LP/LPT customers not on the 

SE Rider 

80 83 

84 84 

If the company's projection of a 107 percent 12 CP load factor for 

PXT due to an assumed changing usage pattern of SE customers is to 

be realistic or representative of 1990, it is only reasonable to 

expect the load factor for the PX/PXT SE customers would have been 

higher in 1989 than 1987. 

Other data indicating that it is unreasonable to expect the 12 

CP load factor for the PXT class to increase from 95 percent in 

1989 to 107 percent in 1990 includes: 

(1) The number of supplemental energy KWH projected for 1990 

is 20 percent less than 1989. (Exhibit 486) 

(2) The number of hours projected to be designated as SE 

hours in 1990 is less than either 1988 or 1987. (Exhibit 487) 

(3) The SE rider has been in effect since 1985 without 

revision. (Order No. 17568) 

Therefore, one would not expect a markedly different response to 

the rider in 1990 than in 1989. 

The company has not presented any data or evidence supporting 

the use of a load factor higher than the historic value. All of 

the PX/PXT customers'have time-recording meters so that their 12 CP 

values are actual metered numbers and not estimates. Therefore, 

the company had the 12 CP load factor data for the first four or 

five months of 1990 and could have entered it into the record 

during the hearing as evidence supporting the increased load 

resulting from their methodology. The company did not enter the 

data. It is reasonable to assume that the data would have been 

entered if it corroborated the assumptions behind their 

methodology. 

It was also unreasonable to use 104,728 12 CP KW for 1990 for 

PXT because the 1989 actual (not estimated) value was 119.448 KW 

and the PXT KWH were projected to decrease only 1% from 1989 to 

1990. (Data on Exhibits 488 and 209) 

We are concerned about Gulf's departure from the policy (MF~ 

Schedule E-14) of using the load characteristics determined fro, 

the load research collected pursuant to the commission's Rule 25-

6.0437 cost of Service Load Research in developing various peak 
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demands by class for the test year. The policy assumes the load 
characteristics, including load factor, are the same in the test 
year as the historic load research year. The primary purpose of 
the rule is 11 to require that load research that supports cost of 
service studies used in ratemaking procedures is of sufficient 
precision to reasonably assure that tariffs are equitable and 
reflect the true costs of serving each class of customers." The 
utilities have spent large amounts of money to collect the load 
research required by this rule. Gulf's departure from the use of 
historical load characteristics for the PXT class undermines the 
purpose of the Commission • s Cost of Service Load Research Rule. It 
is inequitable and should not be allowed. 

The company's exclusion of "supplemental energy" KWH in the 
development of the 12 monthly coincident peak hour demands and the 
class noncoincident peak demand for PX/PXT and LP/LPT 
underestimated these demands and resulted in an underallocation of 
production and transmission cost to the two classes. The PXT 12 CP 
KW should have been 6.8 percent higher and the LP/LPT's .79 percent 
higher. The exclusion of these KWH was inappropriate. The method 
employed by the company to develop its estimates by class of the 12 
monthly coincident peak hour demands and the class noncoincident 
peak hour demands is inappropriate and Gulf's use of the 
methodology is denied. 

B. Allocation of Revenue Increase 

The revenue increases that we have authorized should be spread 
among the rate class'es in a manner that moves class rate of return 
indices closer to parity. In so allocating the revenue increases 
we adhere to the following guidelines: 

No class will receive an increase greater than 1 and 1/2 
times the system percentage increase of 2. 79 percent with 
adjustments. 

The classes below parity will be given the maximum 
increase (RS and OS-II) . 

The GS class will be brought to 1.45 times parity. The 
approved reduction to the GS class is $1,655,000. 

The OS-III class will be brought down to 2. 3 4 times 
parity. 
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The balance of the increase will be spread across the 

remaining classes to retain as closely as possible their 

existing relationships. 

Attachment 4 
increase by class. 
class. 

sets forth the approved spread of revenue 

Attachment 5 provides the approved rates by 

c. Seasonal Rates 

The company currently has seasonal rates for the RS and GS 

rate classes. These seasonal rates do not track the company 1 s cost 

of capacity when Gulf buys power from the Southern pool. These 

costs represent a significant portion of Gulf's cost of service 

during those hours Gulf buys power. Thus, the price signal sent by 

the present seasonal differential under the RS and GS rate classes 

may not represent the true cost to the ultimate consumer-on Gulf's 

system, thereby tempering the reduction in peak-related costs, 

improvement of system load factor, and conservation of summer 

consumption sought by the seasonal design. A flat charge per KWH 

based on average costs for the RS and GS classes may produce a 

clearer price signal than the seasonal rate design proposed by the 

company. 

We therefore eliminate seasonal rates for the RS and GS 

classes because the seasonal pricing differential does not appear 

to be cost-based and may not be sending the appropriate price 

signal during the hours Gulf buys power from the Southern pool. 

D. Customer Charges 

customer charges are designed to recover costs associated with 

the number of customers served. These costs include primarily the 

costs of billing and metering and customer service. Given that 

costs are properly allocated to the customer component, the charge 

for each class should reflect the cost to provide such services. 

The customer charges are set as follows: 

Rate Class Unit Cost current Charges Approved Charges 

RS $ 7.94 $ 6.25 $ s.oo 

RST 9.25 11.00 

GS 17.34 7.00 10.00 

GST 10.00 13.00 

GSD 41.47 27.00 40.00 

GSDT 32.40 45.40 
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Rate Class 

LP/LPT 
PX/PXT 

Unit Cost 

447.83 
1,222.21 

current Charges 

51.00 
146.00 

E. Transformation Ownership Discounts 

Approved Charges 

225.00 
570.00 

Gulf currently offers a discount to customers who own their 
transformation equipment and for the losses absorbed by the 
customer metered at primary or transmission level. Gulf proposed 
adjusting these credits by any variance of the demand·and energy 
charges from unit costs. FEA proposed substantial increases in the 
transformation discounts to include the costs of poles, 
overhead/underground conductors, lines, and transformers. 

We agree with staff that such a large discount could encourage 
uneconomic duplication of facilities to the detriment of the 
general body of ratepayers. Further, we agree that the adjustment 
for variance from unit costs proposed by Gulf is an unnecessary 
complication. Therefore we approve a transformer ownership credit 
for primary level customers of $0. 35/KW/Month for GSD/GSDT and 
$0.42/KW/Month for LP/LPT. The transformer ownership credit for 
transmission level customers should be set at $0.41/KW/Month for 
GSD/GSDT, $0.52/KW/Month for LP/LPT, and $0.11/KW/Month for PX/PXT 
customers. 

Such transformation credits should also be applied to the ss 
and ISS classes and should be based on 100 percent ratcheted 
billing demand in order to match the calculation of the local 
facilities demand charge applicable to standby service. Metering 
voltage discounts should be set equal to the otherwise applicable 
rate schedule for SS and ISS customers and apply to both the KW and 
KWH charges. 

F. Time of Use Rates 

Two methodologies were presented at the hearing for the design 
of time of use rates. Gulf's testimony supports use of the load 
factor methodology approved by the Commission in the company's last 
three rate cases. We believe that the major drawback to the load 
factor methodology is that it does not track costs as well as the 
time of use methodology (TOU) proposed by OPC. 

OPC supports the use of a methodology which would recover 
distribution-related plant costs from the maximum demand charge; 
production and transmission-related demand-costs through the on-
peak dem::md :!nd anergy-r~lated ;reduction plant --..:a 

CU1U. 
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operations and maintenance expenses through the energy charge. 

This approach also includes a ratchet for recovery of local 

distribution plant costs. We believe the rate design for the 

maximum demand charge should be based on actual metered demand and 

not ratcheted KW as proposed by OPC. 

We therefore calculate time of use rates as follows: 

1) The on-peak and off-peak non-fuel energy charges would be 

set equal to the energy unit cost from the cost study. (This would 

include the energy-related production plant and operations and 

maintenance expenses). 

2) The maximum billing demand charge (which is applied to the 

customer's maximum demand whenever it occurs) would be equal.to the 

distribution plant unit cost. 

3) The on-peak demand charge would be an amount sufficient to 

recover the remaining revenue requirement including the 

transmission plant and the demand-related production plant. 

G. Standby Service 

1. Determination of Daily Standby Service Billing Demand 

The following formula is Gulf's current formula for 

calculating daily standby service demand on Gulf's firm standby 

service (SS) tariff: 

Daily Standby Service (KW) = 

Maximum totalized customer generation output 

occurring in any interval between the end of 

the prior outage and the beginning of the 

current outage. 

Minus the customer's daily generation output 

(KW) occurring during the on-peak period of 

the current outage. 

Minus the daily on-peak load reduction (KW) 

that is a direct result of the customer's 

current generation outage. 

The customer's daily generation output (KW) and daily on-pea~ 

period load reduction (KW) that are used in.the formula must occu~ 
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during the same 15 minute interval as the daily Standby Service 
(KW) that is used for billing purposes. 

The language in the above formula for calculating ·daily 
standby service demand should be changed from: 

to: 

Maximized totalized customer generation output 
occurring in any interval between the end of 
the prior outage and the beginning of the 
current outage 

The amount of load in KW ordinarily supplied 
by the customer•s generation. 

This change would satisfy the Industrial Intervenors• request for 
adjustment for seasonal variation in generation output in 
calculating daily standby service demand. It would also ensure 
that self-generating customers (SGCs) are not billed for standby 
power when they reduce generation for purely economic reasons. We 
believe that this change in the formula will result in a more 
accurate determination of standby power used. 

The Industrial Intervenors proposed formula would result in 
standby power used by SE rider customers not being properly billed 
as standby power. 

The language in the formula in the interruptible standby 
service (ISS) should be replaced with the language in the formula 
we are approving herein for firm standby service. 

2. Design of Standby Service Charges 

The present standby service rates are based on system and 
class unit costs from Docket No. 840086-EI. We believe the standby 
rate schedule (SS and ISS) charges should be adjusted to reflect 
unit costs from the compliance cost of service study for this rate 
case and the 1990 IIC capacity charge rates. 

The SS charges should be designed using this compliance cost 
of service study and the rate design specified in Order No. 17159. 
The forced outage rate to be used to calculate the reservation 
charge would be that approved herein. If the resulting charges 
generate either more or less revenue than the class 1 revenue 
responsibility as approved herein, all charges except the customer 
=~~~;~ =~=uld -be decreasad or i~crzasad by the (same) percentaga 
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required to generate the class' revenue requirement. The ISS 

charges should be the same as the ss charges except for the 

reservation and daily demand charges. The sum of the CP KW 

transmission unit cost plus an average IIC monthly charge rate of 

$6.69 should be used as the unit cost to develop these charges. 

Having decided herein to bill SE customers for distribution system 

costs on their maximum metered KW whenever it occurs, the billing 

KW in Exhibit 510 should be used to calculate the local facilities 

charges. 

The customer charge should be the LP/LPT customer charge plus 

$25 except for those standby customers taking service on PX/PXT for 

whom the charge should be the PX/PXT charge plus $25. 

The company should provide the staff a compliance cost of 

service study and the ss rates calculated in accordance with this 

decision. A spread sheet of component costs by function (retail 

revenue requirements) for the compliance study should also be 

provided. 

With respect to the definition of the capacity used to 

determine the applicable local facilities and fuel charges, we are 

denying Gulf's proposed changes because they are not in conformance 

with the terms and conditions prescribed in Order No. 17159 for 

standby service. 

3. SS Rate Forced Outage Factor 

In the Standby Order No. 17159, a 10 percent forced outage 

rate was specified as the outage rate to be used in the calculation 

of the Reservation Charge. The overall reliability of the forced 

outage data in the record is questionable, however, in that the 

company was apparently accepting without review the forced outage 

data provided by self-generating customers (SGCs) and the SGCs may 

not have understood they were to report these outages, even if they 

signed up for zero standby power. Additionally, data was provided 

by only three of the four SGCS. 

While we are tempted to rule that the assumed 10 percent 

forced outage rate should not be continued, there appears to be no 

practical alternative in the absence of sound,· reliable data to 

support an alternative value for the forced outage rate. 

Therefore, in the absence of reliable data to support ~ 

different value for the forced outage rate used to develop the 

reservation charge, the 10 percent forced outage rate prescribed in 

Order No. 17159 should continue to be used. 
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4. SE Rider Availability in Lieu of Standby Service 

This issue is whether self-generating customers who are 
experiencing a forced outage or an outage for scheduled maintenance 
of their generating system can be billed on the SE rider rather 
than the standby service rate for standby power taken during the 
outage if the customer has another generator with which he could 
generate but chooses not to use for economic reasons. In other 
words, the issue is whether a self-generating customer can have 
standby power billed under a different rate tariff than the standby 
service if he has additional generating capacity available but 
which is less economic. Under the current standby service rate 
schedules, self-generating customers may reduce generation for 
economic reasons and take additional capacity and energy as 
supplementary service, including supplementary service with the SE 
rider applied. 

Order No. 17159 at page 6, in addressing the issue of whether 
non QF standby customers would be entitled to the same service as 
QFs, requires the standby tariff resulting from that proceeding to 
be mandatory for all self-generating customers unless there is 
evidence to demonstrate that their load characteristics resemble 
those of normal full requirements customers. To allow such a 
customer to choose a different rate because it would result in a 
lower bill would allow that customer to escape costs properly 
assigned to him. 

There is also a basic cost recovery problem if standby service 
is allowed to be billed on the provisions of the SE rider. The 
standby service rates have been developed by dividing the utility's 
full demand-related production and transmission unit cost per 
coincident peak kilowatt of demand by the average number of days 
per month that contain on-peak hours (21). Using this rate 
requires a standby customer who imposes load every day to pay the 
full demand-related unit cost per coincident peak KW because it is 
virtually certain that his load was on at the time of the system's 
peak. 

The average number of days in 1988 and 1989 for which a self
generating customer would be billed daily demand charges if standby 
power was taken and billed pursuant to the SE rider is six. Thus, 
if a customer were using standby power for maintenance every day in 
a given month, the customer would be paying, on average, 6/21ths of 
the full demand-related unit cost per coincident peak KW even 
though it was virtually certain that his load was on at the time of 
the system's peak. In this scener io, the rates for standby service 
should be recovering the full ~amand-ralatad unit =ost. 
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Additionally, to allow standby power to be taken under the 
terms and conditions of the SE rider if the customer had generating 
capacity available but less economic would discriminate against 
self-generating customers with only one generator versus those with 
multiple generators. 

KWH and capacity purchased to replace energy and capacity 
normally generated by a customer's generator which is experiencing 
a forced outage or an outage for scheduled maintenance, is clearly 
standby power and should be billed as standby power. However, to 
ensure that power taken to replace reduced generation for purely 
economic reasons is billed as supplemental power, the definitions 
of backup service and maintenance service should be more specific. 
Two sentences should be added to the definition (in the tariff) of 
backup service and maintenance service, the two forms of standby 
service, to indicate more clearly what constitutes scheduled and 
unscheduled outages. In the definition of backup service, an 
unscheduled outage should be defined as the loss or reduction of 
generation output due to equipment failure(s) or other condition(s~ 
beyond the control of the customer. Similarly, under maintenancd 
service a scheduled outage should be defined as the loss or 
reduction due to maintenance activities of any portion of a 
customer's generating system. 

5. Waiver of Ratchet Provision for Reservation Charge 

All demands registered during any maintenance outage of a 
self-generating customer, regardless of whether the maintenance 
outage is fully coordinated with Gulf, should be subject to the 
ratchet provision of the SS rate for the local facilities charge. 
The ratchet provision is appropriate because the scheduling of the 
outage does not affect the capacity of the local facilities to 
serve the customer. Scheduling the outage will not enable Gulf to 
avoid local facilities cost as the capacity of the local 
facilities, particularly dedicated substations, must be sufficient 
to serve the customer • s maximum demand whenever it occurs. An 
increase in demand should properly result in an increase in the 
billing demand for the local facilities charge. 

The Company should excuse demands registered during such 
periods from the ratchet provision applicable to the reservation 
charge if (1) the maintenance outage is usefully coordinated with 
Gulf and (2) the maintenance is used in hours that do not include 
a peak hour(s) that determines Gulf's IIC payments or revenue~ 
The ratchet provision should not be waived for maintenance pow~ 
used during the peak hours that determine Gulf's IIC payments OJ 

revenues because the cost impact continues for three years. 
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H. Supplemental Energy (SE) Rider 

1. No Separate SE Rate Class 

Order No. 17568, Docket No. 850102-EI, approved the experimental Supplemental Energy {SE) (Optional) Rider as a permanent rate schedule on the condition that it become a separate rate class in the company's next rate case. In this docket however, Gulf has not provided separate cost of service analyses for the two rate classes employing the SE Rider, LPT-SE and PXT-SE. 

The necessity for a separate rate class depends on the differences between billing KW and peak demand KW characteristics of SE customers, as opposed to these in the general LP/LPT and PX/PXT classes and considerations of local facilities costs. From the record in this docket it appears that there is a large dissimilarity in the ratios of billing KW to 12 CP KW and maximum metered KW between PXT-SE and LPT-SE classes and that these customers should not be grouped into a single class. The data implies that to put all SE customers into one class would create a serious cost recovery problem between the LPT-SE and the PXT-SE customers. Therefore, a separate rate class consisting of LPT and PXT customers on the SE rider should not be implemented in this rate class. 

It does, however, appear that there may be sufficient dissimilarity between the ratios of billing KW and 12 CP KW and maximum metered KW to warrant separate rate classes for the LP/LPT SE customers and for'the PX/PXT-SE customers. Since we do not have a cost of service study with LP/LPT-SE and PX/PXT-SE each as a separate rate class, the question of whether a separate rate class(es) should be implemented for either PX/PXT-SE or LP/LPT-SE customers should be considered in the next rate case. Gulf is instructed to file its cost of service study in that case with LP/LPT and PX/PXT each broken into SE and non-SE classes and with totals for LP/LPT and PX/PXT. 

2. Distribution System Costs for SE Customers 

The SE rider presently provides forgiveness of the demands incurred during SE periods both with respect to on-peak and off
peak billing KW. Five of the six SE customers have dedicated substations (Exhibit 517). The sum of the average billing KW for the three SE customers for whom dedicated substations were built in 
1989 is only 53 percent of the capacity of these substations. However, the PXT-SE customers are billed on only 59 percent of 

Therefore, ::nsure that 
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customers pay for the dedicated facilities that have been sized to 
serve their maximum demands whenever they occur, SE customers 
should be billed for distribution system costs on their maximum 
metered demand whenever it occurs. The provision of the SE rider 
for forgiveness of demand in the SE period would continue to apply 
to on-peak demand. 

Therefore, Gulf shall bill SE cus_tomers for distribution 
system costs on their maximum metered KW whenever it occurs as per 
these guidelines. 

I. Applicability Clause, GSD. LP and PX Classes 

The applicability clause of the three demand classes (GSD, LP 
and PX) is stated in terms of the amount of KW demand for which the 
customer contracts. This is not an appropriate basis for 
determining applicability. 

In the past, contracts have not been required of all these 
customers, and contract demand often bears little relationship to 
actual measured demand. As a part of this docket, tariffs should 
be modified to state that the applicability for both demand and the 
PX/PXT 75 percent load factor should be based on measured maximum 
billing demand. For SE customers, this would be the actual 
measured billing demand in non-SE periods. Customers whose annual 
load factor is less than 75 percent should not be allowed to opt 
for PXT because the PX/PXT rate is based on the costs of high load 
factor customers. 

J. Minimum Charge Provisions for GSD/GSDT and LP/LPT 

The current GSD/GSDT and LP/LPT rate schedules have minimum 
charges equal to the customer charge plus the demand charge for the 
minimum KW to take service on the rate schedule for customers 
opting for the rate schedule. This minimum charge provision is not 
appropriate. This provision unduly penalizes customers who opt for 
this higher rate class because they pay for the minimum KW to 
qualify for the class even if their usage falls below this level. 
Customers who meet the class minimum even once in every 12 month 
period, do not pay a minimum but pay only for their actual demand, 
even if it falls below the minimum. 

We therefore eliminate the minimum charge provisions of the 
GSD/GSDT and LP/LPT rate schedules. 
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K. No Local Facilities Charge 

The company proposed the implementation of a local facilities demand charge for LP /LPT and PX/PXT customers, which would be applied when the customer's actual demand does not reach at least 80 percent of the capacity Required to be Maintained (CRM) specified in the Contract for Electric Power. We are denying the implementation of this charge because it is inequitable to apply the charge to the contract capacity because the contract demand for many customers bears little relationship to measured demand. Furthermore, it is an ineffective charge because no customers would have to pay the charge in the test year. 

L. Service Charges 

The following service charges are approved: 

Initial Service $20.00 
Reconnect a 

subsequent subscriber 16.00 
Reconnect of existing 

customer after disconnect 
for Cause 16.00 

Collection Fee 6.00 
Installing and Removing 

Temporary Service 60.00 
Minimum Investigation 

Fee 55.00 
'' 

M. Outdoor Service {OS) 

1. Elimination of OS General Provisions 

The company proposes to eliminate the general provisions pertaining to replacement of lighting systems on the outdoor Service Rate Schedule (OS). We believe this is appropriate and that the present general provisions relating to the replacement of mercury vapor lighting fixtures with high pressure sodium fixtures should be removed. 

The current provisions pertaining to replacement of lighting systems on the OS schedule'are deleted as proposed by the company and no new provisions are adopted. 
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2. street and outdoor Lighting Rate 

We approve the methodology used in developing the Street {OS
I) and outdoor (OS-II) lighting rates. This entails setting the 
energy charges at levels which will collect the total non-fuel 
energy, demand, and customer-related costs at the class-approved 
rate of return. Maintenance charges were set so as to recover the 
total maintenance and administrative and general expenses allocated 
to OS-I and II in the cost of service study. The fixture charges 
were set at a level to collect the remaining revenue requirement 
after subtracting the energy, maintenance and additional facilities 
revenues. Attachment 6 sets forth the approved street and outdoor 
lighting rates for Gulf. 

Gulf at present does not have records indicating the number of 
poles and other facilities in place which are dedicated to 
additional facilities. Because of this, it was not possible to 
develop cost-based rates for additional facilities in this rate 
case. We are directing Gulf to take the steps necessary to obtain 
this information so that cost-based additional facilities charges 
can be developed when the next rate case is filed. 

3. Applicability of OS-III 

The language in the OS-III (Other Outdoor Service) tariff will 
be modified to reflect that only customers with fixed wattage loads 
operating continuously throughout the billing period, such as 
traffic signals, cable TV amplifiers and gas transmission 
substations, will be allowed to take service on the OS-III rate. 

N. Sports Fields Rate 

Since the company 1 s 
service on Rate Schedules 
the OS-III rate schedule. 
rate for sports fields. 

last rate case, sports fields taking 
GS and GSD were allowed to transfer to 

The company has now proposed an OS-IV 

In deriving the 12 CP and NCP allocators for OS-IV, the 
company assumed that all recreational lighting customers would 
require service at a constant rate every day of the year from 
sunset to 10:00 p.m. A review of the customer accounting memo 
sheets for the sports fields customers indicates that approximately 
36% of the billing months showed zero kwh usage. The company has 
no load data for sports fields, and does not intend to obtain sue~ 
data using load research meters. The OS-IV rate was thus designe~ 
in the absence of reliable load research data. 
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In 1981 and 1982 the Commission eliminated special rates for sports fields, poultry farms and other uses. Addition of a special rate for sports fields is philosophically at odds with these past actions. 

In spite of these problems, we will allow the rate design for OS-IV to be implemented. This is because the estimated OS-IV kilowatt hours have not been broken down into summer and winter components, and thus cannot be added to the kilowatt hours for GS and GSD to determine an accurate energy rate for those classes. In addition, the OS-IV as designed will not vary significantly from the GS rate. However, when the company files its next rate case they will be required to transfer their sports field customers to the appropriate GS or GSD rate schedules. 

XV. CONCLUSIONS OF LAW 

1) Gulf Power Company is a public utility within the meaning of Section 366.02, Florida Statutes, and is subject to the jurisdiction of the Commission. 

2) This Commission has the legal authority to approve and use a projected test period for ratemaking purposes. Calendar year 1990 is an appropriate base test period. 

3) The adjustments to rate base made herein are reasonable and proper. The value of the Company's 1990 rate base for ratemaking purposes is $861,159,000. 

4) The adjustments made to the calculation of net operating income are proper and appropriate. For ratemaking purposes, Gulf's net operating income for 1990 is $61,085,000. 

5) The fair rate of return on the equity capital of Gulf is 12.55%. 

6) As a result of our finding of corporate mismanagement, Gulf's return on equity has been reduced by fifty (50) basis points for a two year period. This results in a return on equity of 12.05% for two years beginning ~eptember 13, 1990. 

7) Gulf Power Company should be authorized to increase its rates and charges by $11,838,000 in annual gross revenues effective September 13, 1990. Gulf Power Company should be authorized to increase its rates and charges by $14,131,000 beginning September :!.3 I 1_992 • 
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8) The rate schedules prescribed and approved herein are 
fair, just and reasonable within the meaning of Chapter 366, 
Florida statutes. 

9) The new rate schedules shall be reflected upon billings 
rendered for meter readings taken on or after September 13, 1990. 

Accordingly, it is 

ORDERED by the Florida Public Service Commission that the 
findings of fact and conclusions of law set forth herein are 
approved. It is further 

ORDERED that the petition of Gulf Power Company for authority 
to increase its rates and charges is granted to the extent 
delineated herein. It is further 

ORDERED that Gulf Power Company is hereby authorized to submit 
revised rate schedules consistent herewith designed to generate 
$11,838,000 in additional gross revenues annually for two years 
beginning September 13, 1990. The company shall include with the 
revised rate schedules all calculations and workpapers used in 
deriving the revised rates and charges. It is further 

ORDERED that the revised schedules authorized herein for the 
$11,838,000 revenue increase shall be reflected upon billings 
rendered for meter readings taken on or after September 13, 1990. 
It is further 

ORDERED that Gulf Power Company is hereby authorized to submit 
revised rate schedules consistent herewith designed to generate 
$14,131,000 in additional gross revenues annually for two years 
beginning September 13, 1992. The Company shall include with the 
revised rate schedules all calculations and workpapers used in 
deriving the revised rates and charges. It is further 

ORDERED that the revised schedules authorized herein for the 
$14, 131,000 revenue increase shall be reflected upon billings 
rendered for meter readings taken on or after September 13, 1992. 
It is further 

ORDERED that Gulf Power Company shall return to its ratepayers 
on a "per KWH basis" that portion of its interim increase set forth 
in the body of this order. It is further 

ORDERED that Gulf Power Company shall include in each -
customer's bil"l, in the first billing of which the increase is 
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effective, a bill stuffer explaining the nature of the increase, average level of the increase, a summary of tariff charges, and the reasons therefore. The bill stuffers shall be submitted to the Division of Electric and Gas of the Florida Public Service Commission for approval before implementation. It is further 

ORDERED that in its next rate case Gulf Power Company shall file a cost of service study with LP/LPT and PXT each broken into SE and non-SE classes, with totals calculated for LP/LPT and PX/PXT. It is further 

ORDERED that when Gulf Power Company files its next rate case that it transfer its sports fields customers from the OS-IV rate to the appropriate GS or GSD rate schedules. It is further 

ORDERED, Gulf shall take the steps necessary to determine the "'.., quantity of street and outdoor lighting facilities dedicated to additional facilities prior to the filing of the next rate case, in order that cost-based rates can be developed for these facilities. 
ORDERED that this docket be closed should no petition for reconsideration or notice of appeal be timely filed. 

DISSENTING VOTES 

Commissioner Beard dissented as follows: 

1) From the Commission's allowance of the total cost of Gulf's Bonifay and Graceville Offices in rate base. 

2) From the Commission's allowance of 90% of the Caryville site as land held for future use. Commissioner Beard would have disallowed the amount budgeted for the Caryville site because there are no plans to use the site for 20 years. 

3) From the Commission's approval of $457,390 for the Good Cents Improved and $1,023,995 for the Good Cents New Home Programs. Commissioner Beard would have disallowed these expenses as an unnecessary cost to ratepayers to assure compliance with the state building code. 
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4) I respectfully dissent from the majority op1n1on on the 

mismanagement issue. My disagreement stems from a different 

interpretation of evidence before the Commission. This 

interpretation results in my belief that the reduction to the 

return on equity should have been greater than fifty basis points. 

I would reduce the return on equity to 11.75%, the minimum amount 

necessary for Gulf Power Company to achieve a fair rate of return 

according to the record. 

At page 19, the majority states that there is no record 

evidence to indicate that the president of Gulf Power knew that 

illegal or unethical conduct was taking place as it happened. 

(Emphasis in original) The Order then goes into various incidents 

from 1983 through 1988 involving the president and Mr. Jacob 

Horton, Executive Vice President of Gulf Power. There is no need 

to recount those incidents again here. Suffice to say that in this 

case repeated instances of unethical/ illegal activity over the 

years by a close business associate give rise to knowledge in my 

view. This is particularly true in light of the warnings Mr -4 

Mccrary had received concerning Mr. Horton's mode of operation and 

the repeated warnings given by Mr. McCrary to Mr. Horton. I also 

have serious reservations concerning disparate disciplinary 

treatment between executives and lower-level employees. See 

majority opinion at pages 23-24. 

The unfortunate pattern of conduct present in this case should 

not be analyzed in terms of legal abstractions, but rather how a 

utility conducts its business in the real world. In my mind, the 

proper analysis hold's Gulf Power management responsible for the 

activities here and then reduces the return on equity in conformity 

with that responsiblity. I .would set the return on equity at 

11.75%. 

Commissioner Wilson dissented as follows: 

1) From the Commission's approval of Gulf's 1990 material and 

supply level. Commissioner Wilson would leave materials and 

supplies at the 1989 level. 

2) 
equity. 

From the Commisson' s approval of a 12.55% return on 

Commissioner Wilson favored a 12.8% ROE. 

3) From the Commission's reduction of the GS class to 1..4i 

times parity. Commissioner Wilson favored a greater reduction. 
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4) From the Commission's vote to eliminate seasonal rates for 
the RS and GS rate classes. Commissioner Wilson favored retaining 
seasonal rates. 

Commissioner Easley dissented as follows: 

1) From the Commission's vote setting the coal inventory as 
the lesser of 90 days burn or the amount maintained at the plant. 

2) From the Commission's classification of fuel stock as 
energy-related. Commissioner Easley would classify fuel stocks as 
demand-related. 

Commissioner Gunter dissented as follows: 

1) From the commission's disallowance of $31,813 for acid 
rain research. 

By ORDER of the Florida Public Service Commission, this 3 rd 
day Of OCTOBER 1990 

(S E A L 

MAP/RDV 

STEVE TRIBBLE, Director 
Division of Records & Reporting 

by· ~.~rds 

NOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW 

The Florida Public Service Commission is required by Section 
120.59 ( 4) , Florida Statutes, to notify parties of any 
administrative hearing or judicial review of commission orders that 
is available under Sections 120.57 or 120.68, Florida statutes, as 
well as the procedures and time limits that apply. This notice 
should not be construed to mean all requests for an administrative 
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hearing or judicial review will be granted or result in the relief 
sought. 

Any party adversely affected by the commission's final action 
in this matter may request: 1) reconsideration of the decision by 
filing a motion for reconsideration with the Director, Division of 
Records and Reporting within fifteen (15) days of the issuance of 
this order in the form prescribed by Rule 25-22.060, Florida 
Administrative Code; or 2) judicial review by the Florida supreme 
Court in the case of an electric, gas or telephone utility or the 
First District Court of Appeal in the case of a water or sewer 
utility by filing a notice of appeal with the Director, Division of 
Records and Reporting and filing a copy of the notice of appeal and 
the filing fee with the appropriate court. This filing must be 
completed within thirty (30) days after the issuance of this order, 
pursuant to Rule 9.110, Florida Rules of Appellate Procedure. The 
notice of appeal must be in the form specified in Rule 9.900 (a), 
Florida Rules of Appellate Procedure. 
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COMPANY: 
DOCKET NO.: 

GULF POYER COMPANY 
891345-EI 

TEST YEAR: DECEMBER 31, 1990 

co. 
LINE ADJ. ISSUE 

NO. NO. NO. 

1 PLANl IN SERVICE 

DESCRIPTION 

2 2 PLANT IN SERVICE 
3 • 3 SCHERER TAX ADDER ADJUSTMENT 
4 4 SCHERER ACQUISITION ADJUSTMENT 
5 5 NEU CORPORATE HEADQUARTERS 
6 7 NAVY HOUSE 
7 8 APPLIANCE DIVISION 
8 9 TALLAHASSEE OFFICE 
9 10 BONIFAY/GRACEVILLE 

10 12 LEISURE LAKES 
11 16 UNIT POWER SALES 
12 25 PLANT DANIEL 

;:Q 13 27 PLANT SCHERER 
0 14 29 REBUILDS & RENOVATIONS 
.:... 15 30 NETWORK PROTECTORS 
wt6 

17 Total plant in service 
18 
19 
20 ACCUMULATED DEPRECIATION 
21 3 SCHERER TAX ADDER ADJUSTMENT 
22 5 NEU CORPORATE HEADQUARTERS 
23 8 APPLIANCE DIVISION 
24 9 TALLAHASSEE OffiCE 
25 11 JDITC UNDERSTATEMENT 
26 16 UNIT POYER SALES 
27 25 PLANT DANIEL 
28 27 PLANT SCHERER 
29 29 REBUILDS & RENOVATIONS 
30 30 NETWORK PROTECTORS 
31 
32 Total depreciation reserve 
33 
34 Net plant in service 
35 
36 
37 CONSTRUCTION UORK IN PROGRESS 
38 13 LEVEL Of CUIP 
39 14 NON-AFUDC CWIP 
40 
41 Total CIIIP 
42 
43 

COMPARATIVE RATE BASES SCHEDULE 1 
16-Aug-90 
01:59 PM 

COMPANY FILING COMMISSION VOTE J---·---------------------------··---------------------------------JJ--------------------------------1 SYSTEM JURISDICTIONAL JURISDICTIONAL JURISDICTIONAL PER BOOKS PER BOOKS ADJUSTMENTS ADJUSTED ADJUSTMENTS ADJUSTED 

$1,275,624 
(55) 

0 
0 

(3,892) 
(23) 

(214) 
(24) 

0 
(142) 

0 
0 

(52,987) 
0 
0 

0 1,275,624 0 1,275,624 (57,337) 1,218,287 

454,964 
0 

(338) 
(7) 

(11) 
0 
0 
0 

(6,557) 
0 
0 

0 454,964 0 454,964 (6,913) 448,051 

0 820,660 0 820,660 (50,424) 770,236 

14,949 
0 
0 

0 14,949 0 14,949 0 14,949 



CC»1PANY: 
DOCKET NO.: 

GULF POWER COMPANY 
891345-EI 

TEST YEAR: DECEMBER 31 1 1990 

co. 
LINE ADJ. ISSUE 

NO. NO. NO. 

43 

DESCRIPTION 

44 PROPERTY HELD FOR FUTURE USE 
45 ' 6 CARYVILLE SOD FARM 
46 15 LEVEL OF PHFFU 
47 
48 Total prop. held for future use 
49 
50 
51 
52 ACQUISITION ADJUSTMENT 
53 4 SCHERER ACQUISITION ADJUSTMENT 

:::0 54 
C) 55 Total acquisition adjustment 
I 56 
~57 

58 Net utility plant 
59 
60 
61 ~RKING CAPITAL 
62 16 UNIT POWER SALES 
63 18 PREPAID PENSIONS 
64 19 RATE CASE EXPENSES 
65 20 FUEL/CONSERVATION OVERRECOVERIES 
66 21 TEMPORARY CASH INVESTMENTS 
67 22 HEAVY OIL INVENTORY 
68 23 LIGHT OIL INVENTORY 
69 24 COAL INVENTORY 
70 25 PLANT DANIEL 
71 27 PLANT SCHERER 
72 28 CANCELED SCS BUILDING 
73 31 OTHER INVESTMENTS 
74 32 OTHER ACCOUNTS RECEIVABLE 
75 33 MATERIALS & SUPPLIES 
76 34 OTHER CURR. ASSETS & MISC. DEF. 
77 35 CARYVILLE SUBSURFACE STUDY 
78 36 EXPENSE ADJUSTMENTS 
79 
80 
81 Total working capital 
82 
83 
84 TOTAL RATE BASE 

COMPARATIVE RATE BASES SCHEDULE 1 
16-Aug-90 
01:59 PH 

COMPANY FILING COMMISSION VOTE 

1--------------------------------------------------------··--------ll···---------------------··-----·l 

DEBITS 

SYSTEM JURISDICTIONAL JURISDICTIONAL JURISDICTIONAL 
PER BOOKS PER BOOKS ADJUSTMENTS ADJUSTED ADJUSTMENTS ADJUSTED 

31925 

0 31925 0 31925 

21317 

0 21317 0 21317 

0 8411851 0 8411851 

81 1711 

0 81 1711 0 811711 

0 9231562 0 923,562 

(135) (135) 
0 0 

(135) 31790 

(21317) 

(21317) 0 

(521876) 7881975 

0 
0 

(765) 
0 
0 

(576) 
(123) 

(61017) 
0 

(21 187) 
0 
0 
0 
0 
0 

(28) 
169 

(91527) 721184 

(621403) 861,159 

================ =============== =============== =============== =============== =============== 
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Gulf Power Company 
13-Month Average Capital Structure 
Test Year Er1ding 12/31/90 

COMMISSUN VOTE 

Company Pc r Book 

Company Adjustments (Specific) 

Subtotal 

Commission fl,.djustments (Specific) 

Subtotal 

Prorata (Otlocr Sources) (I) 

Subtotal 

Prorata Adjustments 

TOTAL 

io 
::0 0 ;tRate 
I • 

...., 1ghted Cost 
(1'1 

Jasis pt r.;duction to equity 

Weighted Cost With Reduction 

Calculation .,f JDIC Rate 

LONG 

TERM 

DEBT 

439,734 

(98,837) 

340,897 

7,282 

348,179 

(23,159) 

325,020 

( 13,070) 

311,950 

36.22% 

8.72% 

3.16% 

8.72% 

3.16% 

LONG 

TERM 

NOTE 

42,089 

(42,089) 

0 

0 

0 

0 

0 

0 

0 

0;()()% 

0.00% 

0.00% 

0.00% 

0.00% 

SHORT 

TERM 

DEBT 

4,432 

4,432 

0 

4,432 

(295) 

4,137 

(166) 

3,971 

0.46% 

8.00% 

0.04% 

8.00% 

0.04% 

Adjusted Cost Wtd. 
Capital Components Amount Ratio Rate Cost 
Common Equity 264,857 42.16% 12.55% 5.29% 
Preferred Stock 51,358 8.18% 7.75% 0.63% 
Long-Term _!l_:cb..::..:..t ____ 3~1~1,::.9.::..50 _____ 4;;..9_.6_6_:% ___ ~8.~7.::..2% ____ 4_._33_:?<-,-o-l 
Total 628,166 100.00% 10.26% 

Calculation <.f JDIC Rate with 50 basis pt reduction on the equity cost rule. 
Adjusted Cost Wtd. 

Capital Com~,>O:.::n:.:.e:::nts=-----::-::A~m:.::o:=::un:=-t----::R:::a::-:ti:=:o::-----:7-:Ra::=t-::c --:---:;C-::o-:;s:::;t --! 
Common Equity 264,857 42.16% 12.05% 5.08% 
Preferred Stuck 51,358 8.18% 7.75% 0.63% 
Long-Term ~:_:)cb=· .::..! ___ _:3:-:1-:-1 ::.•9..:;.507----:-::4:=:9_::.6::::6-::%:__ __ .::..8.:.::7.::..2:.::% __ ~4:---=-33=:-:%::-•--l 
Total 628,166 100.00% 10.04% 

(I) Deferre<t taxes·and ITCs huve been spccilicully identified for these items. 

PREFERRED 
STOCK 

67,432 

(10,278) 

57,154 

169 

57,323 

(3,813) 

53,510 

(2,152) 

51,358 

5.96% 

7.75% 

0.46% 

7.75% 

0.46% 

COMMON 
EQUITY 

367,404 

(63,994) 

303,410 

(7 ,793) 

295,617 

(19,663) 

275,954 

(11,097) 

264,857 

30.76% 

12.55%1 

3.86% 

12.05%j 

3.71% 

CUSTOMER 

DEPOSITS 

15,175 

15,775 

0 

15,775 

(1,049) 

14,726 

(592) 

14,134 

1.64% 

7.65% 

0.13% 

7.65% 

0.13% 

DEFERRED 

TAXES 

203,823 

(14,785) 

189,038 

(5,877) 

183,161 

0 

183,161 

(7,365) 

175,796 

20.41% 

0.00% 

0.00% 

0.00% 

0.00% 

ITC's 

Zero Cost 

858 

858 

0 

858 

0 

858 

(35) 

823 

0.10% 

0.00% 

0.00% 

0.00% 

0.00% 

ITC's 

Wtd. Cost 

48,068 

(5,793) 

42,275 

(2,402) 

39,873 

0 

39,873 

(1,603) 

38,270 

4.44% 

10.26% 

0.46% 

10.04% 

0.45% 

TOTAl. 

1,189,615 

(235,776) 

953,839 

(8,621) 

945,218 

(47,979) 

897,239 

(36,080) 

861,159 

100.00% 

8.10%1 

7.94%1 



COMPANY: 
DOCKET NO.: 
TEST YEAR: 

co. 
LINE ADJ. ISSUE 

NO. NO. NO. 

GULF POWER COMPANY 
891345-EI 
DECEMBER 31, 1990 

DESCRIPTION 

1 REVENUE FROM SALES OF ELECTRICITY 
2 48 PXT I STANDBY RATES 
3 • 49 NON-UTILITY ELECTRIC BILLINGS 
4 
5 
6 
7 

Total sales of electricity 

B OTHER OPERATING REVENUES 
9 6 CARYVILLE SOD FARM 

10 47 APPLIANCE DIVISION - USE OF LOGO 
11 
12 

;:ol3 
ol4 
I 15 
~16 

17 

Total other operating revenues 

Total operating revenues 

18 OPERATING EXPENSES: 
19 OPERATION & MAINTENANCE 
20 7 NAVY HOUSE 
21 27 PLANT SCHERER - NET OF IIC OFFSET 
22 29 REBUILDS & RENOVATIONS 
23 30 NETWORK PROTECTORS 
24 35 CARYVILLE SUBSURFACE STUDY 
25 50 SALARIES & BENEFITS 
26 51 BAD DEBT EXPENSE 
27 52 FUEL REVENUE & EXPENSES 
28 53 CONSERVATION REVENUE & EXPENSES 
29 54 OUT-OF-PERIOD, NON-RECURRING, etc. 
30 55 INDUSTRY ASSOCIATION DUES 
31 56 CURRENT RATE CASE EXPENSES 
32 57 881167-EI RATE CASE EXP~NSES 
33 58 BANK FEES & LINES OF CREDIT 
34 59 OUTSIDE SERVICES 
35 60 CUSTOMER ACCOUNTS 
36 61 COGENERATION & INDUSTRIAL PROGRAMS 
37 62 GOOD CENTS INCENTIVE PROGRAM 

COMPARATIVE NET OPERATING INCOME 
SCHEDULE 3 

16-Aug-90 
02:32 PM 

COMPANY FILING COMMISSION VOTE 
l------------------------------------------------------------------ll--------------------------------1 

SYSTEM JURISDICTIONAL JURISDICTIONAL JURISDICTIONAL 
PER BOOKS PER BOOKS ADJUSTMENTS ADJUSTED ADJUSTMENTS ADJUSTED 

0 

0 

0 

249,813 
16 
95 

249,813 0 249,813 111 249,924 

5,767 
(3) 
0 

5,767 0 5.767 (3) 5,764 

255,560 0 255,560 lOB 255,666 

113.382 
(B) 

4,070 
0 
0 

57 
0 
0 
0 
0 

(190) 
(20) 

(250) 
0 
0 
0 
0 

(426) 

38 63 GOOD CENTS IMPROVED & NEW HOME PROGRAMS 
(50) 

0 
0 
0 

39 64 ESSENTIAL CUSTOMER SERVICE PROGRAM 
40 65 ENERGY EDUCATION PROGRAM 
41 66 PRESENTATION I SEMINARS PROGRAM 
42 67 SHINE AGAINST CRIME 
43 68 IC DEVELOPMENT 
44 ION RELATED A&G 
45 A&G 
46 NG EXPENSES 
47 EXPENSES 

(55) 
(92) 

(667) 
0 
0 

(264) 
0 



COMPANY: 
DOCKET NO.: 
TEST YEAR: 

co. 

GULF POWER COMPANY 
891345-EI 
DECEMBER 31, 1990 

LINE ADJ. ISSUE 
NO. NO. NO. DESCRIPTION 

48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 

:::0 60 
oSI 
I 62 
"""'sJ 
"""'s4 

74 IRS, GRAND JURY. etc. 
75 PENSION EXPENSE 

' 76 STEAM PRODUCTION PERSONNEL 
77 RESEARCH & DEVELOPMENT PROJECTS 
7B EPRI I SCS DOUBLE COUNTING 
79 PLANT DANIEL ASH HAULING 
BO TRANSMISSION RENTS 
Bl PUBLIC SAFETY INSPECTION & HAINT. 
86 EMPLOYEE RELATIONS PLANNING UNIT 
87 LABOR COMPLEMENT VACANCIES 
88 TURBINE & BOILER INSPECTIONS 
89 PLANT DANIEL 
90 1989 UNCOLLECTIBLES CREDIT 
91 EMPLOYEE SAVINGS PLAN 
92 PRODUCTIVITY IMPROVEMENT PLAN 
93 PERFORMANCE PAY PLAN 
94 EPRI NUCLEAR RESEARCH 
95 PLANT SMITH ASH HAULING 

COMPARATIVE NET OPERATING INCOME 
SCHEDULE 3 
16-Aug-90 
02:32 PH 

COMPANY FILING COHHISSION VOTE 
1------------------------------------------------------------------ll--------------------------------l SYSTEM JURISDICTIONAL JURISDICTIONAL JURISDICTIONAL 

PER BOOKS PER BOOKS ADJUSTMENTS ADJUSTED ADJUSTMENTS ADJUSTED 

(5) 
0 
0 

(32) 
0 
0 

(423) 
0 
0 

(403) 
0 
0 
0 
0 

(339) 
0 
0 
0 65 

66 
67 
68 
69 
70 
71 
72 
73 
74 

96 EMPLOYEE RELOCATION & DEVELOPMENT PROGRAMS 
97 OBSOLETE MATERIAL 

(56) 
0 

75 
76 
77 
78 
79 

98 MANAGEMENT PERKS 
99 DUCT & FAN REPAIRS 

100 CUSTOMER SERVICES & INFORMATION 
101 MARKETING EXPENSES 
102 O&H BENCHMARK 

Total operation & maintenance 

80 DEPRECIATION AND AMORTIZATION 
81 3 SCHERER TAX ADDER ADJUSTMENT 
82 4 SCHERER ACQUISITION ADJUSTMENT 
83 5 NEW CORPORATE HEADQUARTERS 
84 8 APPLIANCE DIVISION 
85 9 TALLAHASSEE OFFICE 
86 12 LEISURE LAKES 
87 27 PLANT SCHERER 
88 82 REASONABLENESS 
89 
90 
91 

Total depreciation and amortization 

0 

0 

113,382 0 113,382 

4 7.701 

47,701 0 47,701 

(65) . 
0 
0 
0 
0 

762 114,144 

0 
0 

(lOll 
(12) 
(1) 
(5) 

(1,774) 
0 

(1,893) 45,808 
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COMPANY: 
DOCKET NO.: 
TEST YEAR: 

co. 
LINE ADJ. ISSUE 

NO. NO. NO. 

GULF POWER COMPANY 
B91345-EI 
DECEMBER 31, 1990 

OESCRI PTI ON 

9B TAXES OTHER THAN INCOME 
99 27 PLANT SCHERER 

100 • 4B PXT I STANDBY RATES 
101 B3 REASONABLENESS 
102 B7 LABOR COMPLEMENT VACANCIES 
103 
104 
105 Total taxes other than income 
106 
107 
lOB INCOME TAXES CURRENTLY PAYABLE 

~
09 B4 REASONABLENESS 
10 B5 Interest expense reconciliation 

1 11 N/A Effect of other adjustments 
;;f12 
--!13 Total income taxes - current 

114 
115 
116 DEFERRED INCOME TAXES (NET) 
117 N/A EFFECT OF ADJS. TO DEPRECIATION 
11B 27 PLANT SCHERER 
119 
120 
121 
122 
123 . Total deferred income taxes (net) 
124 
125 
126 
127 INVESTMENT TAX CREDIT (NET) 
12B 27 PLANT SCHERER 
129 
130 
131 Total investment tax credit (net) 
132 
133 
134 (GAIN)/LOSS ON SALE 
135 
136 
137 Total (gain)/loss on sale 
13B 
139 
140 TOTAL EXPENSES 
141 
142 
143 NET OPERA 

COMPARATIVE NET OPERATING INCOME 
SCHEDULE 3 

16-Aug-90 
02:32 PH 

COMPANY FILING COHHISSION VOTE 
1------------------------------------------------------------------l 1--------------------------------1 

SYSTEM JURISDICTIONAL JURISDICTIONAL JURISDICTIONAL 
PER BOOKS PER BOOKS ADJUSTMENTS ADJUSTED ADJUSTMENTS ADJUSTED 

-

20,B22 
(245) 

1 
0 

(30) 

0 20,B22 0 20,B22 (274) 20,54B 

--------------- --------------- --------------- --------------- --------------- ---------------
0 13,185 

0 
672 

(143) 

0 13 ,1B5 0 13 ,1B5 529 13,714 

0 1, 621 
45 

66B 

0 1,621 0 1,621 712 2,333 

(2,041) 
96 

0 (2,041) 0 (2,041) 96 (1,945) 

0 

0 0 0 0 0 0 

0 194,670 0 194,670 (67) 194,603 

0 60,910 0 60,910 175 61,085 
------~======== =============== =============== =============== ==============~ =============== 



(1) (2) (3) 

:::u RATE APPROVED APPROVED 
0 CODE RATE BASE PRES.NOI 
I ..... --------------- ------------CD 

RS $475,918 $29,345 
GS $33,448 $4.835 

RS-GS $509,366 $34,1BO 
GSD $176,009 $13,846 

LPILPT $104,427 $7,435 
PXIPXT $54.208 $4.363 
OS I-ll $13,431 $872 
os:.111 $613 $143 

ss $3,1 OS $246 

TOT.RET $861,159 $61,085 

GULF POWER COMPANY 
DOCKET NO. 891345-EI 

APPROVED REVENUE INCREASE BY CLASS 
BASED ON COMPANY'S 12 CP AND 1113TH COST OF SERVICE STUDY 

SUMMARY OF CLASS ROR'S AND X INCREASE (000 DOLLARS) 

( 4) (S) (6) (7) (8) 

INCREASE INCREASE TOTAL 
FROM FROM INCREASE 

PRESENT SERVICE SALES OF IN REQUIRED 
RORI INDEX CHARGES ELECTRICITY REVENUE NOI 

-------------- --------- ------------ ----------- ---------
6.17% I 0.87 $47 $8,652 $8,699 $34,676 

14.46X I 2.04 $47 ($1,655) ($1. 608) $3,850 
6.71X I 0.95 $94 $6,997 $7,091 $38,526 
7.87X I 1.11 $1 $1,817 $1. 818 $14,960 
7 .12X I 1. 00 $0 $2,351 $2.351 $8,876 
8.05X I 1.13 $0 $395 $395 $4,605 
6.49X I 0.92 $0 $202 $202 $996 

23.33X I 3.29 $0 ($48) ($48) $114 
7.92% I 1.12 $0 $29 $29 $264 

7.09% I 1. 00 $95 $11,743 $11,838 $68,340 

AUGUST 10, 1990 

(9) (10) 

X INCREASE IN REV 
FROM SALES OF ELEC 

RECOMMENDED ================ 
RORI INDEX WIADJ BASE 

--------------- ------------------

7.29X I 0.92 4.19% 6.58X 
11.51X I 1.45 -8.39X -11.04% 
7.56% I 0.95 3.10X 4. 77X 
8.SOX I 1.07 2.00X 3.50% 
8.SOX I 1.07 3.91X 8.06X 
8.50% I 1.07 1. 03% 2.m: 
7.42X I 0.93 4 .19X 5.38% 

18.60X I 2.34 -9.58X -14.29% 
8.SOX I 1.07 3.30X 3.68X 

7.94% I 1.00 2.79% 4.72X 

'"dgo ::3 ~2~ 1--3 
~ 

-...Jt-3!;1::1 n 1.0 ....,. ::r:: ~t) 
~ 0• . 
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f ' ATTACHMENT 5 
ORDER NO. 23573 
:CCCKET NO. 891345-EI 
PAGE 80 

PROPOSED RATES FOR GULF POWER COMPANY - DOCKET NO 891345-EI 

CURRENT COMPANY COMMISSION VOTE AFTER EXPIRATION 

RATES PROPOSED OF MANAGEMENT PENALTY 

INCREASE IN REVENUES $26,137,000 $11,838,000 

RATE CLASS 

RES !DENT! AL 
CUSTOMER CHARGE $6.25 $8.00 $8.00 $8.07 

ENERGY 
Oct - May $0.03148 $0.03489 
June - Sept $0.03716 $0.04114 
NON SEASONAL $0.03487 $0.03518 

RESIDENTIAL TOU 
CUSTOMER CHARGE $9.25 $11.00 $11.00 $11.10 

ENERGY 
ON PEAK $0.07797 $0.08623 $0.10218 $0.10308 

OFF PEAK $0.01378 $0.01608 $0.00529 $0.00534 

GENERAL SERVICE 
CUSTOMER CHARGE $7.00 $10.00 $10.00 $10.09 

ENERGY 
Oct - May $0.06174 $0.05441 
June - Sept $0.06348 $0.06423 
NON SEASONAL $0.05086 $0.05131 

GENERAL SERVICE TOU 
CUSTOMER $10.00 $13.00 $13.00 $13.11 

ENERGY 
ON PEAK $0.14727 $0.14324 $0.15711 $0.15849 

OFF PEAK $0.02296 $0.02188 $0.00511 $0.00515 

GS-DEMAND 
CUSTC"F'R CHARGE $27.00 $40.00 $40.00 $40.35 

KW Di. $6.25 $4.52 $4.52 $4.56 

EN ERG' $0.00641 $0.01424 $0.01289 $0.01300 

GS DEMAND TOU 
CUSTOMER $32.40 $45.40 $45.40 $45.80 

KW DEMAND 
MAXIMUM $2.96 $2.17 $2.15 $2.17 

ON PEAK $3.42 $2.44 $4.97 $5.01 

ENERGY 
ON PEAK $0.01395 $0.03269 $0.00445 $0.00449 

OFF PEAK $0.00302 $0.00692 $0.00445 $0.00449 

RC-80 



ORDER NO. 23573 
APPROVED RATES FOR GULF POWER COMPANY - DOCKET NO 891345-EI 

OOCJ<ET NO. 891345-EI 
PAGE 81 

CURRENT COMPANY COMMISSION VOTE AFTER EXPIRATION 
RATES PROPOSED OF MANAGEMENT PENALTY INCREASE IN REVENUES $26,137,000 $11,838,000 

RATE CLASS 

LP 
CUSTOMER CHARGE $51.00 $225.00 $225.00 $226.98 
KW DEMAND $6.25 $8.52 $8.50 $8.57 
SE MAXIMUM CHARGE $1.81 $1.83 ENERGY $0.00861 $0.00568 $0.00528 $0.00533 

LP TOU 
CUSTOMER CHARGE $51.00 $225.00 $225.00 $226.98 
KW DEMAND 

MAXIMUM $2.97 $4.15 $1.81 $1.83 
ON PEAK $3.35 $4.52 $7.21 $7.27 

ENERGY 
ON PEAK $0.01928 $0.01211 $0.00417 $0.00421 
OFF PEAK $0.00390 $0.00300 $0.00417 $0.00421 

PX 
CUSTOMER CHARGE $146.00 $570.00 $570.00 $575.01 

. KW DEMAND $7.50 $8.25 $8.25 $8.32 
SE MAXIMUM CHARGE $0.68 $D.69 
ENERGY $0.00521 $0.00445 $D.00409 $0.00413 

PX TOU 
CUSTOMER CHARGE $146.00 $570.00 $570.00 $575.01 
KW DEMAND 

MAXIMUM $3.56 $3.97 $D.68 $0.69 
ON PEAK $3.99 $4.32 $7.66 $7.73 

ENERGY 
ON PEAK $0.01299 $0.00984 $0.00406 $0.00410 
OFF PEAK $0.00242 $0.00262 $0.00406 $0.00410 

'• 
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GULF POWER COMPANY 

APPROVED STREET AND OUTDOOR LIGHTINO RATES 
PAGE I OF 2 

891345-EI 
TOTAL 

TYPE OF 
FIXTURE MAINTENANCE ENERGY MONTHLY 

FACILITY 
CHARGE CHARGE CHARGE CHARGE 

HIGH PRESSURE SODIUM (OS-I) 

5,400 LUMEN 

$1.95 $1.34 $0.74 $4.03 

8,800 LUMEN 

$1.96 $1.06 $1.05 $4.07 

20,000 LUMEN 

$2.26 $1.56 $2.13 $5.95 

25,000 LUMEN 

$2.81 $2.03 $2.68 $7.52 

46,000 LUMEN 

$3.17 Sl.61 $4.24 $9.02 

20,000 LUMEN • 

$4.31 $1.79 $2.13 $8.23 

46,000 LUMEN •• 

$9.09 $2.00 $4.24 $15.33 

20,000 LUMEN •• 

$10.79 $1.79 s2.I3 $14.71 

8,800 LUMEN ••• 

$6.14 $1.56 $1.05 $8.75 

;u MERCURY VAPOR (OS-I) 

0 
I co 3,200 LUMEN 

$1.44 $1.40 $1.03 $3.87 

1\) 
7,000 LUMEN 

$1.43 $1.04 $1.76 $4.23 

9,400 LUMEN 

$1.91 $1.66 $2.50 $6.07 

17,000 LUMEN 

$2.22 $1.73 $4.00 $7.95 

48,000 LUMEN 

$6.03 $3.16 $9.79 $18.98 

HIGH PRESSURE SODIUM (OS-II) 

5,400 LUMEN 

$1.95 $0.84 $0.74 $3.53 

8,800 LUMEN 

$1.75 $0.79 $1.05 $3.59 

20,000 LUMEN 

$2.26 $1.05 $2.13 $5.44 

25,000 LUMEN 

$2.80 $1.50 $2.68 $6.98 

46,000 LUMEN 

$3.17 $1.10 $4.24 $8.51 

20,000 LUMEN # 

$4.27 $1.92 $2.21 $8.40 

46,000 LUMEN # 

$3.81 $1.79 $4.39 $9.99 

8,800 LUMEN ••• 

$6.15 S0.76 $1.05 $7.96 

MERCURY VAPOR (OS-II) 

'"r;; 
7,000 LUMEN 

$1.41 S0.65 $1.76 $3.82 

@ @;; 
ool--37-lo 

17,000 LUMEN 

S2.21 $1.29 $4.00 $7.50 
N z~ 
~0~ 

17,000 LUMEN# 

$4.11 Sl.84 $4.29 S10.24 
• l:lj 

. z 
oo~o-3 

•• 

1.0 U1 
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GULF POWER COMPANY 
APPROVED STREET AND OUTDOOR LIGHTING RATES 

89I345-EI 

ENERGY RATES($ PER KWH) 

RATE CLASS 

OS-I AND OS-II 
OS-III 

OS-IV 

OS-IV CUSTOMER CHARGE: 

ADDITIONAL FACILITIES CHARGES 

30-FOOT WOOD POLE 
30-FOOT CONCRETE POLE 

RC-83 

RATE 

$0.02631 
S0.03751 
S0.03711 

$10.00 

$2.00 

$4.50 

ORDER NO. 23 57 3 
DOCKET NO. 891345-EI 
PAGE 83 
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Gui! Power Cor 'l'lfl\' 
Pest Qlhc:c I3r.x II f:l 
Pensacola. Floncj.S 3:!520 
ieiephone 904-.:34·838; 

;:. L . .=..ddison 
Pres10ent 

Mr. David Swafford 
Executive Director 

.Z\ugust 25 1 1978 

Florida Public Service Co~uission 
101 East Gaines Street 
Tallahassee, Florida 32304 

Dear Mr. Swaffor~: 

~ 
Gulf Power 

The present schedule for the proposeo Caryville Elec
tric Generating Pla .. \"lt \·;auld have the :first 500 megai,ratt unit 
placed in service in 1985 when our present estimates indicate 
~,_at vle neeo add.i tional capacity. Hov.rever, a possible alternate 
source of capacity may nO\·; be available to us at a substantial 
savings. 

The first 500 1 000 kilowatt unit at the Caryville Plant 
is estimated to cost $673 million or $1,346 per kilowatt. Georgia 
Pov:er Company is co:1s tructing four 818 megai•,'att units at its 
Scherer Plant in Georgia at an estimated cost of $574 per kiloi~'att. 
The primary reasons for the dramatic difference in estimated costs 
betiveen the ti·lO plants are ( 1) the earlier commitments for the 
Scherer Units negated some inflationary effects, (2) the Federal 
Clean .t.ir .Z;.ct of 1970 and the amendments of 19 77 to such Act 
requires S02 scrubbers at the Caryville Plant, but apparently 
does not require scrubbers at the Scherer Plant, and (3) the 
economy of size bet-.-;een the BOO's and the 500's. Due to a reassess
ment of t.,_e future ci.e;nand for electricity in their service area, 
Georgia has tentatively offered to s~ll Gulf 432 megawatts of 
caoacitv to be constructeci. at the Scherer Plant. This 432 mega
wa~ts o~ capacity would cost $333,504,000 ($1,346 - $574 x 432,000) 
less than an equivalent amount of capacity at the Caryville Plant. 

It is quite appa~~en t that this \·7ould be o! J..rr~ense 
benefit to the customers of Gulf Pm.rer Company i hm.•ever, ~'Le Co:o1pany 
must cancel present construction plans at the Caryville Plant in 
order to take adva.'1tage of this offer from Georgia Fo·...rer Company. 
The total costs involved in cancellation, including cancellation 
charges from manufacturers, would be approximately $20 million. 
Our auditors would require that this total amount be v.•ri tten-off 
in the year the ·aecisicn is made unless we have approval from the 
Co:-:-uTtission with primary jurisdiction (Florica Public Service 
Corr~-:'lission) to ,,;rite such charges off over a reasonable period of 
time "above the line" for rate-making purposes. iVith such e.pproval, 
the auditors could, under c:ddendu..Tt to P.PB Opinion No. Tv;o, allow 
us to account for the write-off in the same manner as allowed for 
rate-making purposes. 

RC-84 



August 25, 1978 

Obviously, Gulf PO\.;er Coinpany cannot suffer the total 
destruction of its financial viability that would result with a 
$20 million write-off in one fiscal year. We would lose our bond 
ratings, preferred stock ratings, commercial paper ratings, minimum 
indenture and charter coverages, and of course, \~~auld be unable to 
obtain funds from any external source. 

Therefore, we respectfully request that the Florida Public 
Service Commission approve the i'1rite-off over a five-year period of 
the total costs resulting from the cancellation of the present con
struction plans at the Caryville Plant that will enable us to nego
tiate for the purchase of the capacity in Georgia with potential 
savings to our customers in excess of $300 million. 

He know you "''ill have questions and need additional in for
ma tion. l,,e await your advice as to how \·le should proceed to obtain 
the requested approval. Your cooperation and prompt attention 
concerning this request will be greatly appreciated. 

Sincerely, 

;;?__ fl. ~ 
E. L. Addison 

ELA:paj 

be: Messrs. E. B. Parsons, Jr. 
A. E. Scarbrough 
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

---------------------------------
In the Matter of 

The presentation from GULF 
POWER COMPANY describing 
alternatives to the construction: 
of its planned Caryville 
generating unit being considered: 
by the company, and to explore 

. the possible accounting treat
me.nt of c:anc:ella tion charges 
associated with pursuing an 
alternative c:ourse. 

. ~ . : 
----------- --.:s,'iy-;_,~---.-:---- -------

DOCKET N0.780714-EU 

INFORMAL WORKSHOP 

.r.\. .• r::,~ •. 
c.." ·'t-'"''"' . FPSC Hearing Room 

Fl.e tc:her Building 

1 

~ ~ ~- \i:~· ~~ 
ttl¢-. .A ... ro / 

0'-'' <#~ . 
101 East Gaines Street 
Tallahassee, Florida 32304 

. .,".--. 
Met pursu~~.-t~·notic:e at 3:00 p.m. 

Monday, October 9, 1978 

BEFORE: 

APPEARANCES: 

COMMISSIONER PAULA F. HAWKINS, Chairman 
COMMISSIONER WILLIAM T. MAYO 
COMMISSIONER ROBERT T. MANN 

ROGER VINSON, of Reggs and Lane, Post Office 

Box 1290, Pensacola, Florida, 32576, Telephone NU&ber 

(904)432-2451, for Gulf Power Company. 

JOSEPH A. McGLOTHLIN, 101 East Gaines Street, 

Tallahassee, Florida, 32304, Telephone NU&ber (904)488-

7921, for the staff and the public: generally. 
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BARREtt G. JOHNSON, Commission General 

z counsel's Office, 101 East Gaines Street, Tallahassee, 

3 'Florida, 32304, Telephone Number (904)4BB-.7464, as 

4 advisor to the commissioners. 

& 
REPORTER BY: 
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CAROL C. CAUSSEAUX, RPR 
commission Rearing Reporter 
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!!Q.£!!~1.!!!!! 

CHAIRMAN HAWKINS: I understand that this 

is to be informal today but we will take 

appearances for appearance• sake. 

MR. VINSON: Madam Chairman, I am Roger 

Vinson, of the firm Beggs and Lane, Pensacola, 

Post Office Box 1290, 32576, for Gulf Power 

Company. 

MR. MeGLOTHLIN: I am Joseph A. McGlothlin, 

101 East Gaines Street, Tallahassee, Florida, 

appearing for the staff and the public generally 

MR. JOHNSON: I am Barrett G, Johnson, 

Commission General Counsel's Office, 101 East 

Gaines Street, Tallahassee, Florida, appearing 

as advisor to the Commissioners. 

CHAIRMAN HAWKINS: Would you like to int, 

duce the people at your table, since we arc 

doing this informally? 

MR. ADDISON: Yes, Madam Chairman, I will 

be glad to do that. I am Ed Addison, President 

of Gulf Power Company, Post Office Box 1151, 

Pensacola, 32520. 

On my far left is our Manager of Power 

Supply, George Layman, and on my right Arlan 

Scarbrough, who is Vice-President and Comptroll r 

RC-88 
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of the company. Next is Earl Parsons, who is 

Vice~Presi
dent of Electric Operations, and 

then Jim Babbitt, who is Manager of System 

Planning. 

We will proceed if you are ready. 

CHAI&~N 
HAWKINS: Surely • 

MR. ADDISON: Pursuant to our letter of 

4 

August 25, 1978, when we wrote to Mr. Swafford 

with a discussion of our generation expansion 

plans and the desire to possibly make some 

changes, it is my understanding that the 

Co~ission
 did want us to appear this afternoon 

and informally discuss what we have in mind 

and then be available to you to answer any 

questions. 

With that in mind, I will cover, hopefully 

fairly briefly and if you will pardon me because 

I have got a bad throat today, but I will get 

through it as quickly as we ean, an.d then my 

associates and I will be glad to answer your 

questions. 

I think I will start back and say that prio 

to the oil embargo, that the load forecasting 

business was a little more simple than it is 

today, and has been between the oil embargo and 

j 

j 

J 

j 

I 

I 
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5 

now. Prior to that time Gulf Power Company's 

system demand had been growing, varying somewher 

between 9 and 11% but with some fair degree of 

consistency for a number of years. 

In 1971 Gulf had under construction at 

that time a 500-megawatt unit at our Crist 

plant in Pensacola. It was due to come on the 

line in 1973, which it did. At that time, in 

our system planning studies and load projections. 

it was obvious to us that we needed additional 

capacity on our system somewhere in the late 

'70's, either '78 or '79, it appear~d at that 

time. So we set to work, working jointly with 

the site planning people and Southern Company 

Services and our own people, and we actually 

reviewed probably 30-some odd sites in a 

preliminary sort of a fashion and gradually 

narrowed them down. Then by October of 1973 we 

budgeted for the construction of two 500-megawat 

units. The first one was to go on the line in 

'79 and the next one was to go on the line in 

1981. And this at the time appearld to be 

necessary to fill our growing demand in our 

system. 

At that time really the units were not 

" 
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located. We had narrowed the sites down to 

three possible sites and it appeared that 

possibly the Smith plant might be a site that 

we would decide on and really when the units 

were first budgeted they were shown as going to 

the Smith plant in, or near, Panama City. 

In February of 1974, though, with studies 

progressing along, it was apparent at that time 

location for those 
that the most economic 

units would be in Caryville and so they were 

officially designated to go into the Caryville 

area with the '79 and '81 dates remaining the 

same. 
In October of 1974 the units were deferred 

to 1980 and '81 due to a change in our load 

growth, a slight decrease in our load growth. 

During this time, along in 1974, we started the 

site certification process at Caryville. Our 

studies had shown initially, and still .do, that 

that site was capable, and is capable, of 

housing about 3,000 megawatts. So we set out 

and ultimately, as far as the state is concerned 

certified the site for 3,000 megawatts, even 

tbough at the time we were only talking about 

tbe first two units of 500 megawatts each. 
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The licensing process was slow, and because 

it was slow it began to be apparent that we 

might have a problem getting the first unit on 

the line in 1980. Again, this was because of 

the fact that the oil embargo had already 

started having some very sharp effects on the 

load forecasts, not only in our system but 

obviously across the country, but I will deal 

only with those on our system, on the Southern 

Company's system. 

Mississippi had two units under constructio 

in Jackson County, Mississippi, later to be 

called the Daniel plant, and they were probably 

hit the hardest right off because Mississippi's 

load is more heavily industrial and they 

responded more quickly, I suppose, to the action 

of the Arabs, so they found immediately that the 

were going to have some capacity that they did 

not need. So, faced with that, they started 

looking around for a market for that capacity. 

They could either delay it, which. would, of 

course, to some degree increase the cost of it, 

or they could try to market that capacity on tbl\! 

Southern system, or otherwise for that matter. 

It appeared to us that it was an excellent 
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opportunit} to buy capacity. At that time that 

unit was scheduled on the line in 1979, but it 

was pretty obvious that it could be delayed a 

couple of years, if necessary, without any undue 

effect on the overall cost. So we made a 

decision, then, to defer Caryville further and 

to purchase the Daniel unit, one of the Daniel 

units, or half of those two 500-megawatt units 

in Mississippi, and in October of 1975 we put 

that unit in our budget. At the time we made 

that decision the estimated cost of the Daniel 

unit was $283 a kilowatt and of the Caryville 

units, the first unit, $687 a kilowatt. 

COMMISSIONER MAYO: Would you give me th.ose 

figures again, please? 

MR. ADDISON: Yes, sir. At the time we 

placed the Daniel unit in our budget and made 

the decision to negotiate with Mississippi and 

purchase half of that plant, the per unit cost 

at Daniel was $283 per kilowatt and at Caryville 

it was $687 per kilowatt. 

At .the time, then, when we made that 

decision the Caryville units were further 

deferred until 1982 and 1984. In 1976, with 

load projections continuing to go down, the 
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Daniel unit was deferred to 1980, In 1977, 

with the same trend continuing, Daniel was 

deferred until 1981. That is the second Daniel 

unit. The first Daniel unit went on and we~ on 

the line but our purchase was to be effective 

when the second unit went in service. So at the 

same time in 1977 Caryville No. 1 was moved to 

1985 and Caryville No. 2 to 1987. 

Now, in 1977 the Congress passed the 77 

amendments to the Clean Air Act, and later in 

'77 it was pretty obvious to us then that the 

effect of thos amendments would be to cause the 

units at Caryville to have to have scrubbers, 

which would greatly increase the cost of them, 

obviously. Now, we began at that time to study 

what alternatives might be available to us late 

in 1977, but at that time there were none that 

we could see. 

All of the companies on the Southern system 

were continuing to look at their loads, as we 

do, and the system planning group of Southern 

Company Services was continuing to take a look 

at the combined loads and the combined 

generating capacity being constructed on the 

Southern system. I have some firsthand knowledg 
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of that because at that time I was serving as 

Executive Vice~President of Southern Company 

Services and the planning area was one of my 

primary responsibilities. 

Early in 1978 Georgia began a new load 

forecast study and we in the planning group of 

the service company at that time felt that it 

was a pretty certain thing that the Georgia 

load would be decreased again because the 

trends were just indicating still a further 

downward direction for their load growth. 

We went to work and put together some possible 

alternatives then to Caryville and one of those 

alternatives was for Gulf and Mississippi to 

study the possible purchase of a portion of the 

Scherer units if Georgia no longer needed them. 

There was another alternative that we 

considered, and which I really don't think we 

need to get into but I will just mention it 

so you will not think that we are just 

concentrating on one thing, and that was that 

we were taking a look at the possibility of 

changing the 500 units possibly to 800-megawatt 

units if we could find someone to share them 

with us, because with the addition of scrubbers 

0 
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the per unit cost spread was becoming much 

greater between the 500s and the BOOs. So 

that was an alternative that we were also 

looking at. 

In April of 1978 Georgia did, in fact, 

revise its load forecast, which indicated that 

there was some capacity available in the 

Scherer that could be put on the market. 

Because of the fact that the Scherer units have 

been under a program of continuous construction, 

as we view it, under the specifications of the 

amendments to the Clean Air Act of 1977, it 

appears to us that the Scherer units wi~l not 

have to have scrubbers and that makes them a 

much lower cost unit than we will ever see 

built on the Southern systam again. 

CHAIRMAN HAWKINS: Ia that an actuality? 

In my letter it says "Apparently it does not 

raquire scrubbers." Why "apparent;ly" because 

it either dQes or it doesn't, or are they 

negotiating? 

MR. AJ)D.ISON.: In dealing with the fedeore.l 

government we have gottan to the point that we 

don't ever say anything is for sure. Georgia 

has all of the permits that they need. 
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CHAIRMAN HAWKINS: The Scherer plant is 

permitted in toto~ 

MR. ADDISON: In toto, yes, and our people, 

Mrs. Hawkins, who work with this thing every 

day tell us that almost a positive fact is that 

the first two units will not have to have 

scrubbers. There is some possibility that there 

could be an interpretation that would require 

the last two units to have scrubbers. It is our 

firm belief that none of the four should, under 

the amendments of 1977, be required to have 

scrubbers. We think that all of the criteria 

is met and they will not have to have scrubbers. 

That is the best that we can do. That is our 

best information, and I will talk about the cost 

involved if we are wrong in just a minute. 

CHAIRMAN HAWKINS: All right. 

MR. ADDISON: Following the decision in 

April by Georgia to lower their load forecast 

again, Mississippi and Gulf and representatives 

from the planning group in Southern Company 

Services had a meeting to discuss the possi-

bility of us purchasing into the Scherer plant. 

The planning people bad been talking to the 

Georgia folks, they were willina to take a took 
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at it and were willing to talk about it. We 

stopped all expenditures on Caryville at that 

time. We felt that the little bit of loss of 

time and savings in dollars could be very 

meaningful. The savings in the dollars could 

be very meaningful and the loss of the time 

would not be that great until we could get 'some 

resolution as to whether or not it was a viable 

thing for us to participate in, so we stopped 

expenditures at that time. 

On the 4th of August we met for the first 

time with Georgia. Mississippi and Gulf and 

the Southern Service Company was also p1:esent. 

We discussed how we might go about p.urchasing 

capacity from the Scherer units. The meeting 

went very well and it gave us reason to believe 

that there is a good possibility that we could 

work out a purcha, .. e and work out the transmissio 

requirements a,nd can, in fact, bring it llbout 

with a little hard work on our part .• 

On the &th of August we came to have a 

preliminary and very informal discussion with 

the staff of the Commission, to tell them what 

we were about because we were in registration 

for a bond sale and we felt that we had to say 
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something about it in the registration statement 

and did not want the Commission reading about it 

in the newspapers. Plus the fact that we 

really wanted to start getting something started 

here to consider what might be involved. Then 

on the 25th of August, we, pursuant to our 

discuss:l.on with the staff, wrote a letter to 

Mr. Swafford outlining what we proposed to do. 

Now, the cost of the Scherer units, if we 

are to buy into them, we will buy a portion of 

all four units. We will buy into the units on 

a timely basis, beginning in 1985, and we would 

pay on the construction of Unit No. 3 on the 

same type of schedule as though we were building 

a plant that would go into service in 1985. So 

in 1985, then, we would purchase 216 megawatts, 

and that would be 216 megawatts out of all 

three units, tota~ amount of capacity, but it 

would not be. Just Unit No. 3 but would be in 

all three units. 

ln 1987., when the fourth unit goes on the 

line, we would again be purchasing another 216 

megawatts, which would make a total of 432 

megawatts out of that plant, and we would then 

RC-99 
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own 13.37, I think it is, percent of the total 

plant. 
Now, the cost to us, the present estimates 

say, and these figures are a little bit differen 

than the figures in my letter because we are 

constantly updating them, but our present 

estimate of the first unit at Caryville is that 

it will cost us $1,405 per kilowatt; that the 

four units at Scherer will average out $592 a 

kilowatt. If you multiply those two figures 

by the 432 kilowatts involved, it would say that 

on that amount of capacity we could save 

$51.3 million by buying that amount of capacity 

from Scherer rather than constructing a like 

amount of capacitY at Caryville. 

There are three basic reasons for the 

difference, the very dramatic difference in 

cost. Number one, the units a Scherer will not 

have to have scrubbers. Number two, the 

economy of scale between the soos and the SOOs 

and, n~er three, the time frame during which 

those units are being constructed and the 

affects of inflation during that time frame. 

Now, in order for us to do that we would 

cancel the two 500 units on order for Caryville, 

•• 
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which we have, in fact, stopped construction on 

pending a final decision. It is our estimate 

at the present time, subject to further detailed 

review and final negotiations with the 

manufacturers and the suppliers, that our 

cancellation charges will be somewhere in the 

neighborhood of $20 million. We are fairly 

certain that it will not be greater than $20 

million. The land would remain because it is a 

good plant site and we believe that we will 

build a plant there in the future. The environ-

mental licensing effort, we think that we will 

be able to utilize this in the future when we 

build whatever size unit we might build there, 

and so those two costs we would continue to 

carry on our books. 

Now, in the event that the second two 

units at Scherer have to have scrubbers it will 

add some additional cost, and I thought I had 

those numbeTs but I do~-t, but we can get them 

for you, and we end up still with a tremendous 

savings compared to the Caryville units. It 

does very little to -- of course, it adds a 

large number of dollars but yet it does not 

nearly wipe out the difference between the 
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savings. 

So what we are saying to you is this: 

That we have been through a long and arduous 

planning process leading toward the construction 

of two units at our Caryville plant, a sound 

planning process. This Commission reviewed that 

planning process subsequent to the licensing 

and found that we needed additional capacity. 

They said at that time that if we could find 

any alternatives that we should continue 

looking for them, and we did one at Daniel and 

now I think we have the opportunity again at 

Scherer. I think that our planning bas been 

good and prudent, it still is a good plan, 

we can continue, but I think that it would be 

foolish for us to continue if, in fact, we can 

buy capacity somewhere else with the kind of 

savings that we are taking a look at. 

Now, my accounting people tell me that 

$350 miLlion if you stretch it out over the 

30-year life o:f the plant, would mean at least 

$1.5 billion to our customers. 

In order for us to be able to do that and 

to proceed, we need help with this Commission, 

as I outlined in my letter, to allow us to 
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recover these costs, and we have suggested 

that the $20 million, we have suggested over 

a five-year period, obviously that can be 

18 

adjusted, otherwise we are forced by accounting 

principles, et cetera, to write it off in the 

year that the decision is made and it would 

financially ruin our company. I pointed out 

some of the details on that in my letter. 

So we are here today to discuss it with 

you and to ask you for some prompt and positive 

action on our request so that we can proceed 

in our negotiations with Georgia to see if we 

can't bring this to a successful conclusion. 

COMMISSIONER MANN: What is the transmissio 

problem? 

MR. ADDISON: There are transmission 

problems because obviqusly with that amount of 

capacity that distance away from Gulf intitially 

we will have some additional transmission costs. 

However, our studies show that by the time we 

get to 1985 -- what is the date? 

MR. BABBITT: I believe it's 1992. 

MR. ADDISON: That by 1992 the transmission 

charges will have equalized because then we a~e 

coming back and putting capacity at Caryville. 
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So we will have some transmission costs early 

on but, again, it is not that substantial. One 

of the reasons for that is because we are an 

integrated system and that is one of the things 

that we are going to have some hard negotiations 

with Georgia about because, obviously, Georgia 

wants to make sure that they aren't giving 

anything away, and we want to make sure that we 

are not paying for something that we are not 

getting. Rut that is something that is going 

to be one of the toughest things in the 

neogiations is to determine how to settle the 

equity in the transmission costs. But, as far 

as electrically speaking, it really is not a 

great problem. 
COMMISSIONER MANN: So what you are saying 

is that the transmission line presently in place 

is adequate to accommodate this change in your 

plans'l 
ltR. ADDISON: No, sir, 1 would not say that 

1 think that we will have to add transmission 

and it depends to some degree on what is done 

inside of Georgia, but I think that very 

definitely we will have to see a 500 line built 

from the Farley plant in Alabama down into our 
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service area, into the Caryville site and on 

over toward Crestview. So we will have to build 

that early on. However, we would ultimately 

have to build that, anyway, but we will have tha 

construction earlier. So we will have some 

transmission costs earlier than we would other-

wise. 

COMMISSIONER MAYO: Why would you have to 

build it? 

MIL ADDISON: In order to move that amount 

of power into our service area. 

COMMISSIONER MAYO: You said that you would 

have to build it ultimately, anyway, 

MR. ADDISON: To handle the shifting of the 

loads. Just to handle the loads at that time 

out of Caryville. It will have to be built 

to move the power because we are dealing with 

a situation where if you have say a unit at 

Caryville, in whatever, 87, 89, somewhere out 

in there, and let's say that you lost that unit, 

then you have got to have the transmission 

capability to move that. 

COMMISSIONER MAYO: So what you would be 

doing, then, would really be strengthening your 

already existing in•ties with the other stati,ons 
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MR. ADDISON: Yes, that is correct. 

COMMISSIONER MANN: How far away is 

Scherer, where is it located? 

MR. ADDISON: Scherer is about half-way 

between Atlanta and Macon, if I have that 

correct, and I believe it's about 300 miles, 

if I am not mistaken. 

COMMISSIONER MANN: What is the route by 

which that electricity comes into the Gulf 

system? 
MR. ADDISON: Right now the most direct 

route that we have is the 230,000-volt line 

that goes from our Smith plant in Panama City 

up into Thomasville, Georgia. That is the 

strongest tie that we have at the present time 

and that is one of the reasons that we would 

have to strengthen the transmission ayste11l 

going in.to Georgia. 

Georgia will have at that time, by 1985, 

a 500-line coming from Plant Hatch, I believe it 

is, in GeoTgia down to Plant Farley. Am I 

correct? 
Okay. That's Plant Farley in 

Alabama, and Plant Farley is near Dothan. •• 

you may recall, and then we would have to w.o~k 
out an arrangement with Alabama to get 500 KV 
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constructed from Farley down into Florida. 

COMMISSIONER MAYO: What would your 

continuing transmission loss be on this arrange-

ment, as opposed to the Caryville plant1 

MR. ADDISON: Jim, can you answer that for 

me1 What is the additional transmission loss? 

Is there any great amount of additional losses 

involved? 
MR. RABBITT: I don't think there will be 

a lot of difference in losses. 

MR. ADDISON: Not a lot of difference in 

losses, and sometimes that is hard to under· 

stand but, again, it is because of the integrate 

system effect. 
MR. PARSONS: May I expand on that? 

MR. ADDISON: Sure. 

MR. PARSONS: I think essentially the 

Caryville site, the original plans, that we got 

it certified for four units but the original 

plans were tO bUild tWO 500-megawatt UnitS . 

Those tWO sao-megawatt units could be handled 

by a 320 KV transmission line. The load center 

priul:'ilY would b.e still in the caryville area 

to serve the total part of the northwest part 

of the 11tate. By buying into the Sche-rer unit 

we would need the 500 KV line from Plant Farley 
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down into the Caryville area, and the fact that 

rou had the different distance the 500 KV would 

account for some of those losses that you would 

have bad in the lower transmission voltages. So 

the fact that we are going to 500 now can bring 

that amount of power down to this location 

rather than have a plant there accounts for some 

of it. I don't know that we made any studies on 

the transmission losses per se because of the 

fact that we are still in the negotiating stages 

now. 
COMMISSIONER MAYO: What about this Daniel 

plant1 As I understand it, the first unit, you 

are going ahead with that1 

MR. ADDISON: Yes, sir. 

COMMISSIONER MAYO: And the second urtit bas 

been indefinitely delayed1 

MR. ADDISON: No, sir. The second unit 

will come on line in 1981. The first unit is on 

the line and running and the second unit will 

come on the line in 1981, and at that time then 

Gulf will own an undivided one-half interest in 

tb,at plant. 

COMMISSIONER MAYO: So you are going ahead 

with your plans, then,for the acquisition of an 

RC-108 
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interest in Hississippi? 

MR. ADDISON: Yes, sir. 

COMMISSIONER M;.YO: Am the planlJ that you 

are talking about now are all up into what year? 

MR. ADDISON: There's a 1985, the first 

purchase would be 216 megawatts in 1985, and 

the second 216 in 1987. 

COMMISSIONER MAYO: So you are 8 or 9 or 10 

years away from any further utilization of the 

Caryville site, is that correct? 

MR. ADDISON: Yes, that is correct. 

COMMISSIONER MAYO: Row much land do you 

have there? 

MR. ADDISON: I think we have about 1400 

acres and we need about twice that much now that 

we have to use scrubbers. So we probably are 

going to start a pretty -- not intensive -- but 

pretty aggressive plan to go ahead and putchase 

some more land there. 

COMMISSIONER MAYO: What about the Daniel 

plants, do they have to have scrubbers? 

MR. ADDISON: No, sir, they don't. They 

have to bul."n low sulfur coal and they are buying 

that coal from out west. If they did not burn 

low _sulfur coal they would have to have scrQbber 
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But the amendments to the Clean Air Act of 1977 

take away that right. You cannot meet the 

standards by using low sulfur coal. You have go 

to remove a certain percentage of the sulfur 

dioxide regardless of the percentage of sulfur 

coal that you are burning. 

COMMISSI~NER MAYO: What about the fuel at 

the Scherer plant1 

MR. ADDISON: The Scherer plant will burn 

low sulfur coal and the majority of that is 

contracted for. 
coMMISSIONER ltAYO: And they won't require 

scrubbers there? 
MR. ADDISON: No, sir, and that's what we 

are saying. We do not believe that but there 

is a possibility tbat the last two units would 

have to have, but we don't believe that they 

will, although there still would be an economics 

advantage to us. 
COMMISSIONER MAYO: Now you have been 

planning on these Caryville units, and you 

started off talking about dates a long time ago. 

Is that going back to 19711 

MR. ADDISON: We started looking at the 

need for additional capacity in 1971. Really, 
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the first date we ever put down for additional 

capacity that ultimately ended up being the 

Caryville plant was for 1978, and that was 

rather short-lived, and then there was the 

1979 target date that we had. 

COMMISSIONER MAYO: When did you start 

planning this $20 million? 

MR. ADDISON: Well, the $20 million I guess 

was started from the time we really zeroed in 

on the site, because when you get the site 

decided upon at that time the requirements were 

already here about what we had to do for site 

licensing. We started doing the environmental 

monitoring, environmental studies, preliHinary 

engineering studies, layouts, and so on, at 

that time. It is a long process. When you take 

a look now at building a new site, a new fossil• 

fired site, you are looking at seven or eight 

years and this ts an awfully long time. When 

you think that those two units alone would cost 

us in the neighborhood of one and a quarter 

billion dollars, it would seem that we were just 

awfully lucky to catch it when we hadn't 

spent but $20 million. 

COMMISSIONER MAYO: How much of this $20 
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million is so-called cancellation charges? 

MR. ADDISON: ~eally, there are very little 

"cancellation" charges, as I would put it. Most 

of this money is dollars that have already been 

spent by the manufacturers in engine~ring, 

design, and some manufacturing. And so that is 

why we are not all that definite with you about 

the figure. We put in a little bit of fluff in 

there to take care of some cancellation charges, 

per se, but most of the money we feel will be fo 

work that has actually been done, money that has 

been expended in getting ready. 

COMMISSIONER MAYO: Are these units so 

unique in design that the work that has been 

done by the manufacturers might not be completel 

salvageable with some other unit ordered by 

somebody else at some other time in t.he fore-

seeable future? 

MR.. ADDISON: There is a possibility of tha 

but the problem that we are faced with is that 

every other utility in the United States has had 

the same thing happen to them that happened to 

us, and that is load growth curtailed, and so 

the manufacturers just have a lot of capacitY on 

their bands and there are a lot of units that 
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people are looking to cancel. So we have that 

problem now and that is another facet of some 

of the equipment. We think that there is a 

possibility that some of this equipment can .be 

used elsewhere on the system and we are taking 

a look at that and any equipment that could be 

used, of course, would be a reduction in this 

amount of money that we are talking about. 

CHAIRMAN HAWKINS: But you don't have a 

list of that yet? 

MR. ADDISON: No, ma'am, but just as an 

example, one thing is the precipitators. We 

have a commitment for the precipitators for thee 

two units. There is a possibility that we are 

going to have to add new precipitators on our 

Crist 6 and 7 units at Pensacola at a cost of 

abo~~ $35 million to get that much more out of 

the stack, and if we do then, you know, we know 

for a fact that one of these precipitators could 

be used there. Whether or not they both could, 

I don't know, and so if that took place then 

that money would not be lost at all but we would 

be utilizing that equipment. 

COMMISSIONER MAYO: I notice that you have 

not made any reference to. any of thcs planning fo 

''.I 
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construction within the southern companies of 

nuclear units. You have some, don't you? 

MR. ADDISON: We have some, yes. Georgia 

has one unit that is on the line and one coming 

on, or it is already on. Is Hatch 2 on or not? 

MR. BABBITT: It's scheduled for 1979. 

MR. ADDISON: Well, I think it will make it 

in '78, but in Alabama the Farley plant is there 

they have one unit on the line and another one 

coming on shortly. The Vogle plant in Georgia, 

which is jointly owned by Georgia and some of 

its neighbors up there, as is the Scherer plant, 

in fact, they had about $100 million invested 

in the Vogle units and they have been trying to 

find a way to get them underway again and they 

have now done that in cooperation with OEMC, 

MEAG and the City of Dalton. 

Beyond that, there are no nuclear units 

on the drawing board on the Southern system 

for the simple reason that the capital cost is 

so very high and the licensing so uncertain that 

it's worse than going to Las Vegas. lou are 

really taking a tremendous gamble that we d9n't 

feel prudent businessmen can take to initiate 

further construction of nuclear units Until 
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something is done about licensing policies in 

this country. 

COMMISSIONER MAYO: But none of your 

planned acquisition of power from sister 

companies, whether it be Mississippi or Georgia, 

involves any nuclear generation? 

MR. ADDISON: No, sir. 

CO~IISSIONER MAYO: They are going to keep 

the best for themselves? 

MR. ADDISON: Yes, sir, and I don't know 

whether we could financially d.o it. The cost 

per kilowatt is pretty high and there are other 

restrictions, too. 

CHAIRMAN HAWKINS: Will any of this expense 

benefit any other customer in Florida besides 

the Gulf Power customer1 

MR. ADDISON: No, ma'am. 

CHAIRMAN HAWKINS: It's restricted to those 

MR. ADDISON: Th•t's xigbt, Of course, you 

are well aware that we serve Florida Public 

Utilities and four co-ops. 

CHAIRMAN HAWKINS: Are you still e~empt 

fxom the Grid bill? 

CO~lSSlONER MANN: Administratively but 

not legally. 
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MR. ADDISON: Thank you, Judge, foT that 

TUling. 
COMMISSIONER MAYO: Let's turn this thing 

around for a minute. You have talked to us 

about the potential savings to Gulf to go this 

route. 
MR. ADDISON: It's to our eustomeTs, 

reallY· 
COMMISSIONER MAYO: All Tight, Gulf and its 

customers. But, now, savings usually work two 

ways. Somebody has got some suTplus power that 

they obviously don't need in ordeT for Gulf to 

be able to do this. 
MR. ADDISON: Yes, sir, that is coTTeet. 

COMMISSIONER MAYO: What aTe the advantages 

on the other side of the coin, to the Georgia 
What is this 

Power Company and its customers? 

happy marriage all. about? 
MR. ADDISON: Georgia is faced with the 

possibility o.f having to delay the units, which 

will incTease the cost of them if theY are 

delayed. Not only will it increase the cost of 

them from the inflationaTY standpoint, but it 

will increase the cost of them by forcing the 

addition of scrubbers. I.t just reallY looks as 
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if it would not be the prudent thing to do, if 

Georgia could market that capacity, to have 

constructed additional capacity at lower cost 

that we will ever see again. 

COMMISSIONER MAYO: Is there any way to 

bring about any sharing of these savings between 

the Gulf ratepayers and the Georgia ratepayers? 

MR. ADDISON: That is exactly what we are 

proposing to do, is for us to share in the 

savings available in those units. That is 

exactly what we are talkin.< ahout. 

CO!WtSSIONER MAYO: So tb-:? are going to 

save sorn.thirg, too they can avoid delay. 

MR. ADDISON: Well, it is going to mean tha 

those units will not cost more money ultimately. 

COMMISSIONER MAYO: So they are going to 

save? 

MR. ADDISON: Yes, I think that they are 

olng to save, that's right, but I don't think 

'r savings will be as great as ours. I 

~' 'nk it is a prudent move on both our parts, to 

he straightforward about it. 

CHAIRMAN HAWKINS: If Georgia bad to cancel 

what would their cancellation costs be? 

MR. ADDISON: Mrs. Hawkins, I really have 

RC-117 



! 

I 

I 
~ 

I 
• I 

2 

3 

4 

6 

8 

7 

8 

9 

10 

11 

12 

13 

14 

16 

18 

17 

18 

19 

20 

21 

22 

23 

24 

33 

no idea, and they would not cancel. What I 

would suspect that they would do would be to 

simply delay those units because it would not 

be, probably would not be an undue delay. 

I think one of the problems that Georgia 

is faced with is that they are under contract 

with their associates in Georgia, the municipal 

group, the co-op group and the City of Dalton, 

to have this capacity on the line on the dates 

that it is scheduled, and I think that that is 

one of the things that is motivating them 

because they want to honor those contracts, they 

want to have that capacity available for them, 

and trying to find some way to market the 

additional capacity so that they can proceed on 

that schedule, and this is one of the ways that 

they see to manage that without building 

capacity ahead of their needs. 

COMMISSIONER MAYO: You may have already 

told us this but if you did I have forgotten. 

What part of the total capacity of these Georgia 

plants, now, are you contemplating acquiring 

percentages of? 

MR. ADDISON: All right, sir. We will be 

acquiring roughly 26.7X of those four units. 
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That is a total of 818 times 4, which is the 

total capability of that plant site. 

CHAIRMAN HAWKINS: Who owns the balance? 

MR. ADDISON: Excuse me, exctlse me just a 

minute. Ours is half of that, I'm sorry. That' 

what Georgia owns. Georgia has 26.7%. That's 

what Georgia will own if we do what we are 

talking about. OEMC, which is the Oglethorpe 

Electric Membership Co-operative, will own 

30%. The Municipal Electric Association of 

Georgia, or MEAG, will own 15.1%. Gulf and 

Mississippi each will own 13.37%, and the City 

of Dalton will own 1.4%. The one qualifier I 

might put on that is that I do not believe that 

the Oglechorpe Electric Membership Co-operative, 

I don't believe that they have exercised that 

option yet but Georgia anticipates that they wil 

That's what the breakdown looks like. 

COMMISSIONER MAYO: Is a certain factor of 

reserve capacity being built into these fot1r 

plants to become a part of the overall reserve 

capacity of the Southern Company system? 

UR. ADDISON: Yes, that is correct. Our 

targeted reserves right now, Mr. Mayo, are a 

minimum of 15%, which we do not believe to be 
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an adequate level of reserves, but financially 

we be1ieve that that is where we a~e going to 

have to go ultimately because of the fact that 

load forecasts have been coming down consistent! , 

and we are still a ways from getting down to 

15%. As an operating man I hope we never get 

there, because there are going to be some sad 

days and our phone is going to buzzing and your 

phone is going to be buzzing because the lights 

are going to be off when we get to 15%. 

We have been operating on our system with 

reserves in the neighbo~hood of 20 to 25 to 30% 

and we have one or two days that I can recall 

that we had to cut customers off in some 

discretionary manner and we have had other days 

when we were so close to it that we all sweated 

until the sun went down and it cooled off in the 

evening. While we have done a great amount of 

work in improving the reliability of our units, 

the availability is up on our units, it is not 

going to compensate for the reduction in the 

service. 

COMMISSIONER MAYO: I have about ~un out 

of questions. Does the staff have any 

questions? 

l 
j 
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MR. McGLOTHLIN: Yes, we have a few. 

I have a few questions, Mr. Addison. What is 

the time frame involved? Is there a point at 

which your cancellation charges will be greater 

than $20 million when you make the decision, or 

is there a point in time when Georgia Power will 

withdraw its offer to sell? 

MR. ADDISON: Joe, I think the manufacturer 

are working with us as best they can and they 

have some constraints, too. Right now we a-re 

still at the stage of them saying, "Let's do 

something as quickly as we can, we a-re hurting," 

and obviously the longer we wait I think the 

more of a problem we will be into on that. I 

cannot give you a specific time. 

As far as Georgia is conce-rned, I think the 

have to have a decision from us fairly early in 

the year and, really, the quicker we have a 

decision and conclude our negotiations the 

better off we will all be. But, other than 

saying maybe the first quarter or somewhere it' 

that range, nobody has said. to me point blank, 

you know, "This is what we have got to do." 

I know this, though; that construction is 

moving on on those first two units and they need 

I 
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to know where they are going. I think it is 

important that we, as early as is practical, 

give them an answer. 

MR. McGLOTHLIN: But you really are looking 

at the first quarter of the coming year? 

MR. ADDISON: Well, what I am saying is 

that I would like to have that be the outside. 

MR. HcGLOTHLIN: You have delayed 

construction of the Caryville units before. 

When you delay rather than cancel do you run 

into costs of any magnitude? 

MR. ADDISON: Well, you do run into costs 

because all of these contracts have escalators 

based on costs of living, plus all of the 

various indices and, yes, we do run into costs 

for delay. 

MR. McGLOTHLIN: Just for the sake of 

comparison can you tell us the costs that were 

incurred by delaying the last time around? 

MR. ADDISON: No, I can't tell you that. 

I think the only thing that I could do would be 

to give you a little bit of a rundown to show 

you how the estimated total costs on the units 

have escalated over the years, and this has just 

been phenomenal • 
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That doesn't really answer your question 

but it speaks to it to some degree because 

when we first took a look at these units in 

1973 our estimate at that time was that they 

would cost $316 per kilowatt, and everybody 

thought that was a good estimate, and now we 

are up to $1,405 per kilowatt and 1 think that 

is a good estimate. 

MR. McGLOTHLIN: You have suggested a five-

year amortization period. Is that beginning at 

any particular time or what leads you to suggest 

five years? 

MR. ADDISON: 1 am going to let Mr. 

Scarbrough answer that, if you don't mind. 

MR. SCAR'BROUGH: 
There is nothing magic 

about the five-year period. We felt like five 

years was a reasonable period of time, and that 

is the period of time that formerly the 

Federal Power Commission, now the Federal 

Energy Regulatory Commission. that is the period 

of time which they have allowed on several 

occasions in the past for write-offa of this typ • 

So there is nothing magic about the five years 

but it is just what we consider to be a 

reasonable period and it seems to be a precedent 
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l-IR. HcGLOTHLIN: But it wasn't geared to 

the time of construction or the alternative, 

or any other considerations? 

MR. SCARBROUGH: No. 

38 

HR. McGLOTHLIN: You speak of being allowed 

to recover. Are you implying that this would 

entail the necessity of a base rate adjustment 

sooner than would otherwise be the case? 

HR. SCARBROUGH: This is a hard question 

to answer. There is a possibility that it would 

If we were allowed to write this off, of course, 

it would be put in as an expense into the 407 

account, and whatever time our financial 

situation dictated that we had to come back and 

ask for rate relief,. that would just be an 

additional expense that would be involved. 

Now, when that time is, to say that that 

would accelerate that, 1 don't know, but 1 

would certainly say that it would increase the 

possibility of a sooner request for an increase 

in rates but I don't have any particular point 

in ti111e. 

COMMiSSIONER MAYO: What you are saying, 

is, that the net result of what you are talking 
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about would be a net reduction of net operating 

income, which would affect rate of return at 

some point in time in the future, and to what 

extent at this time it's hard to tell. Is that 

correct? 

MR. SCARBROUGH: That is absolutely 

correct, yes. Of course, naturally, this is 

a $20 million'write-off that we are talking 

about but, you know, Uncle Sam would pay 

half of that so it would actually only come to 

about $10 million that would actually hit net 

operating income. 

MR. McGLOTHLIN: Perhaps you just answered, 

but have you tried to project or quantify any 

impact upon the rate of return by following 

this alternative? 

MR. SCA'UROUGH: No, we really haven't, 

.Joe. 

MR. McGLOTHLIN: When would you be in a 

position to do that? 

MR. SCAUROUGH': We are in the process, 

and, of course, we could do it right now based 

on the present projections, but we are in the 

process of going through our budgeting procedure 

at the present time and we will actually have 
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our new forecast available probably early 

2 December, and at that particular time, of course 

3 we would have the very latest estimates and this 

4 type of thing could be done more accurately 

6 based on the estimates. It could be done now 

8 based on the present estimates but it would not 

7 be as accurate a figure as we would have when 

8 we complete our present budget forecast that we 

9 are working on at the present time. 

10 MR. McGLOTHLIN: Well, this is an informal 

11 meeting and, since we are trying to identify 

12 problems, isn't it fair to state that one of the 

13 problems, from the Commission's point of view, 

14 is that you are asking for a determination that 

16 is usually made in the context of a rate case 

te situation? In other words, usually these 

! 

I 17 expenses would have been incurred and reviewed 

I 
18 by the Commission once that request was made? 

~ 19 MR. ADDISON: Yes, that's right. You see, 

I what we are faced with, and this is the reason 

8 

I 
that we wanted to come before the Commission to 

discuss this, is that if we end up, say if we 
21 

22 

23 were to go forward without any direction at all 

24 and the Commission said, "Gee, I don't think you 

ought t.o be doing that," and we ended up having 
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to write off $20 million in one year, that would 

destroy us financially and that is a risk that 

we just can't take. So whatever forum is 

necessary for us to have some assurance, that's 

what we are seeking. 

MR. SCARBAOUGH: : The fact of the matter is 

that, irregardless of when we came in for a rate 

increase, the fact of the matter is that when 

the decision is made that we are going to cancel 

the present construction plant, at that particu-

lar point in time under generally accepted 

accounting principles the total amount would 

have to be written off for a nonregulated 

industry in that particular year that the 

decision is made. No question. 

Now, there are special provisions for 

a regulated industry that makes an exception to 

the generally accepted accounting principles 

unde1:: an addendum to Accounting Principle No. 2, 

which allows you to account in the same manner 

that you are regulated so, therefore, those 

folks who make the final decision, our audit 

opinion, an independent public accountant, and 

not just our particular firm but any firm of 

public accountants, if they could have some 
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reasonable assurance that we would be able to 

recover these dollars for rate making purposes 

then, therefore, they could allow us, then, to 

spread this over some period of time and not 

write it off in one year. Absent that assurance 

however, they are put in a position to require 

us to write it off in one year and, of course, 

$20 million written off in one year for a 

company our size could be just devastating. It 

would put us out of business for a year. 

MR. ADDISON: Well, longer than that, 

because you would lose your bond ratings and 

the whole business would be lost and I don't 

know when you would ever recover. 

COMMISSIONER MAYO: Well, let me ask you 

another question while they are thinking 

because they probably have some more questions. 

I would like to ask you a question or two, and 

they may be brutal but I think that it is what 

we all have to know in order to make an 

accurate determination. 

MR. ADDISON: Sure. 

COMMISSIONER MAYO: The first question 

would be to suppose that this Commission, as it 

is presently constituted, gave you no encourage-
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ment. wnat would you do? 
MR. ADDISON: l think that we would then 

proceed to re~iew the plans for construction 

for generation at cary~ille. We might, if we 

could find a way, 1. would change the plans, if 

1. could change the plans to go to a bigger unit, 

to lessen the cost per kilowatt and have some-

bodY share it with us. 
coMMl.SSl.ONER MA~O: But you would pass up 

what you consider to be the potential savings 

at the present time and pursue your cary~ille 

plant'! 
MR. ADDl.SON: Mr. Mayo, with my under-

standing from Mr. Scarborough and the Arthur 

Anderson tteople, if my understanding of what 

they ha~e told me is correct, 1. would ha~e no 

other choice because we cannot absorb $20 

COMMl.SSl.ONER MA~O: Well, you just finished 
million. 

telling us a while ago that it would be ten. 

MR. ADDl.SON: well. 1. am talking about ten 

coMMl.SSIONER MAYO: All right, and then the 
after t:1xes. 

other question was just the opposite. Supttose 

that tnis Commission, as it is presentlY 
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constituted, gave you some type of encouragement 

already explored it, this 
but, as we have 
thing could not be finalized to a point of being 

quite positive perhaps until a rate case, but 

if this Commission gave you that encouragement 

and then come January in all probability there 

are certainlY going to be changes of some kind, 

it would probably be in effect at the time your 

next rate case came about. This commission woul 

no longer be here, another one having taken its 

place, how much strength and confidence could 

you put in the encouragement that you got from 

this commission? 
MR. ADDISONt I would put a great deal in 

it because, contrary to what I heard Judge Mann 

say a couple of times, I believe that there is 

some continuitY of commitment by this 

Coumission. If you will pardon me, sir. 

coMMISSIONER MANN: Sure. 

MR. ADDISON: And we have to operate like 

that. I think we have to operate tb.at way, that 

there is a continuity of commit111ent by this 

Commission. 
COMMISSIONER MAYO: Of course, in the past 

you have bad aome right to assume that there was 
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going to be a sufficient note of continuity 

there for at least two or three years to let you 

have an orderly process there, but this would be 

the first time that any regulated utility can 

state that it has come up to a chopping off 

point, so to speak. 

MR. ADDISON: You can rest assured that we 

will consider that. 

COMMISSIONER MAYO: I just wanted to know 

if you had considered that. 

MR. ADDISON: Yes, sir, and it is something 

that certainly should give us cause for 

consideration but I think that we have to make 

a judgment based on what kind of a direction 

this Commission gives us. 

COMMISSIONER MAYO: Even though you know 

that it was not a firm commitment; that it could 

not be? 

MR. ADDtSON: Well, it would be a commit-

ment by this Commission as they sit today and 

as they see it today. 

COMMISSIONER MAYO: Rut are you asking for 

a formal commitment or an informal commitment? 

MR. ADDISON: I am asking for a formal 

commitment. 
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COMMISSIONER MAYO: Are you asking for 

words of encouragement? 

MR. ADDISON: No, sir. 

COMMISSIONER MAYO: Or an order of some 

kind that would spell out, if we see fit to do 

it, the idea that this Commission was going to 

some degree accede to your request? 

MR. ADDISON: Yes, sir. I would like to 

have a formal order that sets out an accounting 

procedure to handle the $20 million if we are 

successful in this negotiation. 

COMMISSIONER MAYO: So you would be on 

slightly safer ground than we are right now? 

MR. ADDISON: Yes, sir. 

COMMISSIONER MANN: You would not, then, 

object to the formal order eubodying the conditio s 

under which any utility facing similar circum-

stances might very well spread a write-off of 

this nature? 

MR. ADDISON: I'm not sure I understand. 

COMMISSIONER MANN: Well, I am apprehensive 

about the Commission getting into management. I 

think what you are faced with is a management 

decision and part of your management decision 

goes back to the problem of writing something off 
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or spreading it. 

M&. ADDISON: Yes, sir. 

COMMISSIONE& MANN: But whether you write 

it off or spread it, the econo•ic cost of 

providing electric generating capacity is, if 

your figures are correct, clearly lower if you 

buy a share, if you share it, than it would be 

if you proceeded with Caryville. 

MR. ADDISON: Yes, sir. 

COMMISSIONE& MANN: Sc it doesn't make 

any sense whatever to pay •ore than you have to 

pay for electric generating capacity, and 

certainly to do that in order to take advantage 

of an accounting device does not make sense to 

.a. 1hat 1 don't think the CoDIIDiasion can ·· ·•· . • 

commit itself prospectively against a rigorous 

review of your facts, as they may appear at 

the time, in any future rate caae. Particularly 

•ith respect to costs which may perhaps be 

unanticiPtt.ted at thitt ti.a. 

1 think we have to evaluate the quality 

of service of any utility in the li&ht of the 

wisdom of its managerial .decision& al\d that • 11 

why it sea• t;o me t}\at it would be &l\ unwise· 

thing t;o palls up an opportunity to nve $350 
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million, but I don't want to say that I know 

all of the facts at this time, 

CHAIRMAN HAWKINS: I was just wondering 

if the Southern Company, the parent compan~ 

helped in the decision that was made in over

building Georgia, the same company. 

MR. ADDISON: I'm not sure I follow you, 

Mrs, Hawkins. 

CHAIRMAN HAWKINS: That the parent company 

would be involved, the same company, in the 

decision making pro~ess of selling that excess 

capacity to a sister system in Florida. 

MR. AQDISON: Well, let me just sav, too, 

that the service company performs the services 

which we ask them to perform. 

CHAIRMAN HAWKINS: And who did that in 

Georgia? You used to be with the Southern 

C011JP&ny there, did you not? 

MR. ADDISON: I wes Southern Co11JPany 

Services, that's right. 

CHAIRMAN HAWKINS: Wbo helpe4 Georgia 

Power decide to build theae plants? 

MR. ADD:tSON: Well, I must say that the 

whole system works together, aU of the com

pa~ies, and the reaton that We do that ia 
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because we buy and sell to each other through 

the process of the interchange contract.and 

we want to make sure, each of us, that one of 

the companies is not overbuilding because if 

they do then we would have more reserves than . 

we would consider to be prudent. 

49 

How, the decision to build generating 

capacity, each company has to ultimately make 

that decision itself and it's based on the load 

forecast. So what has happened is that the 

decision has not been made to overbuild and the 

decisions that were made were not bad decisions, 

they were good decisions at the time, but the 

circumstances have changed; that is, load 

growth patterns have changed drastically and 

it brings us to this situation where there is 

capacity now available in Georgia that they 

do not need in the time frame in which it is 

scheduled. 

How, Georgia works in this area, we work 

in this area, the service company works as 

consultants to both of us. and we all use the 

best tools that we have available to us. 

COMIUSSlOHEB. MA'IOt You have mentioned a 

five·y~ar write·off.period, and I am not wed~d 
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to anything but 1 am just going to throw 

a hypothetical question out. 

lfthis were changed to a ten-year write-

off period and certain savings in generating 

capacity were to come about because of this 

joint venture, what would be the net effect, 

in your opinion, to the Florida ratepayers over 

a ten-year write-off period versus the savings? 

In other words, we ask them to help eat the 

$20 million problem so what could they hope 

to gain in the next ten years to offset it? 

MR. ADDISON: We figured that over and 

above the write-off, in the 30-year life of the 

plant, at least one and a half billion dollars 

savings. 

COMMISSIONER MAYO; That would be $500 

million? 

MR. ADDISON: Yes, at least $500 million. 

COMMISSIONEB. MAYO: Yes, I know that 1 

heard him say that, I know what he said, but 

I asked him about a ten-year write-off and I 

50 

am taking the first ten years of the 30-year 

period and that's one-third, and a half a billio • 

and that is $500 million. 

Now, am I to gather, from my roundabout 
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question, that the Gulf Power ratepayers could 

expect to save, and they might have to help 

digest $20 million, but --

MR. ADDISON: Well, but even after they 

have done that. 

COMMISSIONER MAYO: All right, after they 

have done that then they should save $500 

million in the next ten years? 

MR. ADDISON: Yes, sir, or in the ten 

years following, yes, that's right. 

COMMISSIONER MAYO: I am just trying to put 

this in as palatable a form as I possibly can. 

MR. ADDISON: I don't believe that you can 

put it in any more palatable form than that 

because that is really what the bottom line is. 

COMMISSIONER MANN: Row do you plan to 

finance, through Gulf Power bonds? 

MR. ADDISON: Bonds and preferred and 

equity. 

COMMISSIONER MANN: And equity from the 

Southern Company? 

MR. ADDISON: Yes, sir. 

MR. SCUBB.()UGR:: We would propose to 

finance it roughly 55% from bon.ds and probably 

11 or 12% 'preferred stock, and. the balance of 
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33% or 34% investiment by the Southern Company. 

COMMISSIONER MANN: What is your bond 

rating now, A? 

MR. SCARBROUGH: It's a split rating. 

With Standard and Poor's we have a AA rating 

and with Moody's we have A rating. 

COMMISSIOMER MANN: And is Georgia Power 

graded? 

MR. SCARBROUGH: Georgia Power's rating 

is BBB. 

COMMISSIONER MANN: Triple B? 

MR. SCAUROUGH: Yes, sir. 

COMMISSIONER MANN: So, actually, Gulf 

can borrow cheaper than Georgia? 

MR. SCARBROUGH: That's right, yes, at 

the present time. 

CHAIRMAN HAWKINS: How much cheaper is it 

on BBB than A? 

MR.SCARBROUGH: Probably at least one 

percent. Probably today it would be the 

difference between 9% and 10%. 

MR. ADDISON: But that is a speculative 

thing, it varies and fluctuates. 

MR. SCARBROUGH: It is very speculative, 

yes. 
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CHAIRMAN HAWKINS: How many plants do you 

have under construction in Georgia? 

MR. ADDISON: They have the Scherer plant 

under construction, the Wansley, and --

MR. SC,ARBROUGH:,: There's Wallace Dam, 

and Rocky Mountain Hydro near Rome, Georgia, 

Plant Vogle, Plant Scherer and Plant Hatch, 

which is scheduled for the latter part of this 

year. 

MR. ADDISON: And not Wansley, I don't 

believe. 

COMMISSIONER MANN: So Scherer is the 

closest to your operating area? 

MR. ADDISON: I'm not sure about that. 

MR. PARSONS: I believe that Plant Wansley 

may be a little closer in airline miles. 

MR. ADDISON: But it is not ~nder con-

struction at the present time. 

MR. PARSON: It is not under conatruction, 

no, so Plant Scherer would be the closest to 

our area. 

COMMISSIONER MANN: Are these all coal-

fired? 
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MR. ADDISON: Except the Vogle plant and it 

is nuclear. Of course, Wallace Dam is a hydro 
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and pump storage, I guess, also. 

COMMISSIONER MAYO: Why is all of this 

construction going on in Georgi.a but there is 

lack thereof in Florida? I know that you don't 

serve the whole State of Florida but you do 

practically the whole State of Georgia, don't 

you? 
MR. ADDISON: Yes, sir. Georgia is about 

ten times the size we are here. 

COMMISSIONER MANN: Where is Plant Vogel? 

MR. ADDISON: Near Augusta, Georgia. 

COMMISSIONER MANN: What is the cost of 

that nuclear plant per kilowatt? 

MR. ADDISON: The first unit, which is 

scheduled to go on the line in 1984, is 

presently estimated at ~1.389 per kilowatt. 

The second unit, which is scheduled to go on 

the line in 1987, is ~1,142 per kilowatt. 

CHAIRMAN HAWKINS: If this Commission were 

to allow you to make this trade with the 

Scherer plant would Georgia still have e~cess 

capacity that they would be trying to market in 

addition to this, in light of all of the plants 

that they have under construction? 

MR. ADDISON: I cannot answer that. 1 am 
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not sure if they have any other capacity avail

able or not. I really don't know. 

CHAIRMAN HAWKINS: I read in the trade 

journals that they are wanting to sell 

capacity and that Florida Power and Light has 

contacted them about buying it. 

MR. ADDISON: I think it is the same 

capacity that we are talking about. 

CHAIRMAN HAWKINS: It is the same? 

MR. ADDISON: I believe it is, Mrs. 

Hawkins. This is the only capacity that I know 

of that Georgia has on the market are these 

Scherer units. 

CHAIRMAN HAWKINS: And you don' t know .if, 

indeed, the Commission were not to .t.llow you to 

do this, and it was not allowed to be written 

off, you would go ahead and construct your own 

and you don't know if Georgia would sell this 

to Florida Power and Light? Is that their 

second plant? 

MR. ADDISON: It is my understanding that 

Georgia has talked to four or five d:J.;ffer~nt 

entities off the Southern Company system, one 

of which is Florida Power and Light, and that 

is the extent of my knowledge of it. 

i 
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COMMISSIONER MAYO: Well, more than 

likely they would be able to rid themselYeS 

for a stipulated period of time whateYer 

surplus would result, but that would not 

alleviate your problem even if you did not 

participate in it, in facing the higher cost 

of construction of your own unit? 

MR. ADDISON: ~hat is correct, yes, because 

we have got to have some additional capacity. 

MR. JOHNSON: Ed, I have one question. 

What is the basis of your feeling that Scherer 

3 and 4 will not have to have scrubbers? 

MR. ADDISON: Barrett, I really cannot 

answer that for you except to tell you that our 

laywers who read the law, and our environmen-

talists who work in this thing every day, that 

that is their interpretation of Scherer versus 

the amendments of 1977. Now, George, can you 

respond to that· a little more definitiYely? 

A MR. LAYMON: Yes, I certainly can. Scherer 

Unit No. 1 was started in September of 1974, 

a little ahead of the amendments of 1977, so, 

therefor!!, it was grandfathered in. 'the firs.t 

equipment arrived on the job site in 1977 and is 

in storage. 'the base slab for Unit No. 1 is 
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completed, the structural steel is going up on 

Unit No. 1, and the concrete is being poured for 

Unit No. 2, and the ground has been cleared for 

Unit No. 3. 

MR. JOHNSON: When did they start on Unit 2 

and Unit 3? 

MR. LAYMAN: Barrett, I'm sorry, I don't 

have those dates but they have 60% of the 

clearing done for the entire plant site so that 

would include part of Unit 3 and part of Unit 4. 

MR. ADDISON: I think one of the key things 

is that all of the licensing is completed, all 

of the permitting. 

CHAIID4AN HAWKINS: Is all of the permitting 

done prior to construction? 

MR. ADDISON: It was all done prior to 

whatever that magic date is in the amendments 

of 19 77. What is that date? 

MR. LAYMAN: That is August 7, 1977. 

MR. JOHNSON: And that can waffle out 

somewhat into neltt year, at least as far as 

Crystal River 4 and 5 are concerned, and 

probably &01Ue others'l Apparently the EPA is, 

if anything, moving in the direction of getting 

flexible on the .extensions, and I was just 

RC-143 
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curious as to the start of the continuous 

construction because that seems to be very 

criti-cal. 

MR. LAYMAN: From what I was told this 

morning it was September of '74 that continuous 

construction started and it has not stopped. 

CHAIRMAN HAWKINS: Does the staff have 

any more questions? 

MR. McGLOTHLIN: Yes, a couple. 

Mr. Scarborough, you said that your auditor woul 

require some reasonable assurance. I would like 

to ask you, if you could, to either tell us now 

or to investigate if that could take some form 

other than a formal order specifying a particu-

lar item? 

By way of example, we recently had the 

case of the South Dade unit, Florida Power and 

Light's South Dade unit, being cancelled. I am 

informed that the company was told by letter fro 

the Commission to amortize that below the line 

over five years and that served to serve the 

purposes of their reporting requirements for a 

five-year period. The same letter stated that 

any question of recovery would take place in the 

context of a rate case. I just wonder if 
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than a formal order, would suffice in this 

case'l 
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MR. SCARBROUGH:. Joe, that type of letter 

that was written in the South Dade case I do not 

believe is going to be adequate in this 

particular case because of the magnitude of it; 

in other words, the size of our company versus 

the Florida Power and Light who, of course, bad 

the South Dade cancellation. The amount of 

dollars that they were cancelling there relative 

to the net income of that company in an 

equivalent period relative to 20 million, or 1 

million bottom line, compared to the net income 

of our company in a 12-month period, the 

materiality of it makes it probably -- well, I 

just don't believe, and I am aware of the fact 

that they were able. with that and some other 

to 
things,/satisfy their particular auditoTs, which 

is a different group of auditors than ours are 

but they still should be operating under tbe, 

you know, same criteria. 

But I think the problem is materiality 

because I have discussed this thing with our 

auditors, that very fact that you just mentioned, 
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and they tell me that, because of the 

materiality of the size of the dollar that we 

are tal':ing about versus the size of our 

company and the size of our operating income, 

tnat they would not feel that at this particular 

point in time that would satisfy them as to 

assurance and, you know, that's where we stand. 

That's what they have told me. 

MR. McGLOTHLIN: Well, could I ask 

Mr. Addison, or do you, or does perhaps 

Mr. Vinson, do you agree in principle with the 

comment that Commission Mann made a few moments 

ago; that is, that whatever authoritY the 

Commission gives Gulf in this instance should 

not prejudice its ability to review whatever 

facts come before it in a later rate case 

proceeding'l 
MR. VINSON: It is my understanding, Joe, 

that the Commission would have that authority 

inherently. 
MR. McGLOTHLIN: Does the ability of 

Georgia Power to finance and construct ~bese 

units, even c;.onsidering the participation of 

others, become a factor? Is there any question 

of their ability to construct these units with 
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the aid of other participants? 

aa. AUDISON: I know of no problem there. 

Obviously, things can happen to change that 

picture in Georgia, too, but to our knowledge 

right now, you know, they fully intend to 

construct the units as scheduled and they think 

that they can do so. 

MR. McGLOTHLIN: Since we are speaking in 

terms of possibility, then, and keeping in mind 

that you want to use this Caryville site later 

on, is it possible that Gulf Power Company could 

eventually benefit from the cancellation of 

another unit somewhere else and take advantage o 

a salvage situation and construct there in years 

to come? 
MR. ADDISON: Yes, it's possible because we 

do intend to build a plant there and I think 

that when we do that we will be looking at 

bigger units, hopefully, because of now the 

difference in the economy of scale, and we would 

be looking for other participations so 1 would 

hope that we could find something like that. 

COMMISSIONER MAYO: What is the largest 

unit that you have presently? 

MR. ADDISON: 500 megawatts. 
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MR. JOHNSON: Ed, I don't recall offhand, 

but isn't the statute of limitations in your 

permit for the Caryville site five years, and 

if you haven't started something by then you 

have to come back for recertification? 

MR. ADDISON: Could somebody else answer 

that? 

MR. VINSON: Are you talking about site 

certification? 

MR. JOHNSON: Right. 

MR. LAYMAN: Site certification is good 

for 15 years. 

MR. JOHNSON: Well, my memory may be bad, 

but on the ones that we have done recently there 

has been a clause in there to the effect that 

if you don't commence within five years of the 

date of certification that you come back for 

another look, and that other look is fairly 

cursory if you come back in five years and a ~Y 

but the farther out you go the more thorough 

and time consuming that look is .• 

HR. LAYMAN: Since ours was the first one 

in Florida I don't believe that clause is in 

there. We have a clause that states that if 

the environmental rules and regulations are 
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rules and regulations as promulgated when and 

if they were the same !!ate that the site was 

certified, or something to that effect, but I 

don't believe we have that five-year thing in 

63 

there, no. 
MR. McGLOTHLIN: The staff has no further 

questions at this time. 

COMMISSIONER MAYO: I have one final 

question, I believe. 1 believe the letter 

indicated that there was some degree, and I 

don't know exactly what, of urgency about a 

decision. What is that urgency, as it relates 

to this agreement with Georgia Power! 

MR. ADDISON~ At the time that we wrote the 

letter I was under the impression that Georgia 

needed an answer from us p~ettY definitively 

by the end of the year. It now appears that 

maybe by the end of the first quarter would be 

all right but, again, the thing is kind of on 

the block, the capacity is, and 1 don't think 

that we ought to unreasonably hold them up. I 

would like to be able to proceed as early as 

we can. So I wouldn't say to you that the 

urgencY is as great as it was maybe when I wrote 
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the letter but we are anxious to be able to 

get on with it and so we would appreciate it 

if it could be expedited. 

COMMISSIONER MAYO: Now, just in clarificat on 

of the reserve capacity being on the block, do 

you mean there that they have got somebody 

nibbling at it and if you don't get it they are 

going to try to do something else with it? 

MR. ADDISON: Yes, 1 think that is correct. 

They have talked to a number of other 

companies and I feel reasonably sure that theY 

will attempt to market it if Gulf and Mississipp 

do not proceed with their plans. 

COMMISSIONER MAYO: Hell, I just did not 

want to leave you with the feeling that your 

own reserve capacity, as it relates to the 

welfare of your own customer~was at issue here 

today. 
MR. ADDISON: No, sir, because if we don't 

do this t:hen we will have to proceed to con-

struct capacity of our own in one fashion or 

another. 
COMMISSIONER MAYO: Well, I guess that give 

us something to dwell on, doesn't it? 

MR. ADDISON: Jus.t l.et me say to the 
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Commission that we are grateful for the 

opportunity to come and talk to you about this 

problem. 

CHAIRMAN HAWKINS: If there are no further 

questions or discussion we will be adjourned. 

(Thereupon workshop was adjourned at 
4:30 p.m.) 
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I, CAROL C. CAUSSEAUX, Registered Professional 

Reporter, and Notary Public, State of Florida at Large, 

do hereby certify that the matter of the presentation 

from GULF POWER COMPANY describing alternatives to the 

construction of its planned Caryville generating unit 

being considered by the company, and to explore the 

possible accounting treatment of cancellation charges 

associated with pursuing an alternative course, was 

heard by the Florida Public Service Commission, Docket 

No. 780714-EU, on Monday, October 9, 1978, commencing 

at 3:00p.m., in Tallahassee, Florida. 

1 further certify that I was authorized to and d d 

report in shorthand the proceedings held at such time 

and place; that the same has been reduced to typewritin 

under my direct supervision, and that the foregoing 

pages numbered 1 through 65, inclusive, constitute a 

true and accurate trans~ription of my shorthand notes 

of said proceeding. 

IN WITNESS WHEREOF I have hereunto set my hand a 

official seal at Tallahassee, Florida, 

16th day of October, A. 

My Commission exPires 
12-3-78 

Carol C. 
101 East Gaines Street 
Tallahassee, Florida 32304 
Commission Hearing Reporter 
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Commissioners: 
PAULA HAWKINS, CHAIRMAN 
WILLIAM T. MAYO 
ROBERT T. MANN 

State of Florida 

Accounting Department 
WILLIAM D. T ALBOTI, DIRECTOR 
(904) ~88·8147 

~ublir: ~erbire CLContmission 

Mr. E. L. Addison, President 
Gulf Power Company 
Post Office Box 1151 
Pensacola, Florida 32520 

Dear Mr. Addison: 

December 4, 1978 

Re: Docket No. 780714-EU, Amortization of 
Caryville Cancellation Charges 

Your letter of August 25, 1978 has been referred to me by 1·1r. David L. 
Swafford, Executive Director, for appropriate response. 

After thoroughly reviewing both your written request and the transcript of 
the Informal Workshop held on October 9, 1978, this matter was placed on the 
December 4, 1978 Agenda for Commission disposition. 

As you know, this Commission has adopted the Federal Energy Regulatory Commis
sion's Uniform System of Accounts for Public Utilities and Licensees. As such, no 
further approval is necessary as regards the proper accounting for plant cancellation 
costs. In other words, the prescribed accounting, which is consistent with your 
request, 'is to record the cancellation costs in Account 182 (Extraot·dinary Property 
Losses) and arnortize those costs above the line to Ac·count 407 (Amortization of 
Property Losses). The suggested 1·1rite-off period appears reasonab 1 e. I understand 
that the five-year amortization of total cancellation charges of approximately $20 
million would begin January 1, 1979. 

I am sure, ho\'tever, that you are avJare that this authority is without prejudice 
to the Commission as p1·esently constituted, o1· to future Commissioners to require 
some other disposition of these costs, after a rigorous review of all of the facts 
in a subsequent formal proceeding. 

Certainly it would be reasonable to assume that action which could result in 
material contingent net savings to the ratepayers - short-run savings due to the 
diffe;~ence in construction costs of the Caryville and Scherer plants of at least 
a quarter of a billion dollars and long-1~un savings in cat~rying costs over the 30 
year life of the Scherer Plant in excess of one billion dollars- would ultimately 
receive the unconditioned sanction of any Regulator. Nevertheless, until manage
ment's decision can be thoroughly and publically revie11ed, the Commission cannot, 
as with any other item of expense, give your company 100% advance approval and/or 
assurance that the amortization of the Caryville cancellation charges will in fact 
be recovered from the ratepayers. 

FLETCHER BUILDING iOi EAST GAII'~ES STREET 
RC-153 

TALLAHASSEE 32304 



In order to highlight this ttem for sub~equent review and analysis, it would 
be helpful if the 1·ates of return calculations, submitted in your monthly surveil
lance reports, could be calculated both I•Jith and without this arr.ortization expense 
during the interim period that said item remains subject to final approval. 

If you have any questions concerning this letter of authority, please fe~ free 
to contact me. 

Yours very truly, 

c;?/~0~ 

viDT/bc 

cc: Chairman Ha\'lldns 
Corrrnissioner t~ayo 
CoimJi ss i oner ~1ann 
Wi 11 i am B. Del4i lly, Commission Clerk 
David L. Swafford, Executive Director 
General Counsel 
Engineering Department 
Legal Department 
Rate Department 
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January 22, 1980 

Hr. Robert W. Scherer, President 
Geor9ia Power Company 
Post Office Boz 4545 
Atlanta, Georgia 30302 

Dear Bob: 

As a result of yoor letter of ~nquat 14, 1979, 
representatives of Gulf Power Company, Ceorqia PCJI'Nr Ca..pany, 
and Hiaaiaeippi Power Coapany have continued to 4iacaaa the 
feasibility of joint ownership of certain generatinq capacity 
at Plant Scherer. This letter is to infor. you of Golf'• 
desire to purchase 25 percent of Plant Scharer r.nit No. 3 and 
25 percent of F'la.nt Scherer Unit No. 4. hesent construction 
plana indicate that Unit No. 3 will beqia co~reial operation 
in 1987 and Unit No. 4 will begin c~rcial operation in 1989. 

It is the inteDt of Gulf to continue negotiations vith 
Georgia Power eo.pany for the aati•factory resolution of the 
technical and economic probleaa associated with the transmiasion 
of enezqy fraa the plant site to our .. rvice territory. ~lao, 

a satisfactory aqr~eot .ust be reached concerninq the schedule 
of payments, constru.et.iora. operaticm, and 1Mlntenance ot that 
portion of the Scherer qeneratiog anita which Galt will own. 

We appreciate the opportunity to participate in this 
project. We trust that thla truaaction cara be conaunuted at 
an early date. 

Sincerely, 

E. L. MdiBOD 

ELA:jaa 

cc: Mesa:r:a. v. J. Duial. Jr. 
w. B. Reed 
J. H. Killer, Jr. 
D. H. Guthrie 
B. G. Balter, Jr. 
F.. B. Parsons, Jr. 
A. E. scarbrouqh 
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BEFORE TH£ FLORIDA PUBLTC SERVICE CO!'I!'IJSSlO!l 

In re: Petition of Gulf Power 
Co~pany for an increase in its 
raleS and charges. 

DOCKET NO. 800001-EU tCRl 
Ol'\DER NO. 9628 
ISSUED: ll-10-BD 

The following Commissioners participated in tnt disposition 
of this matter: 

ROBERT T~ ~NN, CHAIRMAN 
niLLlA.'i T. AAYO 
GERALD L. GUNTER 
JOSEPH P. CRESS£ 
JOHN R. ~RKS, III 

Pursuant to duly given notice, the Florida Public Service 
Commission held public hearings on this ~atter in Pensacola, 
Florida, on July 24 and 25, 1980, and in Tallehessee, Florida, on 
Septe~ber 4, S, ~. 10, 11, 12 and 16, 1980. Havin9 considered the 
entire record herein, the Commission now enters its final Oraer. 

~PPEhRhNCtS: C. Roger Vinson and Ed Holland, Beggs and Lane, 
7th Floor Brent Building, Post Office Sox l29SO, 
Pensacola, Florida 32S76, for the Petitioner. 

John w. McWhirter, Jr., Post Office Box 2150, 
Tam?e, Florida 33601, for Air Products end Chemicals 
Corporation, American Cyanamid Co:t.pany, Monsanto 
Company and St. Regis P~per Co~pany, Intervenors. 

Robe~t N. Kittel, Assistant Counsel-Utilities, 
Naval Facilities tngineeriEg, Department o[ Navy, 
200 Stovall St~eet, Alexandria, Virginia 22322, ana 
Lieutenant Colonel 'Ja~k Ruttan, Base Staff Judge 
Advocate, Eglin 1\.ir For~ _Base, for the 
executive a;encies of the federal government,• 
Intervenors. 

Jec~ Shreve, Steve Burgess, Ben Dickens, Roger Howe, 
and Hichael HcK. nilsen, 4 Holland Building, 
Tallahassee, Florida 32301, for the Citizens of the 
State of Florida. 

Jcsepb A. HcGlothlin, Pamela Johnson, and Paul 
Sexton, 101 East Gaines Street, Tallahassee, Florida 
32301, for the Co~~ission staff. 

Prentice P. Pruitt, 101 East Gaines Street, 
Tallahassee, Flori~a 32301, as counsel to the 
Com:r.issioners. 

ORDER AUTHORIZING CERTAIN INCREASES 

BY T!IE CO~nl SSIOI': 

BACRGROUNO 

This procee~ing involves the request by Gulf Power Company 
(re!erred to herein as Gulf or the Company) for authority to 
increase its rates and charges by approxiw.ately $46,376,576 
annually. Gulf filed its ~tition and proposed rate schedules on 
March 3, 1960. Thereafter, we suspendea the proposed rates 
pursuant to our authority under Section 366.06(~), Florida 
Statutes (Order No. 9311, April 2, 1980). 

The CO~?any also filed a Hotion for InteriTT Relief with its 
petition, wherein it sou;h~ interim rate relit! pencing a final 
o:c~r in this p:ocee~ing. By Order ~o. 9311, we ~uthorized an 
in~~:::im in~reue in tnt a:r.ount of 56,25'7,000 annuall)'• subj~ct. to 
:e!~nd ~nding the final disposition of this case. 
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' Extensive public hearings on Gulf's request have been held in 

this docket, 7hese hearings extended over nine days and resulted 

in a record comprising 3,140 pages ot transcript and BB exhibits. 

We have also had active participation by numerous parties, 

including representatives of the public, governmental agencies, and 

large industrial customers. Having considered the entire record 

herein, including briefs filed by the various parties, we find that 

consent should be given to the operation of rate schedules designed 

to produce additional annual 9ross revenues of $40,623,065 on a 

permanent basis. This will provide to the Company an opportunity 

to earn an overall fair rate of return (established herein) of 

8.90\. The basis for our decision is set forth below. 

THE COMPANY 

Gulf Power Company is a wholly owned subsidiary of the 

southern Company and is subject to our jurisdiction under Chapter 

366, Florida Statutes. Since 1925 it has provided electric service 

through generatipn, transmission, distribution and sale of electric 

energy, and now serves more than 197,000 customers in ten counties 

in Northwest Florida. 

The Company was last authorized to adjust its rates in 1977 

(Or~er No. 7918, Docket No. 760858-EU, 9/27/77). At that time, we 

~etermined that the Company's fair rate of return fell within the 

range of 8.32\ to 8,46\. The Company states that since that time 

it has experienced a declining rate of return, cause~ by continuing 

high rates of inflation, a very sharp increase in construction and 

capital costs required in part by established environmental 

stan~ards, and escalating operating expenses. Gulf now asserts 

that, in order to maintain its financial integrity and to provide 

reliable electric service, it must have_additional annual gross 

revenues totaling $46,376,576. This increase, according to the 

Company, is required to provide the opportunity to earn a rate of 

-~return of 9.20\, which it alleges is fair and reasonable under 

prevailing conditions. This amount includes an attrition allowance 

of 57,336,507, which the Company contends is needed to ensure its 

opportunity to earn that rate of return. 

PUBLlC COUNSF:L 

The Office of Public Counsel presented testimony of five 

witnesses during the course of this proceeding. In their prefiled 

testimony, Public Counsel's witnesses proposed that the Co~~ission 

establish an average overall rate base of $376,137,000, an adjusted 

net operating income of $31,396,000, and an overall rate of return 

of 8.48\, with a return on common equity capital in the range of 

13.0\ to 14.0\. Public Counsel proposed an attrition allowance in 

the range of .40' to .SO\, He also proposed that the expenses a~d 

investments related to the cancellation of the Caryville plant be 

disallowed, that the Co~~ission disallow charitable contributions 

as an expense for ~ate~aking purposes, and that the Co~~i&sion 

should adopt an overall working capital allo~ance of S3D,7~4,0DO. 

In addition, Public Counsel contended that no amount of 

construction work in progress should be included in the Company'& 

rate base. Public Counsel asserted that the Company's federal 

income tax expense should be li~ited to its proportionate share of 

the consolidated tax liability that was incurred and actually paid 

to the federal government, rather than the tax liability otherwise 

due if the Company was treated as filing an independent taz return. 

Public Counsel proposed that the Co~~ission adjust the Company's 

test year revenues to remove the effects of unrecovered fuel 

exp~nses in the a~ount of $l,S,l,7l<.S9. Public Counsel also 

presented testimony in the area of rate structure and design, which 

will be treated in a later portion of this Order, 

ltlDUSTRI1.L JliTERVENORS 

The industrial intervenors consisted of ;.ir Pro~ucts and 

Chemicals Corporation, 1-r.oerican Cyanamid Co~pany, r~onsanto Company, 

and St. Regis Paper Compa~y. These industrial inter~enors 
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pre:ented testi~ony of five witnesses and were eoncerned solely 
with ~atters of rate design. 

TRE FEO~RAL EXECUTIVE AGENCIES 

The Pepart~ent of Navy and other federal executive agencies 
presented the testi~ny of two witnesses. One addressed the cost 
of common equity capital and the fair rate of return, while the 
other testified concerning capacity needs of the Company and the 
appropriate revenue responsibility of customer classes. These 
intervenors proposed a cost of common equity capital between a 
range of 13.5\ to 14.2\, 

THE'COHHISSION STAFF 

The Commission Staff presented testimony of five witnesses, 
who addressed the issues of capital structure, fair rate of return, 
service complaint statistics, rate design, an alternative treatment 
of deferred taxes and customer deposits, conservation and economic 
efficiency. 

THE TEST YtAR 

In regulatory ratemaking, it is customary to select a test 
year or period for the purpose of evaluating revenue requirements 
of the utility under consideration. " historical test period 
should be based on the utility's most recent actual experience, 
with adjustments for known changes which will occur within a 
reasonable time after the end of the period. The most appropriate 
test year utili:es the most recently available da~a for a 12-month 
period, adjusted for known changes. In the present proceeding, 
the Commission approved the test period ~onsisting of the 12 
months ending December 31, 1979. · 

THE RAT£ BASE 

One primary objective of a revenue requirements case is to 
determine the amount of revenues the regulated utility requires to 
meet its necessary operating expenses and provide a fair return on 
its investment. For this purpose, the net operating income 
realized during the test period is developed, and is then related 
to the value of the rate base for the period to determine the 
achieved rate of return. The •rate base• is the value of the 
inves~ment devoted to providing service, less accumulated 
depreciation, and such invest111ent must meet the statutory 
requirement of being •used and useful• for that purpose. The 
Company has proposed to use a rate base valuation of $~2S,l47,439 
for the purpose of determining revenue requirements in this ease. 
Our analysis of the rate base-relate~ issues leads us to modify 
that amount to $S22,4Sl,OOB. The adJUStments are as follows; 

Workinc Ca~ital ~llowance 

One traditional component of rate base is the value of the 
working capital co~itted to the regulated enterprise. 
Historically, this Co~T.ission has allowed working capital to be 
computed by the use of a •formula approach,• •hich utilizes a 
factor of l/8 of operating expenses as an approximation of the 
difference between the time when services are provided to or by 
the Company and the time when payment is received. Hore recently, 
in the case involving the petition of Tampa Electric CoMpany, 
(Docket No. 200011-tU, Order No. 9S9Sl, we employed the •balance 
she~t· approach acvocated by Public Counsel. This m~thod defines 
working capital as the difference between current assets and 
current liabilities (e~clusiv~ of cost-free current liabilitiesl. 

ln this case, the Company proposed a jurisdictional working 
capital allo•ance of S,7,0E9,34l, This amount reflects materials 
an~ supplies, fuel inventory, cash working capital an~ a deduction 
for incc~e tax la;, and is the result of a hybrid of the formula 
and balance sheet approaches .. Mr. Deason, testifying for the 
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Public Counsel, used the balance sheet methodology to arrive at a 

proposed working capital of $30,754,000. 

We observe here, as we did in the recent TECO case, that the 

balance sheet approach to the determination of working capital 

offers certain advantages over the use of a formula, including 

greater precision and a better correlation between rate base 

valuation and the caplt!lliution of the Company. ~e have decic!led 

to adopt the balance sheet approach in this case, however, we 

believe cert~in adjustments must be made to the ~~nner in which 

Public: Counsel's witness applied the concept. 

The first adjustment concerns the exclusion by Hr. Deason of 

$13,594,000 in temporary cash investments from gross working 

capital. This adjustment was made on the assumption that another 

witness for Public Counsel, Mr. Feaster, would recommend excluding 

the earnings from temporary cash investments from the Company's 

operating revenues. While Hr. Feaster failed to do so in his 

prefiled testimony and exhibits, he agreed with the proposition 

that both the temporary investments and the related earnings 

should be either included or removed from the ·n:te base and NOI 

cor.:p~tations. In our j11dgment, temporary cash investments should 

be included in the working capital and related earnings should 

appear in the income statement. 

The next adjustment is related to the Company's declared 

dividends Fayable for c:o~~on sto~k. Analrsis of Exhibit 53 

indicates that the 13-month average for D vidends Declared is 

$2,584,615. Hr. Deason considered these declared dividends to be 

cost free sources of capital, and there[ore redu6ed the working 

capital allowance by that amount. He did agree, however, that 

these dividends were classified a& retai~ed earnings prior to 

being transferred to the dividends declared account. We view the 

declared dividends for eo~~on stock as representing investor

supplied capital. The declaration of d~idends does not decrease 

the shareholder's capital, but the payment of the cash dividend 

does. Accordingly, the amount of $2,584,615 should be included in 

wo:king capital. 

After incorporating the above adjustments into Hr. Deason's 

proposed working capital allo~ance, we find that $45,658,813 

{$49,559,615 System} represents the Company's investment in 

working capital for the test year. It is necessary to reduce the 

Co~rany's proposed working capital allowance of $47,089,341 

by 51,430,528 to reflect the adoption of the balance sheet 

approach. Our decision in this regard also eliminates the effects 

o! any attrition allowance contained in the Company's requested 

provision for fuel inventory within working capital, 

Computation of the wocking_capital allowance can be depicted 

as follows: 

Publi~ Counsel's Recor.mendation 
Adjustr.:ents: 

$30,754,000 

l. Temporary Cash Investments 
$13,59~,000 x. 92.12663\ 

2. Dividends Oeclared 
$2,584,615 X 92.12663\ 

Total 

Adjusted Jurisdictional ~orking 
Capital 

Cc~Et~uetion ~ork in Procress 

2,381,119 

SH ,904,813 

txpenditures by a utility for eonstru~tion projects may be 

aec:o~nt~d ror in either cf two weys. Hhen Allowance for FunOs 

Usee uuring Construction (AFUDCl is utilized, the ~arrying char9es 
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associated with financing a project art' capitalized as a component 

of construction costs until such time as the project is closed to 

plant in service. The other side of the accounting entry is a 

"credit" to "interest expense• for the debt portion of AFUDC and a 

credit to •other income• for the equity portion of AFUDC. These 

income statement credits are merely "paper• earnings, because cash 

earnings are only generated for assets which are included in rate 

base. Alternatively, construction work in progress (CWIP) may be 

included in rate base. ln this case, the base rates established 

reflect a current return on the value of the plant under 

construction, and the utility realizes actual cash earnings. The 

utility does not charge AFUDC on the value of CWIP included in 

rate base. 

The Company bas requested that $111,1&3,151 of construction 

work in progress be included in system rate base. This amount is 

the sum of two ite~s: The l3~month average amount (1979 test 

year) of CWlP ($110,869,97&) and $313,173 of very small cost 

projects or projects of very short duration to which the allowanee 

for funds used during construction l~FUDC) has not been applied. 

The Company feels that this amount of CWIP should be includecl 

within rate base for several reasons: 

l. The test year ending amount of CWIP was 
$126,14&,069. 

2. C~lP at the end o! 1980 is projected to be 

$221,941,000 (Exhibit No. 3, Page 2 of 2 of Exhibit No. 53). 

3. In the first five months of 1981, CWIP will increase 

another $20,493,000 to a total of $242,434,000 (same reference as 

No. 2 above). -

4. The Company contends that the inclusion of CWlP in 

rate base is a sound regulatory practice, as the quality of· 

earnin;s improves, resulting in a lower overall cost of capital to 

Culf, and an ultimate savings to the customer. 

S. A current return on ~wlP will improve interest 

coverages and enhance the Co~pany's ability to issue new debt. 

From the Company's point of view, several advantages are 

associated with allowing CWIP in rate base. First of all, 

investment analysts regard earnings which consist largely of the 

"income credits• resulting !rom charging AFUDC as inferior in 

quality. This view is reflected in the form of higher perceived 

risk and higher costs of obtaining capital for those utilities 

hevin; an unacceptably large proportion of earnings generated by 

AFUOC. Including an amount of CWIP in rate base would replace the 

AFUDC paper credits with real cash earnings on that portion of the 

Company's construction program, lowering the measured risk and 

thereby having posi~ive effects on the Company's cost of capital. 

CWIP in rate base also improves a company's cash flow and debt 

coverages. 

Hr. Hugh Larkin, expert witness for the Public Counsel's 

office, presented the Public Counsel's position that no amount of 

CWlP should be allowed in rate base. Mr. Larkin argued that to 

place CWIP in rat.e base would rec;uire the Company's customers to 

2ssume the role of' equity investors "'hile receiYing no related 

benefits. Further, he stated that the practice unfairly ~equires 

present ratepayers to subsidize !uture customers, and shifts the 

ris~s of investment from the Company's shareholders to its 

customers. 

~hile the Fede:al Executive ~gencies IFEA) believe that the 

inclusion of CWl? is ~a~rant~d, they cont~nd that to allow ~~lP in 

the ra:.e ::.ase in the !ull amount requestt'd would not be ec;uitable. 

~~ey fe~l that this is unfair tc consumers for several rRasons: 

11 Current customers would be called upon toe greatly to subsidi~e 

ru:.~re custo~ers: 2) G~l! ~ill have less incentive net to 
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over-invest in new plant: l) Gulf will not be penalized for bad 
invesl~ent decisions. All these scenarios are harmful to the 
consumer, according to the FtA. Therefore, FEA concludes that the 
p~oper amount of CWIP to be included in the rate base is 75\ of 
the amount requested. 

fte believe the decision with regard to·the CWIP issue 
represents an area of policy an~ ju6gment, in which the Commission 
must weigh several valid and competing considerations. We note in 
this case that the percentage of net income co~posed of Aruoc has 
risen dramatically, and is expected to grow to 92\ in 1980. We 
find that inclusion of CWlP in the amount of the average for the 
test year ($111,183,151 on a system basis) is warranted in this 
case. we are sensitive to the argument that to allow a present 
return on too large an increment of CWIP could encourage the 
building of unneeded or excessive capacity - a prospect which 
would be directly contrary to one of our most important regulatory 
objectives - and we intend to monitor this aspect of the CWIP 
issue in subsequent proceedings, 

Una~orti:ed Carvville Cancellation Charoes 

The Company proposes to include $10,569,855 of unamortized 
Caryville Generating Center cancellation costs in system rate 
base. The Caryville unit vas to be a generating facility located 
near Pensacola, which Gulf had originally planned to bring in 
service in the late 1970's. continued dec~eeses in load 
forecasts, however, pushed the anticipated in-service date back 
severel times. Finally, in 1978, Gulf notified the Co~~ission 
that it wished to cancel the Caryville facility, and instead 
purchase a portion of Georgia Power's Plant Scherer Units t3 and 
''· Gulf claimed that this would be a mach cheaper alternative, 
with tremendous savings to flow to the ratepayers as a result. 

At that time, Gulf estimate~ that the cancellation costs 
would be approximately $20,000,000, Through negotiations with 
vendors and other creditors, Gulf was able to reduce this amount 
to $11,964,000. Gulf has requested that it be allowed to write 
o!f these cancellation costs over a five year perio6 and began tht 
a~orti•ation in June, 1979. ~his Co~~ission had authorized this 
action, with the understanding that the re~ueste6 accounting 
treatment would be reviewed in the context of Gulf'& next rate 
case. The Company now proposes to include the unamorti%ed balance 
of the cancellation charges in rate base as well as include the 
current amortization in operating expenses for ratemaking 
purposes. 

The Public Counsel contends L~at the Caryville cancellation 
costs could have been avoided through more prudent management 
decision making. Therefore, Public Counsel feels that the 
requested accounting treatment ls inappropriate and that the 
s~ockholders·snould bear the cost of the cancellation. 
Additionally, the Public Counsel feels that these imprudent 
expenditures were "not investments in property actually used and 
useful in the public service.• He argues that the "non-used and 
non-useful" nature of those expenditures disqualifies them as rate 
base items. 

The Federal Executive A;encies !rEA) contend that the loss 
associated with the cancellation of the Car~~ille unit should be 
borne equally by Gulf and the ratepayers. They feel that since 
the proposed plant never ~et the used and useful criteria, the 
unamortized balance should not be included in rate base (Brief p. 
25). However, they do believe that the aJI',or.ti:ation 5hould be 
allo~ed, but have suggested an amortization period of ten years 
rather than five years. 

At the time o! Gulf'5 ini:ial re~uest !or approval o! the 
a~orti:ation of the Caryville eY-pe~ses, and a;ain in its direct 
evidence presented in this case, the sole justi!icat on relied 
upon by the Company ~es the economic ad~anta;e essoc ated ~ith 
p~rchasing the Scherer ce?acity in lieu of ~nttruct ng the 
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Caryville facility. ~his alternative w3s portrayed in verr 
definite terms and Gulf states that its intention is to proceed 

with that transaction. The record of this case, however, reveals 

that Gulf does not at this time have a contract with Georgia Power 

Corn?any to buy into the Scherer plants, and circumstances have 

arisen which place a de9ree of uncertainty upon that transaction. 

While it appears that realization of the purchase upon the terms 

contemplated by Gulf would be beneficial to Gulf's ratepayers, we 

cannot at this time provide final approval of the treatment of the 

cancellation charges sought by the Company, Therefore, while we 

have determined that the unamortized portion of the expenses 
should be placed in rate base and amortized over a five year 
period, we require that the associated revenue effect be collected 

subject to refund in the event the transaction relied upon is not 

consu~~ated or the cancellation has not otherwise been justified 

within. one year of the effective date of this Order. Thi! revenue 

requi"tement asscciatl!d with the amortixaticn expenses recognixed 

in the test year will be treated similarly. 

F!:RC Audit Adjustments 

The Federal tnergy ~egulatory Commissicn.(FERC) completed an 

audit of the Company for the years 1975-1979 during mid-1980. The 

principal exceptions noted by FtRC concerned the improper 
capitalization of certain maintenance expenditures that should 

have been expensed in the year in which they werl! incurred. As a 

result of a staff req~l!st, the Cc~pany provided a list of the 

aejustments that the cc~pany had agreed to make as a result of thl! 

PERC audit findings. The adjustments result in a $l,SB9,012 
"reduction in the Company's system rate base for the test year. We 

find that these adjustments should be included for ratemaking 

purposes. 

Accordingly, the Company's proposed rate base shall be 

reduced by $1,463,903 ($1,589,012 syste~) to reflect the results 

of the F&RC audit. 

Plant Held for Future Use 

The Company has included Sl,2SS,SBS of plant-held for future 

use in its proposed rate base. This amount represents the land 

that was purchased fer the Caryville pli!lnt site. The Compan~· 

maintains that this amount belongs in rate base because the 
Company ultimately intends to construct an BBO MW generating 
facility at that site, with an in-service date of 1995. ~he 

Ccrn?any also contends that the Caryville site is one of the few 
sites in northwest Florida suitable for that purpose. 

The Company contends that if it cannot earn a rl!turn on this 

investment in land, serious consideration will have to be given to 

the propriety of retaining the property. It is the Company's 

contention that if the property is not included, the stockholders 

would have no motivation to hold the land and the Company might be 

required to di~pcse of it, If this were actually done, argues the 

Company, it would either have to repurchase the land scn.etime in 

the future at a greatly inflated price, or purchase an alternative 

site. In addition, the Company would have to go through the 

costly and time consuming site certification precess a98in. 

The Public Counsel has not taken 11 position on this issue. 

The federal E~l!cutive A9encies (FEA), hc~ever, stated in thei't 
brief_that the co~pany has not met its burden of proof in 
establishing that the plant held fer !uture use meets the criteria 

of •used and useful.• These agencies claim that Gulf does net 

have a definite plan !or the site. Therefore, they contend that 

this property should be excluded from the rate base. 

"e believe that the caryville site should be included in nte 

b1:se. .l.lthough a de;ree of uncl!rteinty does exist as to when a 

9en~rating facility will be constructed there, thl! wl!ight of 

evicence in this cas!! supports the proposition that e plant will 

ultimately be constructed on the site. We a9ree ~ith the Company 
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that its plans for the site are sufficiently definite to warrant 

its inclusion, and that to deny the request would be to the 

d1sadvantage of ratepayers in the long run. 

Merchandising Ooerations 

The Company engages in an appliance sales program for persons 

living within its service area. The appliance operation shares 

facilities with utility-related operations at several locations. 

The question whether the Company had removed the .appropriate 

amount of investment in the appliance operation from its proposed 

rat'e base arose in this case. However, we fin!! that the net 

amount of plant that the Company deducted from its &)·stem rate 

base relate!! to the appliance operation, SJ49,9BS, is proper ani! 

that no adjustment for this item is warrantel!. 

Adjusted Jurisdictional Rate Base 

Our adjustments result in a jurisdictional rate base of 

SS22,.¢53,00B for the 1979 test 1·ear. The analysis is sul:'.:narh:l'd 

below. 

Proposed Jurisdictional Rate Base 
Per Exhibit No. S, schedule 3 

Adjustments: 

l. Balance Sheet Werking Capital 
Allowance 

!Sl,SS4,098) X 92.12663\ 

2. FERC ~udit A~justments 

~djusted Jurisdictional Rate Base 

NET OPERATING INCOME 

$525,30,439 

(l,UO,S28) 

ll,•H3,903) 

SS22,453,008 

':'o Cletermine the rate o! return on. rate base achieved by the 

Co~pany during the test period, it is necessary to analy:e the 

revenues received by the Company and determine those operating 

expenses which were prudently and appropriately incurred in the 

operation of its bcsiness. This cott.parison yields a net operating 

income figure which can thl'n be relateCI to rate base. Gulf Powe~ 

contends that its net operating income for the test period was 

S3l,B66,16S. Fe:- the reasons l!etailed below, we have r..ade ce~tain 

adjustments to Gulf Power's submission which result in a net 

operating figure of $3l,94C,596. 

Underrecovery of Fuel Expense 

The parties to this proceeding agreeCI that the Company had 

experienced an underrecovery of fuel and purchased pc~er expense 

l!uring the test year. At the prehearing conferl'nce, the parties 

and the staff agreed that the test year revenues and expenses 

should be adjusted so as to eliminate underreeovery of fuel 

expense in light of the adoption of the projected fuel cost 

recovery clause (Order No. 951~, Page JJ, 

The amount of the underrecovery, ho~ever, ~es a mttter o! 

eis?ute curing the hearing. Various calculaticns of the amount 

were p~esentel!, and the amounts ranged frc~ Kr. Febster's high of 

S2,02l,OCO to Mr. Scarbrough's low of $20,687. 

We believe that many of the calculat1ons relat~d to the above 

amounts are based upon faulty ~ethodolosies. Mr. Feaster's amount 

of S2,02l,DOO ~as based on the data filed by the Company in RCD ~-B 

(tx. ~Bl and ~e adjusted that data tc reflect a :ere las in t~e 

r~covery of fu~l aejust~ent re~enues. This calculation is deficient 

in that the base fuel revenue used b,. t:r. Fetster contained re•·enue 

ta~ a~ounts, and in that the Cc~~~~~y;s unbille~ revenues ~e~e not 
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reriected in RCD .t.-8, Additionally, Mr. Feaster's •no-lag" 

methodology was not the methodology that was in e[fect during the 

test year, which ended prior to the a~option of the new fuel cost 

recovery clause. 

The amount of $1,524,784, first sponsored by Hr. Scarbrough, 

is simply a revision of RCD A·B that eli~inates the revenue tax 

a1110unts fro111 the base revenues and the fuel adj•JStment revenues. 

This revision, however, did not incorporate the. unbilled revenues 

that vere actually recorded en the Company's books during the test 

period,. 

ln response to a staff request, Exhibit H to Exhibit No, 59 

was prepared by the Cornpany, This exhibit shows the amount of the 

Company's unrecovered fuel and purchased power expense to be 

$299,271 for the test year. Due to an apparent misunderstanding 

en the part of the Company, however, this exhibit failed to shew 

the prior month's actual adjustment for the month during which it 

was actually recorded. This resulted in a total fuel and 

purchased power expense that did net represent the actual expense 

that was recorded on the Company's books during the test year. 

The exhibit did include the Company's unbilled kilowatt hour 

related revenues, however. 

ln Exhibit No. 16, the co~pany restated the amount of the 

prior month's actual adjustment to reflect when those adjustments 

~ere actually recorded by the Co~pany. The amount of 

$103,862,652 reflected on this exhibit represents the Company's 

total recoverable fuel and purchased power expense for the test 

year as recorded on its books. In determining the amount of the 

expense applicable to its retail customers, the Company used a 

composite separation factor of 90.6E3S\~ased on K"~ sales. 

However, Kr. McClanahan, the witness who sponsored Gulf's eost of 

service study, testified that the factor used in the derivation of 

t~e Company's requested revenue increas~ was 90.8\. 

We find that the total recoverable fuel and purchased power 

expense of Sl03,B62,652, as shown on Column 3 of Exhibit No. 76, 

accurately reflects the Company'~ fuel and purchased power expense 

for the test year. We further flnd that 594,165,624 of total fuel 

revenue shown on Column B of Exhibit No. 16 is the proper amount 

of retail fuel revenue, excluding revenue tax amounts, recorded on 

the Company's books during the test year. This amount does 

properly include the unbilled revenues that the Company records. en 

its bOoKs, using the appropriate separation factor of 90,8\, we 

determine that the Company's submission included $142,494 in 

unrecovered fuel tixp~-e. Test year operating revenues should 

therefore be increased by this amount. The calculation of this 

adjustment is given below: 

Total Recoverable Fuel ' Purchased 
Power Expense (Ex. 76, Col. 3) 

Retail Separation Factor (TR lBSl) 

Retail Fuel ' Purchased Power Expense 

Retail Fuel Adjustment Revenues 
(Ex. 76 1 Col. 8) 

Unrecovered Fuel ' Purchased Po~er 
Expense 

$103,862,642 

X 90.8008\ 

94,308,118 

94.165,624 

$ H2,494 

kmorti:ation of the Cervville caneellation Charaes 

The Co~pany has requestee that its test year amortization 

e~pense be increesec by S99e,2~5 to reflect the annual 

a~orti:at.ion expense related to the Cary\•ille cancellation 

c~ar;es. The co~pany con~ends ~hat this ar.nYelizaticn ~djust~ent 

is n~cessary in determining net operating income on ~h!ch rates 

s!.oulc be set. The proposed annual amount o! the amorth.at!on 

expense is 52,392~9091, b~sed on a proposed fi~e year arncrti:ation 
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period, The Federal &xecutive Agencies ~uppcrt. the inclusion of 
the amortization expense, but reco~end a ten year amortization 
period. Public Counsel contends, however, that the amortization 
expense &hould not be allowed as an operating expense. 

As discussed in an earlier part of this Order, we have 
decided to permit Gulf to include the an~uelized amortization 
expense for ratemaking purposes. As with the unamortized balance 
in the rate base, however, we require that the associated revenues 
be collected subject to refund, in the event the Scherer 
transaction has not been consummated within a year of the 
effective date of this or~er. The overall reven~es subject to the 
refund condition amount to $4,225,176 annually. 

Revenues and txpenses Related to Daniel Plant 

The Company has proposed that $1,369,166 in revenues fro~ the 
rental of common facilities at the Daniel Plant be eliminated from 
the Company's operating revenues during the test period. The 
Company has also"proposed that its operating expenses be reduced 
by $1,463,053 for expenses related to the Daniel Electric: 
Generating Center. These revenues and expenses are related to the 
leasing of the Company's share of the co"~on facilities at Daniel 
to Mississippi Power Company. We agree with the Company that they 
should not be included in the determination of net operating 
income for ratemaking purposes. 

Bank Service Charoes 

The Company has proposed that its operating expenses be 
increased by $102,645 (system), gross of income taxes, to reflect 
the estimated bank service charges that it would have incurred if 
minimum bank balances and compensating bank balances had net been 
maintained. Mr. Scarbrough suggested that these minim~m and 
compensating balances should be included in the working capital 
provision in rate base. ln his testimony, Mr. Deason pointed out 
the hypothetical nature of the Company's,bank service charge 
calculation. It was also Hr. Deason's opinion that the Company 
would be compensated for its minimum and compensating bank balance 
through his recommended working capital allowance based on the 
balance sheet approach. 

We egree·that the adoption of the balance sheet approach in 
the deter~ination of the workin9 capital allo~ance has removed the 
need and justification for the bank service charge adjustment 
proposed by the Co~pany. Therefore, we shall reduce the Company's 
operating expenses by $96,623. 

FERC Audit Adjustments 

The Federal E~ergy Regulatory Commission (F£RC) completed an 
audit of the Company for the years 1975-1979 in rnid-1980. As a 
result of a staff request, the Company provided a list of the 
adju!tments that the Co~peny has agreed to ~ake as a result gf the 
F£RC audit findings, The adjustments result in a $30,,577 
red~ction in syste~ net operating income for the test year. We 
!ind that these audit adjustments should be in~orporated for 
ratemaking purposes in this case. Accordingly, we shall reduce 
NOI by S286,707 to reflect these items. 

Deferred Income Taxes ICWIP) 

In an earlier part of this Order, we authorized the inclusion 
in rate base of an additional $100,598,263 in construction work in 
progress. It is necessary that the deferre~ tax expense in the 
income statement be reduced to reflect. the elimination o! AFUD: on 
that amount o[ construction work in progress. The Company has 
proposed a Sl,325,334 1Sl,~07,93B system) reduction in Its 
de !errea tax expe,nse for the test year. l>e find t.het this 
calculation is correct and should be approved. 
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Proprrtv Insuran~r Expense 

Jn this ease, the Company r~quested that the annual ae~rual o( 
the property Insurance Reserve be increased from $809,717 to 
$1,200,000 before income taxes, This adjustment vould result in a 
5390,283 increase in the Company's test year operatin; expenses. 
Mr. Scarbrough explained that the accrual level of $809,717 was 
first approved in 1975 in Docket No. 74427-EO and that this level 
vas later retained in 760858-EU despite the Company's request for a 
higher level. 

As an exa~le of the inadequacy of the reserve, Mr. 
Scarbrough discussed the impact of Hurricane Frederick upon the 
Company. As a result of Hurricane Frederick, the Company incurred 
expenditures of $2,100,000. The property insurance reserve, 
however, had a balance of only $1,300,000. 

Although this area was no~ specifically addressed by Hr. 
Feaster, it ean be inferred from his calculation of net operating 
income that he agrees with the Company's position. In his 
determination o! the Company's operating expenses, Hr. reaster has 
included an item entitled "Adjustment•• in the amount of $295,000. 
The asterisk refers to the footnote at the bottom of the page 
whieb indicates that Mr. Feaster has included the Company's 
requested increase in its property insurance expense. 

Having reviewed the matter, we find that the Company's 
proposed adjustment to its property insurance expenses is proper, 
However, it has heen pointed out that the Company has not 
determined an appropriate ceiling or cap on the amount of the 
property insurance reserve. We will undertake this determination 
in the Company's next ratemaking proceed}ng. 

Income Tax Exoense 

Gulf Power Company did not adjust fts computation of income 
tax expense to reflect the effect of parent company debt. Under 
the 1935 Public Utility Holding Company Act and Securities and 
Exchange Commission practice, Southern Company is not allowed to 
issue debt without special approval of the StC. Upon securing SEC 
approval, Southern executed on March 15, 1976, a loan agreement 
for $125,000,000. This was an intermediate term loan which 
comprised at the end of the test period, December 31, 1979, 4.76\ 

of Southern's capital structure at an interest rate o! 11.5\, No 
loans had been made during the ten yea~ period prior to 1976. The 
amount of the loan which is presently out&tancing is ss~.ooo,ooo, 
o! which amount ${2,000,000 will be paid on Harcb 15, 19Sl. The 
remaining $42,000,000 will be paid March lS, 1982 (late filed 
Exhibit 68). Thus, the balance outstanding and the percenta9e of . 
capitali:ation will be declining during the period for which rates 
can reasonably be expected to be set in this proceeding. Under 
the SEC requirements, $33,549 of Southern's interest expense of 
$1~,776,031 for the test period was allocated to Gulf {Exhibit 
68). Income from temporary cash investments was used to directly 
offset interest expense before an allocation was ~ade. This 
offset is not: consistent with the intent of Order No. 9192, 
D::~cket llo. 790084-TP and Order No. 9208, Docket No. 780777-TP. 
Therefore, we shall adjust the Company's income tax expense to 
reco9ni:e the tax effect of parent comp~ny debt by the amount of 
$199,872. 

Public Counsel agrees with the nature o! this adjustment. 
Ro~euer, while the expansion factor employed by Public Counsel's 
witness included a provision to recogni:e income tax e~pense, he 
argues that income tax expense should be disallowed in its 
entirety for Gulf's failure to support its calculation with 
substantial competent evidence. ~e believe this contention to be 
.-it.hollt r..eri t. 

~dvertisinc Exoenses 

~he Compan:'s total test year advertising expenses were 
$iH .~71 and are trea~ec! by the Co:r.peny as ahove-the-line 
cpcra:ing expenses. Kost of the advertising eondueted during the 
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test year appears to have·been infor~ational, conservational, and 

safety-oriented in nature, and should be allowed for ratemaking 

purposes. However, particular advertisements do not fall within 

such categories, and related expenses should be disallowed. 

~o determine the cost of each advertisement to be disallowed, 

the staff requested a break-out from the Company to determine the 

dollar value of each ad and the account number to which each vas 

charged. The area development magazine ads on RCD ~-ll, Pages 76 

and 77, entitled "Our Business has the Energy to Belp your 

Business,• appear outside of the Company's service area boundaries 

and attempt to interest prospective business investors to build 

new plants in Northwest Florida. These two ads appear to be 

purely promotional in nature and represent an advertising expense 

of $25,163 that we believe should not be paid for by the 

ratepayers. The remainin9 five advertisements shown on RCD Pages 

76 through 82 are oriented toward the stockholders or potential 

investors in tne Company, and promote the image of the Companv 

with no apparent· benefit to the Company's ratepayers. ln response 

to questioning about one such ad, Mr. Scarbrough admitted that 

this type of advertising was "image building of the company type 

of advertising•. Commission Order No, 6465, Docket No. 9046-EU 

entitled "General Investigation of Promotional Practices of 

Electric Utilities• states that "advertising which has as its 

primary objective the enhancement of or preservation of the 

corporate image of the utility and to present it in a favorable 

light to the seneral public and to investors• shall be disallowed 

for raternaking purposes. The total cost of the image buildins ads 

is $54,659. Th~< total cost of all seven l!ldvertis.ements to be 

disallowed is $75,139. 

Miscellaneous General Exnenses 

The Company's miscellaneous seneral expenses for the test 

year were $1,370,120 (Exhibit No. 46, RCD AS, Pase 17) and are 

considered by the Company as above the line operating expenses. 

Of this amount, $Bl,250 is specified as "Total Industry 

~ssociation Dues.• 

Having reviewed these items, we believe that dues paid to 

Associated Industries of Florida in the amount of $1,540 and to 

chambers of co~~erce in the a~ount of $7,122 should be disallowed 

for ratemakins purposes. 

Charitable Contributions 

The Company requests that $16,817 in charitable contributions 

be included in operating e~penses for ratemaking purposes, on the 

theory that acts of corporate "citizenship" are a necessary part 

o{ doing business in its service area. Public Counsel objects to 

the inclusion of any amount o{ charitable contributions, arguing 

that, when such expenses are allowed, the utility merely serves as 

a conduit for donations collected from ratepayers, rather than 

demonstrating its own good "citizenship.• We re~ard this area as 

essentially one of policy, and one in which the Co~~ission has 

discretion. Our established policy is to allow contributions 

which are reasonable in ~mount and which are made to recognized 

charities to be included in operating eY.penses. Until that policy 

has been reviewed and modified en a broader generic b~sis, we 

intend to Ap?lY it consistently. Accordinsly, we !ind that 

contributions in the amount of $16,617 meet the necessary criteria 

ane should be included in operating e~penses. Because the 

Company's proposed adjustment fells short of the amount reflected 

on RCD A-10, operating expenses shall be increased by $251. 

Unbilled ~evenues 

Unbilled revenues are those which ere owed to the Co~pany for 

service rendered but ~hich have not yet been collected through the 

mechanism a! the billing cycle. Gulf Power Co~pany is the only 

major investor•owned electric utility under the Co~~ission's 
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jurisdiction that records unbilled revenues. Unbilled revenues 

for the 1979 test year were (S5B4,567J. This "negative• amount or 

unbilled revenues occurs when unbilled revenues in the current 

accounting perio4 are less than the unbilled revenues in the 

i~~ediately preceding accounting period. This is precisely what 

occurred during the Company's test year. Raving reviewed the 

methc4ology used by the Company, ve find that unbilled revenues in 

the amount of ($584,567) should be recognized for ratemaking 

purposes in the deter~ination of net operating income. 

Injuries and DamaQes E~pense 

~he Company requested in this case that the injuries and 

damages expense be increased by Sl7D,ll3 to reflect the Company's 

aetual test year accrual of $532,613. Mr. Scarbrough stated that 

the annual a~crual to the injuries and damages reserve was limited 

to $362,500, per.Order No. 7978 in Docket No. 760858-EU. He also 

pointed out that a target reserve balance of Sl,OOO,OOO was 

established in that docket. Mr. Scarbrough explained that the 

Company is self-insured up to Sl,OOO,OOD for each occurrence and 

that the Company had recently settled one ~laim for $932,000, 

which exceeded the reserve balance. 

We believe that the Company has adequately demonstrated that 

the $170,113 accrual in excess of that last allowed is proper. 

Since the Company has alreagy made this adjustment, no further 

adjustment is necessary. There is some question, however, 

regarding the adequacy of the target reserve balance of 

~l,DDO,OOO, As stated by Hr •. Scarbrough, verdicts in excess of 

Sl,OOD,OOO for a single oecurrenee are nQw relatively common. In 

our opinion, some adjustment to the targeted reserve balance of 

Sl,DOD,DOO is warranted. Therefore, the Company will be required 

to determine an appropriate target rese~e balance to be submitted 

iri the next rate proceeding. 

Bad Debt Ex~ense 

The Company proposes to increase bee debt expense by $78,000. 

The rationale offered is tha: because of an increase in sales and 

also because of "an increase in the unit price of our product, our 

accounts receivable balance has increased significantly, and yet 

our reserve balance hasn't increased." The Company contends that 

it is trying to &aintain a reserve balance of approximately 2' of 

the accounts receivable to bring the reserve balance more in line 

with the accounts receivable balance. (Ex. 59 Page 102). 

In the past, the Company was using what in effect was a 

direct write-off method of accounting for bad debt expense. 

Although it had a reserve for uncolleoctible accounts receivable, 

the balance never changed because bad debt expense was a function 

of the amount of bad debts written off during the period, 

The method that the Company has elected to follow in this 

rate case is a ~uch more theoretically sound approach. The only 

item open to question is the target reserve of 2\ of aceounts 

receivable. Experience is needed to deteormine if this reserve 

will prove to be inadequate or excessive for purposes of 

determining the net realizable value of accounts receivable, given 

the assumed operating conditions described by Mr. Scarbrou9h. We 

believe the CO~?any's propos~l should be implemented with that 

view in ll'.ind. 
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Adiusted Jurisdictional Net operatina Income 

Our determination of Gulf's net operating income for the test 
period is summarized as follows: 

Proposed Jurisdictional Net Operating Income 
Per Exhibit No. S, Schedule 9 

Adjust111ents: 

Unrecovered Fuel Cost 
$142,494 X .513 X 100\ 

Bank Service Charges 
$102,645 X .513 X 94.13298\ 

FERC Audit Adjustments 
$304,577 X 94.13298\ 

Consolidated Tax Return Adjustment 
$199,872 X 100\ 

Advertising Expenses 
$79,822 x .513 X 9C.l329B\ 

Industry Association Dues 
$8,652 X .513 X 94.13298\ 

Charitable Contributions 
$(267) X .SlJ X 94.13298\ 

Total 

Adjusted Jurisdictional Net Operati!g Income 

FAIR RATE OF RETURN 

SJl,ll66,16S 

73,099 

C9,S67 

(286,707) 

199,672 

38,546 

4,183 

(129) 

78,431 

SJ1,94C,S96 

One well established re9ulatory principle is that a regula ted 
utility is entitled to an opportunity to earn a fair rate of 
return on its investment devoted to public service. The 
determination of a fair rate of return for Gulf Power Company is 
the next step in the determination of its revenue requirements. 
This underteY.ing reguires that ve establish the appropriate 

.capital structure [or the Company, and analy:e the costs 
afi~ociated with e~ch source of capital. Our final result ~ust 
con!orrn to established legal parameters. The rate of return vhich 
ve establish must be sufficient to preserve the Co~pany's 

financial integrity, insure its ability to provide the service 
required of it by law, and attract needed capital on reasonable 
terms. 

We have ·chosen to utili:e, fer purposes of determining the 
revenue requirements of the Company, the capital structure as it 
existed at the end of the test period !December 31, 1979). Our 
selection of the year end structure obviate£ the need to address 
the issue of ~hether short-term debt should be included as a 
component, inasmuch as Gulf had no short-term debt outstanding at 
that time. 

Deferred Ta~es and Customer Decosits 

This Co"~ission has historically treated deferred taxes and 
customer deposits as cost-free sources of capital to the utility. 
~lternative1y, these items could be excluded·from the capital 
structure, with appropriate adjustments to rate base and operating 
expenses. In theory, the resulting revenue requirements would be 
identical; ho~ever, because rate base in practice does not 
precisely egual total capitali;ation, the revenue requirements 
~ill vary to some de;ree. As stated in the recent Ta~?e Electric 
Co~p~ny decisio~, Order No. 9599 (Docket No. 800011-EU), we 
believe that to recosnize these ite~s as sources of capital better 
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reflects reality. Therefore, ve shall continue to include them ln 

the capital 5tructure, 

Return on Eauitv CaPital 

The costs associated with debt or preferred stock are arrived 

at contractually, and the utility's experience in this regard can 

be calculated from historical data. However, the assessment of a 

fair return on co~~on equity capital requires an exercise in 

judgment and opinion. 

Four witnesses presented testimony on the issue of a fair and 

reasonable return on equity capital for Gulf Power. During the 

examination of these experts, the applications cf the analytical 

tools used by them were scrutinized carefully. All used 

theoretically sound quantitative models to arrive at their 

estimated returns. Differences among the proposed required rates 

of return are due to subjective judgment employed by each in the 

selection of variables and in the interpretation of the results, 

The estimated returns range [rom Dr. Legler's·lJ-14\ to Mr. 
Seligson's 16.26\. The applicant requests a 16\ return on equity 

in this case. 

Dr. Dietz concluded that the feir return on equity for Gulf 

Power is 15 to 16\ through the use of a risk premium analysis, the 

discounted cash flow approach, and the comparable earnings 

approach. The risk premium used by Dr. Diet~ was derived from a 

Paine Webber survey of 100 institutional investors. This risk 

spread of 4.B7\ may be biased upward by the manner in which the 

survey questionnaire was worded. ln his implemention of the 

discounted cash flow approach, Dr. Diet~utilized a •holding 

period return• model rather than the Gordon model, thus requiring 

additional subjective assumptions to be made. If Dr. Dietz's 

variables had been used in the Gordon ~el, the resulting 

required return would have been U. 75\, rather than the holding 

period return of 15.0-15.8\. Although the holding period method 

does provide a feel for the investors' long run expectations, the 

Gordon model better provioes an estimate of the investors' current 

requirements. 

Dr. Seligson based his required return for investors on a 

risk premium approach, utili:ing the risk spread between 

three-month Treasury Bill rates and the electric utility 

industry's return on equity !or 1972. This witness was of the 

opinion that 1972 was mere representative than any following year. 

However, his testi~ony discloses that the risk spread in 1972 was 

higher than any other year since 1966. ln addition, by using a 

sprea~ based on the electric utility industry, the results from 

this ~del woul~ be applicable to any electric company, not just 

Gulf Power. Because of the general nature of this approach, it 

would be inappropriate to use !"6.26\ as the nquired return of an 

individual company, such as Gulf Power. Further, Mr. Seligson's 

recottJnended return· would provide an interest coverage ratio in 

excess of the industry's average for the last seven years, another 

indication that his analysis overstated the required return on 

equity. 

Or. Rettenmayer, who testified for the Department of the 

t:a\•y, updated his testimony at the hearing to reflect recent 

changes and supported a required return on equity of 13.8-lC.St. 

The results from the discounted cash !low approach were cross 

checked with his capital asset pricing model. The dividend yield 

of ll.S-11.75\ that was used in Dr. l<t'tten:r.ayer's ocr anal)•sis 

reflected the one and two-month average dividend yield ending July 

7, 1960. lf Dr. l<ettenr..ayer had used either a 52-wee'k a\•erage or 

a spot rate at the time of the hearing, the resultant rate of 

rc<turn would l:le sllt;htl~· hisher at H.76\, a rate which 

~?pro'i~ates the result of ~c. Dietz's data in the Co:con mo=el. 

The estir.:ate [or 2C-year Government ilond Yields used in 

Dr. rtetten~ayer's capital asset pricing model o! 10\ is about one 

percent lower than the current a~erage yield anc is equal to Dr. 

~~ttcn~~yer's o~n eDtimate of the inflation iate, If the capital 
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a~set pricing ~del was adjusted to reflect this more up-to-date 
bond yield, the resulting return would be 14.6\, 

Dr. Legler, the financial expert for the Office of Public 
Counsel, suggested that 13-14\ is the required rate of return on 

equity for investors in Southern Compan)' stock. Dr. Legler 
employed three ~ethods in his determination of the return: 
discounted cash flow, risk premium, and comparable earnings 
analyses. His ncr growth rate vas similar to that used by both 

Dr. Diet: and Dr. Rettenmayer, but the market price of $13.50 
which he employed was considerably higher, Since July of 1979 to 

July of 1980, every weekly closing price of Southern stock was 
under $13.50 except for one week, June 23, 1980. Although this 

price was a three week average prior to the hearing, the price of 

Southern stock has since dropped to a level equivalent to the 
average of the last year, approximately $12.00 per share. The use 

of the 52-week average gives a return of 14.76\. In his second 

approach, the risk premium analysis, Dr. Legler estimates his own 

risk spread of 3~0 to 3.5\ over the average bond yield from AA 
p1.1blic utility bonds. The average bond yield .used by the witness, 

of 9. 9 to 10.4\ was shown t.o be signif icantl)' lower than current 
levels of bond yields. ln fact, the 1980 low for the first eight 

months of this year for AA rated public utility bonds was 11.43\ 

an~ for A rated public utility bonds the low yield was 11.9\. 
Since no testimony was presente~ that suqgested a projected 
decline in interest rates, we feel that Dr. Legler's estimate of 

return on equity based on the risk premium approach is 
understated. lf the witness' risk premium of 3.D\ is applied to 

the 1980 low yield for A rated public utility bonds, the required 

return on equity which would result would be 14.9\. 

After analy:ing the proposed rates of return on equity of the 

four financial witnesses and making adjustments to compensate for 

what we believe are over- or understatements of the variables 
which they employed, we observe that the- resulting returnli are 
clustered in the range of 1~.6-14.9~. Dr. Diet:'s variables, 
applied to a Gordon model for the ocr, yield a 14.7~\ rate of 
return. Dr. Rettenmayer's DCF, utilizing a 52-week average which 

eppro~imates the current spot rate, resulting in a return of 
14.76\. lf Dr. Legler's ocr is adjusted for a more realistic 
market price, the resultant return is 14.76\; and if his risk 

premium approach is adjusted to reflect the current year's bond 

yield rather than the bond yields of 1979, the return required by 

investors would be 14.9\. 

For purposes o! thei~ analyses, the witnesses who addre~sed 

the issue of the fai~ return on equity capital used Gulf Power 
Co~pany's parent, the Southern Company, as a surrogate for Gulf. 

This would present no issue if the risks associated with the two 

entities were identical. As Dr. Legler and Dr. Rettenmay!r 
testified, however, if existing·differentials are not taken into 
account, the 'rate~aking effect would be to require ratepayers of 

one ju~isdiction to subsidi~e those or another. We agree with or. 

Legler that Gulf is less risky than its parent. Therefore, we 
shall use the lower end of the •cluster" previously identified, or 

14.61, to develop a fair return for Gulf. When an appropriate 
factor to recognize flotation costs associated with the is~uance 

of $200,000,000 in 1980 is added, a return (rounded) of 14.75\ 
results. We believe that this ~eturn should represent the 
midpoint of a range of 13.75-15.75\, which range we find to 
constitute a fair return on equity capital for Gulf at this time. 

In recognition o! the (act that Gulf Power's manage~ent has 
exhibited a conspicuous cor.~itment to an effective conservation 
program, we shall focus upon lC.BS\ rather than the midpoint for 

the purpose of calculating revenue requirements. 

The ranoe which ue have established for the return on equity 
capital resclts in an overall fair rate of return of 8.~0,, 
illustrated as follo~s: 
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Desc:riEtion 
(ll 

LOng-Terlll Oebt 

Preferred Stock 

Common Stock Equity 

Customer Deposit 

oeferred Taxes 

GULF POnER COMPANY 
Capital Structure 

Year-end 

Alllount Ratio \ 
---r2r (31 

$2BJ,l94,0DO .(7.66 

70,162,000 ll.Bl 

172,073,966 28.96 

5,661,815 .95 

63,120,074 10.62 
laveraoe) 

5594,212,.55 100.00\ 

Cost \ 
(il 

7.43 

8.28 

Weightel! 
Cost 

(5) 

3.54 

.98 

13.75- 4.30 
ll&-15.75 

8.00 .DB 

-o- -o-

!.:.!2.! 
Overall range 

B.SB-9.16\ 

ATTfllTlON FACTOR 

In the regulation of public: utilities, the ter~ •attrition• 
has become a vord of art used to describe the deterioration in 
rate of return which a regulated enterprjse charging fixed rates 
experiences when it incurs higher-than-e~bedded capital costs, 
increased operating costs, or incrementally higher plant 
al!ditions. Prevailing economic conditi~ns have led us in recent 
eases to provide an •allowance• to offset the anticipated effects 
of attrition. 

The parties and the staff agreed that it would be appropriate 
to provide for an attrition allo~ance in this proceeding. At 
issue, however, is the form and the amount o£ such an allowance. 
The Company has prorosed that it be allowed an attrition factor of 
140 basis points. ~r. Feaster, testifying for Public Counsel, 
contended that an attrition fa~tor of 40 to SO basis points would 
ade~uately compensate the Company for any attrition that it might 
experience in the future. 

ln developing the company's attrition fa~tor of 140 basis 
points, Mr. McClellan used an "incremental cuGtomer• approach. 
based on the difference between the test year and the projected 
12-month period ending May ll, 1981. Hr. McClellan's approach 
considers net operating income attrition, rate base attrition and 
cost of capital attrition. lt should be noted that Hr. 
McClellan's methodology develops an attrition allowance in terms 
of a proposed number of dollars, and that the equivalent number of 

basis points then become a function of the si;e of the rate base. 
Hr. HcClellan'G reco~~ended attrition factor of 140 basis points 
is derived by dividing his computed attrition allowance of 
S7,3J6,S07 by the Co:-1pan)•'s rate base of $525,347,439. As stated 
in the footnote on the bottom of txhibit No. 9, Schedule 1, Page l 
of 9, any adjustment to the rate base would ne~essarily change the 
needed percentage factor. 

At the steff's request, both Hr. McClellan and Hr. Scarbrough 
submitted revised data for the computation of the attrition 
allowance. This revised data included the Company's actual 
results of operations for the months of ~une 1980 and July l9SO 
and data on the Co~pany's financing plans. ~h~se revisions ~ere 
contained in Exhibit Nos. £, F, and G to Exhibit No. 59 and 
Exhibit ~os. A, B, c, and E to Exhibit No. 54. The inclusion of 
the appropriate revisions and the establishment of a (rnidroint) 
ret~rn on equity of 14.75\ would result in an attrition allowance 
o! S6,6iE,iS8. 
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·M~. Feaster, en the ether hand, d~veloped an attrition !a~tor 
of 40 to SO basis points based on his examination of the Company's 

historic attrition rates. Mr. Feaster indl~atcd that his 
~ecommendation was •slightly below the Company's more recent 
attrition experience,• but that he believed that it was 
•representative of prospective conditions.• Hr. Feaster further 
stated that his ~thodology does not compensate for cost of 
capital attrition, but that he felt that the use of an 
end-of-period capital structure would provide some degree of 
attrition offset in this area of operations. 

Having considered the methodologies offered ~ these two 
witnesses, we can accept neither. We believe that Hr. Feaster's 
subjective interpretation of historical data· does not yield a 
factor which is representative of future conditions, and in 
particular fails to account sufficiently for anticipated capital 
cost attrition. While Mr. McClellan looks to the future, we 
cannot accept with confidence his estimates. 

In the recent Tampa Electric Company rate ease (Docket No. 
BOOOll-EU), we developed an attrition allowance by combining the 
three yea~ attrition rate from Mr. Feaster's attrition study with 
an allowance for cost of capital attrition. We find the same 
methodology to be appropriate for this case. 

Based on Exhibit No. 16, Sehedule I, page 2 of 2, the 
Cc::>pany's three year attrition rate is 62 bash points. During 
February 1980, the Company issued $50,000,000 of First Mortgage 
Bonds at 15\ and $10,000,000 of Preferred Stock at 11.36\. Since 

these sec uri ties were issued after the end of the test year, they 
are not included in the Company's test year capital structure. 
The effects of including these securities can be determined from 
Exhibit No. 5, Schedule 11, page 2 of 4. Based on the capital 
structures contained in that exhibit and substituting the midpoint 
of the range for return on equity (14.7~), the test yea~overall 

cost of capital would be B.B4t and the pro for~~ overall cost of 
capital would be 9.36\ which includes the securities issued in 
February 1980. The difference between these two amounts is .52\ 
(52 basis points) which represents the attritional effect of the 
securities issued in February 1980. 

Combining the three year attrition rate with this provision 
for future capital cost attrition yields a !actor of ll~ basis 
points, which we approve as the attrition factor to be allowed in 

this case. 

REV~NUt t~PANSlON FACTOR 

The Company's proposed revenue expansion factor of 51.482\ 
includes an adjustment for the 20t income taz lag and utilizes a 
regulatory assessment fee rate of l/8th of 1\. The Public 
Counsel, however, cont~nds that the revenue expansion fa~tor 
should not contain a 20\ income t~x lag adjustment and that the 
current regulatory assessment fee rate of l/12th of lt should be 

used. ~fter makin9 these adjust::.ents, the Publie Counsel's 
proposed revenue e~pansion factor is 50.4878\. Neither the 
Company nor the Pu~lie Counsel has advocated the continuation of 
the State Income Tax •sharing• concept. 

Be~ause we have applie~ the balance sheet approach to the 
determi~ation of working capital, we ~gree with Public Counsel 
that the inelu~ion of a 20\ income tax adju~tment in the revenue 
expansion factor is not appropriate in this ease. We also agree 
with Public Counsel that the current regulatory esse~sment fee 
rate of l/l2th of l\ should be used to determine the revenue 
expansion factor. This rate is·appropriate because it will be in 
effect when the co~pany it allowed to implement its revised 
rete~. 

1.~cordingly, we shall utili:e a Mt operating income 
multiplier oC 1.960677 (1 divided by 50.4878\) to expand net 
opr.rating ineome re;uirem~nts into needed operatin9 revenues. 
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DETERXIN,.TION OF REVENUE O~~C¥ 

Relating the net operating income realized durin9 the test 

year o[ 531,944,596 to the rate base of $~22,4SJ,OOB, ~e f1nd that 

Gulf Power Company achieved a rate of return dur1n9 the test 

period of 6.11\. When compared to the fair rate of return of 

8.90\, ~hich we have identified for use in this proceeding, a rate 

of return deficieney of 2.78\ results. Application of this return 

deficiency to the rate base value yields a net operating income 

deficiency of $14,553,723. Use of the NOI multiplier of 1.980677 

translates this figure into a revenue deficiency of $28,826,224. 

The revenue requirement associated with the attrition 

allowance must be developed similarly. When the established rete 

base value of 5522,453,008 is multiplied by 1.14\ (114 basis 

points), an NOI requirement of $5,955,964 results. Application of 

the same NOI multiplier used above results in an additional 

operating revenue requirement associated ~ith the attrition 

allowance of $11,796,841. Thus, the total additional operating 

revenues which Gulf Po~er Co~pany should be authori~ed to collect 

on an annual basis amount to S40,623,06S. 

REFUND Or INTERIM REVENUES 

The interim increase which Gulf has collected subject to 

refund in this case incluaed 5142,494 of unrecovered fuel expense. 

consistent ~ith our decision in the TECO case, Docket No. 

800011-tU, we find that this amount represents a non-recurrin~ 

item that, having been excluded from the permanent a~ard, must 

also be eliminated from the interim revenues. Maule Industries, 

lnc. v. Hayo, 362 So.2d 63 (Fla. 1977), Aceord1ngly, 5144,000 on 

an annual basis must be refunded from the interim revenues 

collected pursuant to Order No. 9311. 

RAT£ DESIGN 

Having deter~ined the amount of revenues which Gulf is 

entitled to collect, ~e must consider the ~anner in which the 

revised revenue requirement should be distributed among its 

classes of customers. Accompanying the Petition which initiated 

this proceeding were rate schedules designed by the Company to 

generate additional revenues in the amount of $46,376,576 

annually. Inasmuch as we have authori:ed only a portion of the 

request, modification of the schedules submitted will be 

necessary. In addition, while we approve certain of the 

principles underlying the changes proposed b~ the Company, we find 

certain others to be unacceptable, and also find additional 

changes to be supported by the record. 

Cost of Service MethodoloGY 

Many considerations have been historically applied in 

distributing the revenue responsibili~y among customer classes. 

These considerations have included cost of service, historical 

patterns and customer acceptance. 

lt ~as 9enerally agreed by witnesses who testified on cost of 

service that the distribution o! revenues among cl~sses of 

customers should be based pri~arily on the cost of service. The 

witne!ses disagreed, however, as to how to determine the actual 

cost of servicing each o! the classes of customers. The Company, 

the industrial inter~enors and the federal intervenors proposed 

cost allocations based upon a traditionally accepted embedded east 

of service methodology. Public counsel proposed cost allocations 

based upon a "marginal cost" methodology. 

Traditionally, embedded cost of service studies attempt to 

assi9n costs to cl~sses of service based on several for~s of 

anely£1S. Such cost o~ service studies allocat~ utility plant end 

expenses to the various customer classes to ~eterm1ne the rate of 

return earned fro~ each class of service for the test year. The 

stud1es involve separation of plant end expense~ into functional 
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groups of production, transmission an~ distribution and other 
claas1fications. Formulas are then developed to alloc~te these 
ite~~ to the various classes of service. The final step is the 
allocation of costs and a determination of the ratio of operatinQ 
income to net utility plant, includinQ working capital. Revenue ~s 

not allocated, but is separated according to receipts by each class 
of service. A comparison of the utility plant, expenses an~ 
revenues assi9ned to each class indicates the relative rate of 
return achieved vith each class. Appropriate adjustments can then 
be made to achieve the desired distribution of revenue 
responsibility among classes. Establishin; relatively equivalent 
rates of return among classes of service has been a traditional 
goal in the allocation of costs. 

~he Company relied upon a cost of service study prepared by 
Hr. McClanahan, which used 1978 data to establish the one hour 
peak five-day avera9e demand, and took into account certain policy 
considerations expressed by ~r. Haskins. Hr. McClanahan 
considered the one hour peak five-day averaqe methodology to 
provide an appropriate allocation of responsibi-lity for utility 
plant and expenses between ~ustomer classes. 

Utilizing the results of Hr. MeClanahan's study, Hr. Ras~ins 
constructed the Company's proposed allocation of revenue amonq the 
customer classes. Hr. Raskin& considered several principles in 
designinQ rates, which were as follows: cost of service, fairness 
of rates amonQ custor.-.ers;, reasonable transition from previous 
rates, and the prem1se that electricity should be used wisely an~ 
not wasted. Mr. Haskins also proposed specific changes in the 
rate schedule$ that will be discussed later. All of the rates 
proposed by Mr. Haskins contained flat en~rqy charges. 

Kr. Brubaker, testifying for the industrial intervenors, 
. analyzed the cost of serviee .study prepaUtd by Hr. MtClanahan, as 
well as the rates proposed by Hr. Haskins. Hr. Brubaker 
considered the annual peak demand methodology used by Hr. 
McClanahan to be appropriate for the Company and emphasized the 
differences in service characteristics between custo~er classes 
that justified the results shown by Hr. HeClanahan's study. Hr. 
Brubaker criticized the Company's proposed revenue allocation as 
not properly allocatin9 revenue responsibility among customer 
classes. He stated that the Compan~·'s proposed rates tended to 
move revenue responsibility away from levelized rates of return 
between customer classes. He proposed, instead, a separate 
revenue allocation that allocated revenue responsibility a~ong 
customer classes to more closely equate rates of return between 
classes. 

Hr. Detrawi, appearinq for the federal agencies, relied upon 
Hr. McClanahan's cost. of serviee.study to show the need for 
allocating any rate increase amonQ customer classes so as to shift 
more responsibility for any rate increase to customer classes that 
were not covering the full cost of service assiqned to them. 

Dr. \~ells 'proposed that revenues be allocated amonQ customer 
classes by a marginal costing methonology, as he had proposed in 
Docket No. 800011-EU (Tampe Electric Compa~y}. Utiliting a 
measure calle~ system lambda, Dr. ~ells established what he 
considered to be the long run marginal cost for the system, which 
he testified was an appropriate indicator of marginal cost. By 
co~paring the relative price of residential, eorn~ercial and 
industrial rates per kwh to the system lambda, Dr. Wells 
concluded that industrial customers' rates should be incre!sed by 
a higher al!.ount in relation to residential ana col!'.mereial 
customers if any rate increase is granted. 

As he had none in Docket No. BOOOll-EU, Dr. ~ells noted that 
the current a~d proposed rate levels for the Coe.pany d1d not reach 
mars1nal cost. He stated that since regulator)' raternaltin; sets 
rate l~vels belo~ marginal cost it would be n~cessar~ to a~just 
ex1St1n~ rates to p~c~~de marginal cos: price Slgnals, wh1le 
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producing total revenues below the amount which would be produced 

by pricing at marginal cost. or. Wells proposed to place all 

customer, demand and energy related costs in the k~h, or energy, 

charge. This would establish a kwh charge that would act 
similarly to pricing at marginal cost. To allow for revenue 
stability, Or. Wells proposed a minimum bill of $2 pee month per 

customer. 

After reviewing the testimony presented in this matter, ve 

conclude that the cost o! servi~ methodology employed by Mr. 

McClanahan is the most appropriate methodology available to us in 

this case. However, we intend to direct the utilities to improve 

and make more unifor~ the cost of service metho~oloqies used in 

future proceedings. 

As we concluded in Order No. 9599, Docket No. 800011-&U, we 

cannot embrace Dr. Wells' marginal cost pricing theory without 

further exposure ~o the concept. By November, l9BD the four major 

investo:-owned utilities are required by the Public Utility 
Regulatory Policies Act to file marQinal cost of service studies. 

These filings will g1ve the Commission an opportunity to evaluate 

various methodoloqies and become familiar with the topic. ln 
adnition, marginal cost o! service studies will be considered in 

the cost of service docket, Docket No. 790593-&U. 

Revenue Alt~~~~ between Customer Classes 

Although the Company and Hr. Brubaker relied upon ~r. 
HcClanhan's cost of service study to allocate the rate 1ncrease 

among customer classes, the allocation proposed by the Company 

differed !rom that proposed by Mr. Brubaker. Hr. McClanahan's 

study, which we have previously approved, shows existinq relative 

rates o! return, bY customer class, as follows: 

Rate Chs!_ 

Residential 
General Service 
Luge Power 
Large Jligh Load 

Factor Service 
Outdoor service 
General Service 

Demand and Small 
Power all Electric 

3.84 
6.33 
7.65 

7.91 
10.04 

11.32 

Considering our approval of a $40,623,065 rate increase, we 
find the followinG increases of rates, by customer class, to be 
appropriate: 

:Rate Class 

RS 
GS 
GS-D 
LP 
PX 
OS 

TOTAL 

s Increase 

25,023,000 
1,756,000 
5,437,000 
s,sss,ooo 
2, •:90. 000 

321,000 

S40,623,000 

!ercenteae Inc~ 

29.8 
25.4 
13.6 
18.6 
l4 .6 
14.7 

22.56 

•Revenue effect of increased connection charges. 

~dditionally, in desiqninq its rates the Company shall take into 

account the revenue effect of unbilled revenues, illegal use of 

electricit~. an~ the fuel roll-in authori~ed hereinafter. ~he 

ra:es should be desicned to produce the aopropdate re\•enue 
1ncrease as closely as possible. 
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Th~ Co~pany has proposed in~reases in the level of the 
eustomer charges for all rate ~lassifieations. As in Order No. 9599 
in Doeket No. 600011-EU, we feel that the distribution eosts whieh 
should be ineluded in the ~ustomer eharge eonsist of those related 
to distribution from the pole to the ~ustomer's house. We 
therefore find the following eustomer charges to be ap?ropriate. 

Rate S~hedule 

RS 
GS 
CS-D 
LP 
PX 

Demand Charges 

s.oo 
s.oo 

13.00 
116.00 

4,083.00 

The Company has also proposed in~reases ~o the demand eharges 
for their demand metered rates. The Company's present GS-D and LP 
rates in~lude hours/use blo~king in the energy charg~s related to 
load flletors of 2St and SO\ respe~tively. :RCD R-11 (exhibit n1 
shows the aetual demand eosts to be higher than proposed by the 
Company. We find that higher demand charges would more ac~urately 
reflect the ~est of service and would provide an incentive for 
hi9h load factor ~ustomers. In light of our de~is1on to reject 
de~lining blo~k demand ~heroes in rate LP (see below), we con~lude 
that the following demand ~barges are appropriate. 

Rate Schedules 

GS-D 
t.P 
PX 

~inter/Summer Differentials 

Demand Charoe/kw 

4.00 
s.oo 
5.00 

The saturation of air ~onditioninq in Gulf's se~vi~e area is 
in the range of BO-BS\ !or residential customers. The Company bas 
a much lower saturation of eleetri~ heating. The air 
conditioning load contributes to the syste~'s maximum de~and, with 
the result that Gulf Power Company consistently is a summer 
peaking utility. The Company proposed to retain its winter/su~~er 
rate differentials in the energ~· blocks of the R5 and GS rates. 
The staff witness, Kr. Hakin, con~luded that the differential was 
justifie~, based on the data in RCD R-6 (Exhibit 48). Dr. Wells 
reached the same conclusion based upon his analysis of System 
Lambda. We find that the winter/summer differential should be 
retained. 

A~plieability Provision of GS, GS-D, LP and_PX rates 

At present the applieability elauses of these four rates 
require various demand levels. The break?oint between rates CS 
and GS-D is 20kw and the breakpoint between rates cs-o and LP is 
SOD kw. Rate PX requires a demand of 7500 kw and an annual load 
factor in ex~ess of 74\. The current epplieability prov1s1ons 
appea~ to be practical and reasonable and should be retained. 

DeclininQ 5lo~k Demand CherQe for LP Schedule 

ln its filing the Com?any proposed to retain the two step 
declining block demand rate for its LP schedule. It is ap?arent 
that the Co~.pany considered Order No. 9329 in Docket No. 790571-E:U 
to address only energy ~har9es. This is not the ca$e. We believe 
6 !lat demand ct.arqe is ap?ro~riate !or the LP rate schedule. 

Generatlon fro~ ~eneYable tnercv ~esources 

Mr. ~akin prO?OSed a rete sch~dule containing an energy 
s~r~l~s rate so t~at a self-s~neratin9 ~~sto~er ~tili:in~ 
rcne~able resourc~s with a d~s1;n capacity u~der lS kw would be 
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able to sell surplus energy to the ~tility. This ~atter is now 

under consideratlon in Docket No. 780235-EU and sho~ld not be 

considered in this proceeding. 

Prim~rv and Trans~ission Voltaoe Discounts 

The current discounts to customers receiving service at 

primary or trans~ission voltages are based upon historical values 

and are not supported by a current cost study. The current 

discounts are l6f per kw for service at the primary distribution 

level and 32t per kw for service at the transmission level. We 

find these discounts to be unreasonably high and require them to 

be lowered to 10~ per kw and 20~ per kw, respectively, until the 

Company submits a cost study justifying different levels of 

discounts. 

Inverted vs. Flat Rates 

As in Docket No. 800011-EU, inverted resi~ential rates were 

proposed bt witnesses to this proceeding. Consistent with Order 

No. 9599 entered in the above docket, we fin~ that flat rates 

rather than inverted rates, sho~ld be approved in this proceedin9. 

Inverted rates will be considered on a generic basis in 

conservation-relate~ proceedings. 

Textual Chances in Certain Rate Schedules 

The Compan~· prcposes textual chanc;:es in tariff sheets 4. 6, 

4.7, 4.7A and 4.13. The Company proposes to raise the minimum 

charge for standby service from $2.00/mo. per kw to $7.00/mo. per 

kw. Since the demand char9e for GS-0, LP and PX'rates, approved 

herein, is only SS.OO per kw, we find no justification for a. 

mini~um bill of S7.00 per kv for standb; service. The minimum 

bill on tariff sheet 4.7A shall be SS.OO per kw. 

'Fuel Roll-in end Y.odi!_ications of the C'tlel Clause 

The Company proposes to increase the amount of fuel in the 

base rates by 9.eJ7 mills/kwh (.9837~/kwh), from 13.3 mills/kwh, 

to a total of 23.137 mills/kwh so as to more accurately reflect 

the current price of fuel. Under Mr. Brubaker's proposal, all 

fuel costs would be included in the fuel adjustment and the kwh 

charges would be smaller. This method would conflict with peak 

load pricing an~ vould require separate on-peak/of!-peak fuel 

adjustments for each customer class. we feel that using the 

average fuel cost of the four major electrics (2.5~/kwh) would 

provide an appropriate base fuel cost and a better basis for 

com?arison. This amounts·to a roll-in of 1.189~/kwh into base 

rates, inclu~ing taxes. Therefore, the revised fuel adjustment 

for October, 1980 - March, 1981 will be a credit of .224~/kwh and 

will be effective with the rates approved herein. 

Mr. Brubaker also proposed to allocate fuel costs amon9 

classes with consideration of line-losses e~perienced by each 

class. We find ~r. Brubaker's proposal to be reasonable. The 

allocation of fuel cost be~ween classes in the base r~:tes should 

be adjusted to reflect the effect of line losses ·at different 

service levels, ~hich are as !allows: 

Rate Schedule 

RS, GS, GS-0, OS 
LP 
PX 

Outtoor Liohtino 

Line Loss ra~tor 

9. 0749 
6. 43 
3.35 

The Co~pany has proposed the elimin~tion of the pr~sent rete 

for 1~0,000 lu~en high pressure sodium vepor IHPS) lamps because 

of ltS lim1ted application and has proposed to include rates fo~ 

5400 lumen high pre~sure sodi~~ lamps in lieu of the 3500 lumen 

mercury v~:por lar..p in the interest of enerr;)' con~<ervet.ion. The 

co-,;peny h&s also proposed to c:lo!le the mtHcury ''apor street 
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liqhting rates to new ~ustomers. We have reviewed the proposed 

rates for high pressure sodium vapor lamps and find that we are 

not satisfied that the rates are ~ost justified. ln addition, the 

HPS rates are substantially hi9her than the rates for mercury 
vapor lamps. As a result, ve will not require, nor per~it, the 
closing of the mercury vapor schedules to new customers at this 
time. 

We will, however, permit the proposed HPS rates to be placed 

in effect·so as to allow a more energy efficient alternative for 

Gulf's customers. The present HPS and mer~ury vapor rates should 

be divi~ed into an investment and kwh rate to effectively reflect 

the costs of capital investment and energy components. The 
Company is required to submit a cost study to justif~· the proposed 

HPS rates within six months of the date of this Order. In 
addition, outdoor lighting service should be offered so as to 

allow a customer the option of owning and maintaining the fi•ture 

when receiving service. 

Connection Charoes 

At present the Company ~harqes SB for reconnection and 
~harges SlO for either an initial ~anneetion or a reeonnection 
after disconnection for cause. The Company has propose~ an 
in~reased charge of 510 for reconnections. It also submitted, in 

late filed Exhibit No. 83, an analysis whi~h shows costs of S9.32, 

59.78 and 510.36 for initial connections, reeonnections and 
reeonneetions for cause, respectively. We find that the Company 

proposal of increasing the reconneetion charge to SlO is 
reasonable and should be approve~. 

90\ Power Factor Provision 

The present demand rates contain power factor provisions 
.showing a reactive demand charge based Dn reactive capacity and 

90\ p~Jer factor. The Company proposed no change to its current 

power factor provision. Neither the intervenors nor the staff 
offered changes to the clause. Therefore, we find that the 
present power factor provision should be retaine~. 

Elimination of SPAt and P~!-~ 

ln the preheating order, the parties and staff stipulated to 
the elimination of the SPA£ and PLP rates. Customers now served 

under SPA£ rate will be transferred to the GS-0 rate. The SPA£ 

and PLP rates are to be eliminated upon the e!fectiveness of the 

rates approved herein. 

ii'EFUND Of" Eli£.~~~-;_~'t~~~.'L~"!'!~ 

~ffeetive Hay 2 1 1980, the Company was granted an interim 
increase of S6,2S7,DOO on an annual basis, amounting to a 3.4756\ 

across the board increase on base rate revenue. We have 
previously conclu~ed that only 56,113,000 shoul~ ha~e been 
granted, resulting in a refund of 5144,000 on an annual basis. 

51 nee these rates "'ill have been in effect approxin:ately six 
months when the final rates go into effect, appro•i~ately 576,000 
plus interest will need to be refunded. The Con:pany should 
calculate the amoun: to be refunded, to include interest at a rate 

for 30-day commercial paper as defined in refund criteria 
established in Order No. 9306, Docket ~o. 800400-Cl, In that the 

refund amounts to only 2\ of the interim increase, we !eel the 
administrative costs of recalculating each customer's bill during 

the interim period would not be cost justified. The refund amount 

should be refunded through a re~uetion in the fuel adjustment. 
This docket will re~ain open pen~ing a report by the Com?any of 

the final dis?~Sition of the refund. 

S1nce the e1c:.h: month file and suspencl period en~s l<over::~er 

3, 1980, the rates under thu Orde~ shall bec:;:t~e effective for 
bills rendered for meter readin;s on or after the date of this 
Order. 
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'rh~ Company w i 11 also provide a not i ee to accompany the first 

bill for aervice under the final rates explaininq the a~ount of th~ 

incr~ase and the reasons therefor. A copy of said notice shall be 

sub~itted for the Commission's approval prior to mailinq. 

ADDITION~L FINDINCS Ot_FACT AND CONCLUSIONS_~t~ 

Consistent with and in addition to the matters treated above, 

the Co~~ission finds and concludes as follows: 

1. Gulf Power Company is a public utility subject to our 
jurisdiction within the definition of Section 366.02, Florida 

Statutes. 

2. With appropriate adjustments, calendar year 1979 

represents a reasonable test period for purposes of our review in 

this proceeding. 

3. During the test period, Gulf Power Company realized net 

operating income of $31,866,165. 

~. The value of the average rate base for the test perio~ is 

ss22, 453, oo8. 

5. The earned rate of return for Gulf Power Company ~urin~ 
the test period ~as 6.11\. 

6. The capital structure utilized herein is reasonable and 

ap;ropriate for ratemakin~ purposes. 

7. Gulf Power Company should be authorized to earn in the 

rang~ of 13.75-15.75\ on common equity capital. The overall. fair 

rate of return lies within a range of 8.58-9.16\. For purposes of 

determining revenue requirements herein~ a return of 8.9~\ is fair 

and reasonable. 

. B. To offset. anticipate!!~ attri'tio'h, Gulf Power Company 

should be provided an attrition allowance of 114 basis points. 

9. Gulf Power Com?any should be authori%ed to place into 
effect revised rate schedules designed to generate 540,623,065 in 

additional revenues annually. 

10. The amou~t of $4,225,176 annually telated to the 
Caryvill~ cancellation charges should be placed under a refund 

provision, and the Commission should retain jurisdiction over this 

l!latter. 

11. The rate schedules prescribed herein constitute fair an~ 

reasonable rates within the meaning of Chapter 366, Florida 

Statutes. 

12. Gulf Power Company should be required to refund to its 

ratepayers that portion of the interim increase related to the 

unrecovered fuel expense contained in its !ilinq, or 5144,000 on 

an annual basis. The interim revenues should otherwise be 

approved. 

~ccordingly, it is 

Oi<ilERE:D by the i'lorir'la ?ublic Service Cor.."'llission that all 

findings and conclusions he:ein are ap?roved and adopted. It is 

further 

OnD£R£D that Gulf Power Compa~y is authori~ed to submit 
revised rate schedules consistent here~ith, designed to generate 
$40,623,065 in additional annual revenues. Said rate schedules 

shall become effective and ·applicable to bills rend~red for meter 

read1n;s taken on and after November 10, l9EO. It is further 
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ORDERED that the amount of 54,225,176, or that portion of the 

total annual increase related to the Caryville cancellation 

charges, i& hereby &u~jected to a refund condition in the event 

the Scherer transaction relied upon by the Company as 
justification for the cancellation is not realized within one year 

of the date of this Order, or the cancellation is not otherwise 

justified to the Commission's satisfaction. The Commission 

retains jurisdiction over this issue and related amounts for that 

purpose. It is further 

ORDERED that Gulf Power Company refund to its customers the 

portion of the inte:i~ revenues related to unrecovered fuel 

expense in the ~anner delineated herein. It is further 

ORDERED that the Company provide to its customers with the 

first bill reflecting this increase a notice describing the nature 

of and reason for the increase. A copy of the notice shall be 

furnished to the Commission's Electric and Cas Department prior to 

issuance. 

By Order of the Florida Public Service Commission, this lOth 

day of November 1980. 

(SEAL) 

JAM 
PS 

MAtm, Chairman, Concurring in part, Ois~enting in part 

The order in this case is far too long, and I hesitate to 

lengthen it with my separate comments. ~y views which have not 

won majority support on the Co~~ission are expressed in prior 

opinions. I will comment on the reasons for my concurrence in the 

rate of return allowed and on the allowan~ of substantial amounts 

for construction work in progress. 

Electric utilities are at present in a period of financial 

difficulty ~hich warrants the concern of regulatory agencies for 

cash flow and earnings a~equate to insure that the company's 

obliaations to the public will be met. Generatin~ plant now 

co~1~g on line was planned long before I came on the Co~~ission 

and ought to be pravided for. I have reservations abOut the 

continuance of the build-more, sell-more, cost-plus mentality in 

the electric industry. The attrition allowance and the rate of 

return approved here are sufficient to allow this eo~pany to sell 

less over the ne~t few years until this Commission finds a 

mechanism for pricinq electricity in such a way that those who 

cause the markedly hiqher costs of today pay those costs. 

Correspondingly, 1 think that the effects of inflation should be 

visited less stringently on consumers who practice sound 

conservation policies. Twenty years ago sellinq more electricity 

meant more efficiency, and the marginal cost was less than the 

average cost of each unit. We haven't shifted our thinking to 

ta~e account of the fact that today marginal cost is hiaher than 

average cost. I remain hopeful that the Co~~ission ~ill address 

this 1ssue. 

In the meantime, Gulf Power Company has the hi~hest average 

consu~ption by residential consumers. Fortunately, the top 

management of this company has the best attitude toward 

conservation l have observed in Florida. Management deserves a 

chance to prove that new capaclty requ1rements can be minimi;ed 

and that Gulf's customers can reduce their demands on the system. 
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C~mmissioner Marks dissenting in part: 

1he •ajority has again decided to allow the ratepayers to 
pick up the tab [or charitable contributions. The •~aunt in this 
instance is $16,550. Ky opposition to this is well-knowni 
therefore, l will not repeat the arguments as stated in the United 
Telephone and the General Telephone eases. The Public Counsel 
agrees that charitable COntributions are a legitimate expense of 
the shareholders rather than the ratepayers and the Co~ission's 
sta!f is siMilarly convinced. As indicated in the Public Counsel's 
brief, the question is not a matter of appropriateness of the 
amount or the WQtthiness of the cause. The proper focus was well 
stated by the New Hexieo Public Service Commission: 

Even if these charitable contributions had been 
shown to have been made in New Mexico, to New 
Mexico charities, they should be disallowed for 
the reason that there is no evidence 
demonstrating any relationship to such expenses 
and the lowering of overall e~penses which WPuld 
benefit the r~tepayers and justify their bearing 
suc:h expenses. 

~e El Paso Electric Company (1977) 23 PUR4th 
lll, 142 ClUng 

~e Southern Union Gas ComEan~ 12 PUR4th 219, 
236 (197S). 

~nother issue which bears equal attention is properly raised 
by our staff. It is the amount of $81,~50 specified as Industry 
Associ8tion Dues. The staff accurately points out that the 
benefits to the ratepayers that might be obtained from cert8in of 
the trade ~nd industry association dues~ere unknown an~ 
unquentified in the record. Accordingly, they reeo~~end that such 
dues be disallowed to the extent they are of no definite benefit to 
the ratepayers. The ~8jority disagreed-with the staff on this 
issue and chose to allow all of the industry association dues even 
if there .was no·benefit to the ratep8yers. I must agree with the 
staf!'s analysis. I would only allow those dues which provide a 
proper ne~us between the utility and a definitive benefit to the 
ratepayers. As such, dues to the Amerc:ian ~ational St~ndards 
Institute, the Florida Electric Power Coordinating Group and the 
Southeastern Electric Reliability Council should be allowed. All 
others should be disallowed. 

There is one other issue in which I find myself out of step 
with the majority: by vote of four to one the Co~~ission has 
decided to allow construction work in progress (~IP) of 
$110,869,978 to be included in the company's rete base. I em 
simply not convinced by this record that the company carried the 
burden in proving that C~IP should be allowed in the rate base. As 
indicated by Public Counsel "there are m~ny improprieties which 
arise from the practice of including C~IP in the rate base which 
were not squarely addressed by the company and which have 
significant detrimental effects upon its ratepay~rs.• 1 along with 
the Public Counsel believe tha~ placing CWIP in the rate base 
forces the c:ustome~s to assume a role of equity investor without 
the benefi~s which would follow from such a role. The practice 
unfairly discriminates against the company's current ratepayers by 
forcing them to finance plants which will only benefit a future 
generation of ratepayers. ~s such, it improperly shifts the risk 
of investment from the company's stockholders to its r~t~payers. 
Further, I c~n find no evidence that it is cheaper to include ~~IP 
in the rate base as opposed to future recovery of construction 
costs and close ~nalysis indicates the C~IP method generally 
ignores the time value of the ratepayers• money. Flnally, the most 
com?elling argument 1 can find a;~inst allowing C~lP in the rate 
t~se is that in the competitive merketplace, which regulation 
should emulate, a bus1ness cannot earn a return on an 1nucstment 
that does not prou1de goods or serv1ces to its c~stomers. (See 
br1er of Public Counsel.) 
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lt is not ~y intention by this statem~nt to pass on tn~ 
substantive propriety of allowing CWlP in the rate base. I simply 
bel1eve it is the burden of the company to establish by ~~p~tent 
evidence that such allowances should be made. As 11 result of 
listening to tne testi~ony o[ all the ~itnesses on all the i~sues 
stilted 11bove and readinq the briefs of the various parties, l am 
of the opinion that the positions stated by the ~mpany are not 
substantiated in the record. 

The calculation showing the above adjustments is presented 
below. I! those adjustments were made as 1 have indicated, the 
total operating revenue requirement of Culf Power Company would be 
$20,268,862, as opposed to the majority's revenue requirement of 
$40,622,826. 

CO~P~NY RAT£ BIISE (3URISOICTIOHAL)$ 525,347,439 

AO.J US'l'Mt:NTS 
Balance Sheet Workinq Capital 
FERC Audit Adjustments 
CWIP 

APJUST£0 3URISD1C'l'IO~AL RA'l't BIIS£ 

$( l,5S4,09B)X92.12663l $ (1,431,738) 
$( l.S~9,0l2}X92.12663\ S (1 1 463,903) 
$(llO,B69,97B)X92~12663\ $(102,140,774) 

s 420,311,024 

CO!'lPANY NET OPtl'~'l'WG INCOMt (3URISDlCTIOtlAL) s 31,866,165 

ADJUS'l'MCNTS 
Unrecovered Fuel Cost 
Bank Service Charges 
F£RC Audit Adjustments 
Consolidated Taz Return 
Advertising tzpenses 
Industry Association Dues 
Charitable contributions 

Total 

$142,4'( X.513Xl00\ $ 
$102,645 X.Sl3X94.132j8\ 
${304,577)X94.13298\ 
$199,872 X l.DO\ 
$ 79,822 X.Sl3X94.1329B\ 
$ 36,022 X.Sl3X94.13298\ 
$ 16,550 X.~l3X94.13298\ 

73,099 
49,576 

(296, 707) 
199,872 
38,546 
17,395 

7,992 

ADJUSTED JURlSOlC'l'IONAL NtT O?ERATINC INCOME 31,965,929 

EARNED RATE OF RE:'l'URN 

"'UllOtD 

(CONTINUED ON N£X'l' PJ.G!:) 
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· JURISDICTIONAL AATE B"St 
tv.Tt OF RETURN 

L.llow~d Rate of Return 
djusted Earned Rate of 

Return 
D~:fici~ncy 

NET OPERATING INCOME DEFICIENCY 
NET OPERATING INCOME MULTIPLIER 
OPERATING REVENUE R£0UIREH£h7 

ATTRITION ALLOW~NCt 
Jurisdictional Rate Base 
Attrition Factor 

NET OPERATING DEFICIENCY 
NET OPERATING INCOME KULTIPLIER 
OPERATING REVENUE REQUIREMENT 

8.900000\ 
1.605303\ 

TOTAL OPERATING REVENUE REQUIREMENT 

s 420,311,024 

Xl.29.t697\ 

$ 5,441,154 
Xl.9B0677 

lO;'"'ff8,JS7 

$ 420,331,024 
1.14\ 

4,i9l,S'H1 
Xl, 980677 

$ 9,490,505\ 

$ 20,268,862 
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10 
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P R 0 C E E D I N G S 

HR. SHAFFORD: Mr. Addison, I'll turn the meeting 

over to you. 

CHAIRMAN CRESSE: I understand this is kind of a 

: I 
I 

little informal hearing or formal hearing or trying to get an 

update 

7 HR. SHAFFORD: Yes, sir. They requested, they wante 

a to show us, it's an informal meeting to show, as I understand 

9 it, the benefits of buying into the Scherer Plant or the pas-

10 sibility of buying into the Scherer Plant in Georgia. 

11 CHAIRHAN CRESSE: All of you know the new Commis-

12 sioners? Has everybody met here? 

13 MR. ADDISON: This is Earl Parsons here, Vice-Presi-_. 

14 dent of Electric Operations with our company, and this is 

15 Arlan Scarbrough l'.vho is Vice-President of Finance, and Roger 

1s Vinson over here who is counsel for the company. 

17 (Off the record briefly.) 

18 ~1R. ADDISON: Hell, l'.ve thank you very much for the 

19 opportunity to meet w·ith us this afternoon. Before 'ive get 

20 

21 

22 

23 

24 

25 

into the subject at hand, I want to mention just one little 

thing that's going on over in our service area right now that'! 

certainly important to us, and I think is of concern to you 

all. In January of 1981, we had 93% higher heating degree 

days than we did in January of 1930. As a result of that, 

sold 28i'o more kilowatt hours in January of 1981 than •.-1e did 
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January of 1980. And it's working a pretty good hardship on 

2 number of our customers. And a number of calls and complaints 

3 and concerns we're getting is very high compared to the norm. 

4 And I'm sure that if our ratio has gone up to that extent, 

5 then your ratio has gone up also. 

6 The thing that I wanted to say to you is that we are 

7 concerned, and we're working on an individual basis with those 

8 customers who are calling us to make certain that we do every-

9 thing ~;.;re can to help them manage their situation. And I just 

10 wanted to say that to you because we have the opportunity to 

11 do it, and we're not cutting people off who are coming in and 

12 talking with us. We're making the effort to try to do some-

13 thing about ic. So I think we're doing everything we possibly 

14 can to manage that situation. B~t I felt we ought to say that 

15 to you. 

16 I really will not go as far back as I might for the 

11 two lady Commissioners to give all of the background and our 

18 participation Qr possible participation in the Scherer generat 

19 ing units in Georgia. But I'll just try to give you a brief 

20 look at that so you'll have some feel for '>vhy we're here today. 

21 Since the Arab oil embargo, Gulf, like all other utility com-

22 panies in the country have experienced a steady decrease in ou 

23 load projections, and the result of that," it comes about as a 

24 result of increased costs and the conservation ethic, I think, 

25 thac's going on in this country, and our own efforts in che 
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conservation field. 

2 Now because of that, the kind of planning and con-

3 struction of new generating units that we have experienced his-

4 torically began to change. We had planned to, in the late '70s, 

5 to have a generating unit come on the line at Caryville, a 500 

6 megawatt unit. ~nd we had actually gotten started on the en-

7 gineering, had actually done the environmental permitting on 

8 that site.· But as we moved under that time frame, it became 

9 pretty obvious to us that we were not going to need that 

10 capacity during that time frame. So \ve began to delay that 

11 unit. One of sister companies, t1ississippi Power Company, was 

12 in the same situation and had a unit that was further along as 

13 far as construction is concerned than the Caryville Unit, and 

14 ~.;e ultimately made a decision to buy into that unit or to buy 

15 one of those t\vO units, which we have done. And it's at a 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

great dollar savings to our customers. 

Then after the purchase of that unit, we still were 

considering the construction of the first Caryville Unit. 

However, Georgia Power Company at the same time had been ex

periencing the decrease in load projections. And as a result 

of tha c, they had capacity under cons true cion, ei the!.· under 

construction or permitted for that they no longer needed in 

the time frame that it was originally scheduled for. And 

rather than go through the agonies of cancellation, Georgia 

began trying to market some of that capacity, and they have 
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indeed marketed quite a bit of that capacity, portions of the 

2 unit to other entities within the State of Georgia. However, 

3 they still had additional capacity available. 

4 At the time we began looking at it in 1978, it 

5 appeared to us that we would need capacity in the 1987-1989 

s time frame. lile found that there was capacity available there 

7 that \·le could buy at a tremendous savings as coopared to us 

a going fon.;ard with the Car.yville Unit. And we' 11 talk about 

9 some of the numbers in just a minute. So we made the decision 

10 to cancel the Caryville Unit and to buy into the Scherer Units 

11 in Georgia, the last two units. At first, we 'tvere not sure if 

12 we'd be buying a portion of all four of the units at that time 

13 or if we would be buying into the last, the third and fourth 

14 ; unit. As it turned out, our proposal now is to buY. into the 
i 

15 third and fourth unit~ 25% of each one of those units, and 

16 they're 818 megawatt units. S9 altogether we'll be purchasing 

17 a total of 404 megawatts of capacity. 

18 

19 \and asked 

20 1 statement 
i 

No~v we came to the Commission in the fall of 1978 

for permission to put into effect an accounting 

that would allow us to wri~e off the cancellation 

21 
charges of Caryville over a period of five years. Vle are re-

1 taining the site; the environmental permitting is still in 
22 I 

!effect; it will be 15 years. 
23 

I 

But those e·xpenses that had to 

ido with engineering and expenses already committed by manu-
24 I 

I 
Cor.m~.is s ion \• 11 £acturers had co be dealt with. When we came to the 

25 

I 
I 

RC-190 



, I 

: I 

our outside estimate was that we were looking at a 'vrite-off 

of about $20 million. We said that that was an outside figure 

and that we hoped to reduce it. But the end result is that we 

7 

4 did in fact reduce it to about $12 million as a result of 

5 finally refining some figures and doing some very good nego-

6 tiating with the equipment manufacturers. 

7 And, so the Commission at that time in lace 1978, 

8 allowed us' an accounting treatment to write-off above the line 

-g I those expenses over a five-year period, retaining the right, 

10 of course, to reconsider the validity of those expenses in a 

11 rate case that might follow. In the rate case which we have 

12 just concluded, the Cowmission again considered that matter 

13 and qaestioned us as to whether or not we had entered into the 

14 contract with Georgia for the purchase of those units, and we 

15 had not for a number of reasons. Our load projections con-

16 tinued to show some decrease, and it became obvious to us that 

17 unless something else haP15ened, that we really would not need 

18 that capacity in the '87-89 time frame for our retail cus-

19 tamers. However, there ~vrere some things also beginning to 

20 come along that looked as though it might make it feasible to 

21 proceed on that schedule, and that is that a number of utili-

22 ties whc are predominantly oil-fired generators were looking 

23 for the opportunity to buy displacement energy and/or capacity 

24 that was coal-fired. So it appearad to us that if 1:ve could 

25 wait until we got some of that in focus, He could make a 
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better business decision about proceeding with the Scherer 
I 

Units. The Commission in the order which ,.;e received following! 
I 

the hearings allowed us the write-off of those expenses. Hmv- I 

ever, because we had not entered into a contract yet with j 
Georgia for the purchase of the units, said that if that withi 5 

6 1 a year -.;.;e had not signed the contract for the purchase of 

I 
7 I those units or come forth with some other justification for 

8 I having canceled the Caryville Units, that we would have to 

I 
9 \refund that portion of the rate increase to our customers. 

10 I Now as I mentioned to you earlier, out 1 oad pro j ec -

l1 tions have continued to decrease. As it stands now, if we wer 

12 not to purchase the Scherer Units, '"e would not need the Cary-

13 ville capacity until 1993. The cost comparison as we calculat 

14 <lit today is that the Caryville capacity if constructed and goes 

tS into service in 1993 would cost us $2,662 a kilowatt. The 

16 Scherer Units in 1987 and 1989 average out to a cost of $855 a 
i 

17 I kilowatt. There are three reasons for that. Primarily becaus 

18 ! of the early commitment of the Georgia units and the time 

19 \

11 

frame in ~vhich they are construe ted. They were larger units 

20 than the units that we had originally planned at Caryville, bu 

21 1 nmv if ~ve built a unit a Caryville' it h70Uld be the same size 

I 
22 I unit. The other major factor is that there are no scrubbers 

I 
23 \ on the units at Scherer. Scherer is grandfathered and will 

i 
24 l burn low-sulfur coal and will not have to have scrubbers. But 

I 
25 i the time frame of the commitment for the major equipment is 

i 
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the basic, one of the largest factors. 

So the situation we now face is that Scherer is 

scheduled to be available to us six and four years ahead,of 

what our need really. is for our retail customers. Howeve , 

we have the opportunity to sell at least a portion of that 

6 capacity to other utilities to displace oil-fired generation 

7 until that capacity is needed by our customers. At that time, 

a they will greatly benefit as demonstrated by the cost compari-

g sons. 

10 Nm.,r our dilemma is this. If we wanted to be short-

11 sighted and bury our head in the sand, we could live a lot 

12 easier life for the next five or six years, and our stock-

13 holders would fair better if we did not participate in the 

14 Scherer Units. However, ~.,re're not in a short-term business. 

15 He are definitely in a long-term business. and our customers 

16 ultimately will greatly benefit from our participation in 

17 Scherer. 

18 In addition to the benefits to them, there is the 

19 benefit to this state of reducing oil consumption by selling 

20 
that capacity into the State of Florida, or at least a portion 

21 
of it. Now we are ready within a matter of a few days to sign 

22 
the contract with Georgia Power Company for the purchase of 

23 
that capacity. There is no doubt that if we move down the 

24 
road and it's been demonstrated by our decision on Caryville, 

25 
it's very easy after you pass a point in time to be second 
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guessed about your business decision. Nmv we simply cannot 

take the business risk of having that kind of second guessing 

as we move down the road with the Scherer Units. He cannot 

embark on this program without assurance from this Commi~sion 

5 that they are supportive of our actions. In spite of the fact 

6 I that some of this capacity will not initially be used by our 

1 I retail customers, they are the ultimate beneficiary. 

8 Consequently, the cost of this program must be re-

9 fleeted in our retail rates from the outset. 

10 I'd like to ask Nr. Scarbrough, who is our financial 

11 vice-president, to talk a little bit about the numbers. 

12 Scarbrough. 

13 HR. SCARBROUGH: t.Jhen we were working on these figur s 

14 and trying to calculate the savings, it reminded me there are 

15 a lot of ways, several differe-nt w·ays at getting at something, 

16 and Mr. Cresse reminded us of that several times at the hear-

17 ings he referred to a few minutes ago. It reminded me of a 

18 little story I heard, that this economist had a son who was a 

19 jogger, and the son came home one afternoon and said, "Dad, 

20 

21 

22 

23 

24 

I ran behind the bus to town today and saved 15¢." His father 

said, "tfuy didn't you ~n behind a taxi and save $5?" So it 

depends on where you're coming from. 

Okay. The figures, this chart is depicted to show 

you the absolute and the present value of savings of the 

25 I Scherer Plant versus the Caryville Plant. The annual savings 

.I 

I 

RC-194 



ll ' I 
i 

and depreciation expense is $23,722,000. The calculation here 1 

2 

3 

4 

is that the Caryville Plant, the estimated construction cost I 
of Caryville is just a little over $1 billion. The esti~ated 

cost of the Scherer capacity is about one-third of that, 

5 $345 million. The actual kilowatt hours involved in_ Caryville 

6 are 397 megawatts, and at Scherer, 404 megawatts. So basicall•, 

7 the same amount of megawatts, and you're looking at about, the 

8 Caryville Elane was estimated to cost about three times what 

9 Scherer would in absolute dollars. Of course, in different 

10 time frames. 
. 

11 So your actual annual savings in depreciation expens 

12 alone is $23 million a year. 

13 COi:-1HISSIONER M-ARKS: \ffien you're talking about 

14 Scherer now, you're talking about the 25% interest in both of 

15 those plants? 

16 HR. SCARBROUGH: Right. ~.J'e' re talking about 404 

17 megawatts or 404,000 kilowatts out of that Scherer capacity, 

18 and we're talking about 397 megawatts out of Caryville. Ob-

19 viously, these units are 818 megawatt units. The Caryville 

20 Unit in all likelihood would be an 818 megawatt unit. Hhat 

21 
that's telling you is, we wouldn't Ow~ all of any of them 

22 
even if we built Caryville, we would not own all of that; we 

23 1 
t-Jould have to share that with somebody. We don't know who, 

24 ! but tve would have to share it \•lith somebody. 

251 
Notv the carrying costs be n1een the tr,1o units, the 

II 
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carrying costs, and these carrying costs 

1? I 
are calculated at 9~% 1 

I 

which is our present overall actual cost of money at the end 

of December 1980, the return on equity last allowed by this 

4 Commission of 14.85, the 9~% cost of money. The carrying cost 

5 on Caryville would be $99 million a year; on Scherer, it would 

6 be $32 million a year, or a savings of $66 million a year. 

7 Now the absolute savings on an annual basis is $90 million a 

8 year, absolute dollars. If you were looking at, this plant 

9 would probably in all likelihood have a 30-year life, so you'r 

iO looking at an absolute dollar savings between the two units 

11 over the life of about $2.7 billion in absolute dollars. But 

12 really, that doesn't really tell you a whole lot because 

' 
13 they're in different time frames, and in order to get this 

14 thing down to a common denominator.so you've got an exact 

15 match up, you have to present value this. 

16 So what we've done is, we've taken and present 

17 valued this annual savings at 1993, which is the date that we 

18 now need capacity from something in 1993. t-le either need it 

19 out of Caryville or we need it out of Scherer for our own 

20 customers in 1993. So what we've done is present valued this 

21 figure at 1993 out for 25 years. 

22 Now the reason we did it for 25 years, and the plant 

23 has a 30-year life, is because if we constructed Scherer, we 

24 expect it to go on line in '8 7 and '89. which is an average of 

2S five years prior to the time that ~:.;e would need that capacity 
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II for our own customers. And during that interim period, we 

J.....J 

2 I would attempt to sell this off system to other customers. 

3 So that's the reason we use the 25 years •vhich is 

4 the remaining 25-year life of Scherer and the first 25 years 

5 of Caryville in order to get an exact match. And then what we 

6 did, we present valued that figure back to 1/1/81, January the 

7 1st, 1981. And the present value savings, the present value 

8 of yearly savings over the life is $263 million. Scherer 

9 versus Caryville. In other 'vords, if a customer,. if all of 

10 our customers had to date in 1981 to go deposit in the bank 

11 enough money to, pay for all the capacity that they would con-

12 sume over a 30-year period from both of these planes, they 

13 would have to put 263 1981 dollars in the bank in order to 

14 get Caryville versus Scherer. The present value savings is 

15 $263 million in 1981 dollars. 

16 Nov; chis chart 'vas put together to show you the 

17 revenue requirements if you include construction work in pro-

18 gress in the rate base during the construction period. Here 

19 we're strictly talking about the construction period. Now 

20 you can see, of course, all these dollars are in thousands of 

21 dollars. \Je' ve got the period of years from 1981, the present 

22 year which is the year we plan to buy into the Scherer Plant, 

23 dmm through 1992, which is the year preceding the year in 

Now if we get under the Scherer Unit and buy inca 
24 i which 't.Je would need the capacity for our ow-n customers. 

251, 

ll 
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Scherer, these would be the construction work in progress bal-

ances each month or each year, at the end of each year. This 

3 would be the revenue requirements if construction work in 
' 

4 ) progress were included in the rate base. 

5 ' sent value of those revenue requirements 

And this is the pre-

at January 1st, 1981. 

6 Now if you, of course, the construction period for Scherer 

7 would be '81, '82, '83, '84, '85, '86, and in '87, the unit, 

8 Unit 3 tvould go into service, and then we tvould continue to 

9 construct. And then the second unit, Unit 4, would go into 

10 service in January of 1989. You can see the total revenue 

11 requirements, $90 million, the present value of those revenue 

12 I requirements at l/1/81 is $55 million for the Scherer Plant. 

13 I I might point out that these revenue requirements 

14 do not take into consideration any increased cost of financing. 

15 Obviously, the revenue requirements would be significantly 'in-

16 creased to the extent that any new, that we had to finance 

17 these dollars to the extent that the cost of money, which, ob-

viously, in all likelihood, would be considerably higher than 

19 I our embedded cost, to the extent that those financing costs 

20 I were higher than the present embedded costs, you would, of 

18 

21 course, have an increase in the overall cost of money and an 

22 increase in revenue requirements from that alone. This simply 

23 is ref lee ting the revenue requirements of construe tion tvork in 

24 progress in the rate base. 

25 Nm·J the Caryville scenario is that if tve build that 
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2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

unic co come into service in 1993, the same period here, '93, 

this would be the construction work in progress balances at th 

end of those respective years beginning in '87. In other word , 

if we were co bring this unit in 1993, we would have to start 

constructing no later than 1987. He'd actually have to do, 

the fact that we could even wait this long is because we al

ready have the site, it's already licensed, and 'tve've already 

done a lot of engineering, a lot of wurk that you have to do 

on a plant, and that's already been done. So, therefore, at 

the very latest, tole could start the actual continuation of 

construction in '87 to have it available for 1993. 

You might have a question as to why this is $890 

million, and I told you before it was going to cost $1 billion 

The difference bet,veen this $890 million and the $1 billion is 

that th~se figures do not include AFUDC because construction 

work in progress, I assume, would be included in the rate 

base, and you would have no AFUDC. The billion dollars that 

I referred to would have the carrying costs capitalized and 

19 included in it. You can see that the revenue requirements 

20 for the Caryville Plant would be $244 million just during the 

21 construction period versus $90 million for the Scherer Unit 

22 or $154 million worth of absolute savings. But if you put it 

23 on a present value basis and take into consideration the .fact 

24 that you ~vould be spending these dollars· much earlier, of 

25 course, than you're spending these dollars, if you present 
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I' 
1 value this back to 1/l/81 so you've got an exact match and get 

2 I credit for the fact that these dollars are spent earlier, then 

31 you've got a difference bet<oeen the present value of 55 millio 

4 J versus 89 million or a present value savings during the con-

5 struction period, assuming that construction work in progress 

s is in rate base, of $24 million between the two plants. 

7 Now there's two things that are significant here. 

a One is as Hr. Addison mentioned in his remarks, that if '"'e 

9 stuck our head in the sand and took the easy way out for our 

10 company and for our stockholders, that there was a period of 

11 time when we could stay.out of the money markets; in other 

12 words, stay out of the briar patch for a little while. We've 

13 been in the briar patch for a little while. t~ell, we've got 

14 an opportunity to get out a little bit now, and if we buy into 

15 this plant, \ve' re going to jump right back into it. And 'tvhat 

1s he was referring to, is this period of time out here. The 

17 major generating unit that we have under construction right 

18 now is the Daniel Plant. Most of the money has already been 

19 spent on it; it goes commercial June the 1st of this year. If 

20 we don't get into Scherer, we don't have to have major con-

21 struction again until 1,987. That gives us a period from 19[H 

22 through 1986 that we've got essentially little or no external 

23 financing ~vhich, obviously, would be quite an advantage to our 

24 company as far as the pressure brought upon it and on the 

25 stockholders to put additional money into the company. I migh, 

I 
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9 

10 

11 

12 

13 

14 

15 

.1.. I 

say, at probably below book value. 

Nmv the other thing that Hr. Addison referred to is 

this period of time right here. \.Je do not need-this capacity 

' 
until 1993. Scherer is only available, if you buy it, it's 

either available for '87-89 or it's not availaple at all. You, 

either buy into it because it's going to be constructed by 

Georgia Power Company for '87 and '89 in-service, Unit 3 in 

'87 and Unit 4 in '89, no alternative. Sa during this period 

of time, we have comoitments, pretty definite commitments for 

a significant portion of the output of Scherer already. He 

are confident, we are confident, although we do not have 

definite commitments, ~ve are confident that we can market all 

of that output during that period of time. So that there l 
would be no revenue requirements. at all on our customers durinT 

the period from the initial commercial operation of that unit 

16 until it was actually needed on our system. Because it would 

17 be pull~d out of rate base and, of course, these sales would 

·-
18 be subject to FERC regulations. They would not even be in the 

19 rate base of our retail customers. They tvould be pulled com-

20 pletely aut, and there 1110uld be no revenue requirements, there 

21 would be no rate base o;r anything relative to Scherer during 

22 this period of time. That would be taken care of by whoever 

23 we sold the power to and, of course, some of that, a signifi-

24 cant amount of that in all likelihood is going to be sold in 

~ the State of Florida. 
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Now one of the things that needs to be pointed out 

2 is that you can see in 1931 you've got neary $10 million that 

" Actually, these are direct 3 we would have to spend in 1931. 

4 I 
I expenditures, nearly 10 million bucks. This -vtas, I might just 
! 

5 ! mention in passing that this, initially until we just in the 

6 last two weeks, this was initially supposed to be $40 million. 

7 lAnd the reason for it is the deal that they had struck for us 

8 \had us buying the common facilities. In other tvords, the firs 

9 I two units of Scherer are already, well, Unit 1 will go into 
I 

10 
I a significant I service in 1982. So there are units, there's ! 

11 amount of facilities that are constructed with the first unit, 

12 the stack and so forth that come into all the units. And the 

13 idea was that initially we were~going to have to pay our fair 

14 share; in other words, the four 818 megaw~tt units, buying 25% 

15 l of two, we were going to have to pay one-eighth of all those 

16 l common facilities up front. \.J'e since have negotiated a deal 
\ 

17 -~·here we do not have to pay for those common facilities up 

18 front. We don't have to pay for them up until 90 days prior 

I 

19 to the time it goes into service and we need the common facili-

20 \ ties to actually operat~ the unit. 

21 So in any event, these figures have been reduced 

22 significantly because of that item that was negotiated in the 

23 \proposed contract. But you can see the amount of dollars that 
II 

24 ~we're talking about. In 1984, $116 million; in 1985, $140 

25 !\million. It's obvious that at the very maximum Gulf Pov1er 
I 
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1 jl Company would be able to, let' s say, generate entirely maybe 

I 2 I SO% of those dollars. That means the other 50%, we'd have to 

3 1 go outside and get it, sell bonds, preferred stock, or we'd 

4 i 
1 have to get it in the form of common equity from Southern. 

5 II 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

With the cost of money being what it is today, with the prime 

rate being 20% with single A bonds, which our bonds are rated 

at, going anywhere from 14 to 15%, and our embedded cost of 

debt preferred is somewhere around 8~, it's pretty obvious 

that any of this financing we do in today's economy is going 

to drive the overall cost of money up. If you drive the over-

all cost of money up, obviously, you're going to create addi-

tional revenue requirements. 

Now I think from looking at the figures that it's 1' 

pretty obvious chat this is a good deal for everybody concerne·. 

Jt's a good deal for Gulf Power customers; it's a way to save ,~ 
absolute dollars over the life of the two plants, $2.7 billion. 

17 for our customers. Even on a present value basis, we can save 
I 

18 $263 million for the same amount of capacity for our customers 

19 So it's good for our customers. It's good for our company. 

20 It reduces our financial requirements. It's good for the 

21 State of Florida in that we're able to get some coal-fired 

22 generation available to other companies in the State of 

23 Florida. It's a good deal for everybody concerned. 

24 The problem that we have is, even though we recog-

25 ~~ nize that it's such a good deal and it's a good buy, relative 

II 
li 
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to the alternative, is that we have to somehow be able to get 

2 from here to there. In other words, we have to be able to get 

3 the dollars and have the cash flow and have the ability to do 

4 the financing necessary to take advantage of this. It d~esn't 

5 matter how good a deal this is, it doesn't matter how good a 

6 deal it is or how much savings there are, we somehow have to 

7 be able to take advantage of it. And the only way we can take 

8 l advantage of it is, of course, to have the support of this 

9 I Commission'. lve must be allmved to include a significant por-

I tion, I 10 or if not 
I 

all, of construction work in progress in the 

11 rate base in order to provide coverages which will give us the 

12 I ability to finance. We today, right today, are dead in the 

13 I water as far as issuing bonds and preferred. ~·1e can't issue 

14 I either one because our coverages are not high enough. 

15 I So tve need construction work in progress in the rate 

t6 base for that. We need it in order to get the cash flow. lve 

17 need it in order to improve the quality of our earnings. But 

18 · the primary reason we need it is in. order. to have the ability to 

19 pay for it, the ability to finance. The cash flow generated 

20 by it plus the ability to issue the securities with it that 

21 1 would be necessary. 

n I Now in addition to that, there is going to be in-

23 \creased cost of money as we do this financing to finance this, 

24 i it's going to drive the overall cost of money, and 'i.ve must be 

I 
25 i able to recover these carrying costs during this construction 

I 
I 
h 
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period. He don't have to worry about this period right here 

2 because that's going to take care of it, as far as the con-

3 struction work in progress, the carrying costs. But for' this 

4 period, we must be able to recover the increased carrying cost. 

5 Nmv in order -- and this sort of repeats what Hr. 

6 Addison said, but I reckon it's worth repeating because it's 

7 our whole purpose for being here. As he said, we're right on 

8 the verge of getting ready to sign this contract. These 

9 people have, in effect, told us; you kno~v, "Hake up your mind, 

10 either do it or forget ~t, one or the other." And, so we're 

11 right at that point where vre' re either going to make a decisio 

12 to do it or not to do it. But before we can embark on this 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

l 
24 II 

!I 
li 

25 'I 
II 
il 
d 
jl 
'I I· I II 

type of financial endeavor, we must have the assurance of this 

Commission and the support of this Commission in our so doing. 

And the thing that really concerns me, because of a lot of the 

second guessing we received on Caryville and other projects, 

is that when we come in for rate relief during this period of 

time, during this construction period, asking to get some of 

this construction work in progress in the rate base, asking to 

get these increased car~ying costs because of financing, if 

the decision made by the Commission in granting the required 

revenues is influenced by the fact that this capacity will not 

be initially used by our customers and we get some type of 

negative regulatory treatment because of that one fact, then 

our company is going to be in serious trouble. And that's 
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what concerns us; that if we dive off in this water, we must 

2 have the support of this Commission before we're going to be 

3 able to do it. Because if we get into it and get down the 

road, and then tve start getting different treatment and saying, 

5 "1.Jell, wait a minute, you know, that capacity initially is 

6 going to be used by somebody else and not your customers," 

7 then ou·r company will be in very, very, very serious trouble, 

8 and we juit can't allow it to do that. Because, after all, 

9 there is only one reason and one reason only that Gulf Power 

10 -- notv there's some fringe benefits. Obviously, if we build 

11 the Scherer Plant, it provides a coal-fir~d capacity during 

12 this time frame right here for some other Florida companies 

13 

14 

15 whether tve will build Scherer is because of our cus tamers, it 

16 was to the benefit of our cus tamers. Because that capacity is 

17 needed. He need some capacity in 1993 according to our esti-

18 mates for our own customers in Gulf Power territory, and the 

19 best alternative and the cheapest way to get it is to buy into 

20 Scherer. And that's the reason we're looking to make that 

21 decision. And, therefore, if we're making that decision for 

22 our customers in their best interest, naturally, of course, 

23 they are going to have to pay the tab. 

24 
And I suppose that at this point in time we could 

25 open it: up for questions, and Hr. Addison will handle that. 
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CHAIID'lAN CRESSE: If he doesn't shift them. Mr. 

2 I Parsons, 

3 l 
I can see you're getting ready to do a lot of work. 

(Off the record briefly.) 

4 I CONt.USSIONER l-1ARKS: If we went to the Caryville 

5 alternative, what happens to-- I notice that you don't start 

6 any equipment until 1987. 'tfuat happens to the equipment that' 

7 been accumulated up until now? 

8 HR. ADDISON: There is none, and that's part of what 

9 the $12 million went for that was treated in our rate case. 

10 And that is when we made the decision, it was so early that 

11 thank heavens Ne made the decision as early as we did. And 

12 the equipment, some of it was beginning to be manufactured, 

13 and we had to pay for materials and engineering and so forth. 

14 But there is no equipment. 

15 HR. SCARBROUGH: Are you referring to the amount 

16 that was allm.ved in the last case? That was for plant Daniel, 

17 and we're fixing to take care of that. ~hat was 100 million 

18 bucks, and we're fixing to bring $200 million worth of plant 

19 in-service come June. 

20 

I 
21 

COH11ISS lONER HARKS: That wasn't quite what I was 

getting at. I think Mr. Addison answered what I was getting 

22 at. It's included in the $12 million figure. 

23 HR. ADDISON: And there is no equipment. And that 

$12 million does not include the cost of the site or the en-
24 

I 
25 1 vironmental work or anything like that because vie think that 

I .. 

I 

I 
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is something that we are going to be using. 

24 I 

2 Cat1HISSIONER t1ARKS: One other question I have on 

3 the Scherer alternative. In 1989, you estimate that that woul 

I 
4 be replacing or displacing some oil-fired generation. You 

5 don't know hotv much, or do you, or do you have any estimate 

6 I! or whatever, any kind of figure on that? 

7 I MR. ADDISON: Earl, do you want to try to answer 

8 I that? I'm not sure we can get any specific figures on that. 

9 MR. PA.~SONS: We have the capacity at Scherer that 

10 is available for sales off our system, and "1e are working now 

11 with Florida Power & Light in the '89 time frame to sell them 

12 at that period of time, 1,000 megawatts. 

13 t-'1R. ADDISON: That's not from our company now, that' 

14 from che total output of that plant. \ve' 11 be selling a pro-

15 portionate share of-it. 

16 HR. PARSON: That's right. And then we also are 

17 working with Jacksonville Electric Authority for a portion of 

18 our capacity also. 

19 COMHISSIONER MARKS: Is it safe to say that if you 

20 sell of that capacity d,uring that four-year period, that all 

21 of it ~vill be displacing oil? 

22 t·lR. ADDISON: I think that's a safe statement. -

23 cm·1HISSIONER ~LA.RKS: I assume it would be. I just 

24 tvanc co ask you that. 

25 MR. ADDISON: That's about the only economic thing. 
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Because if the companies had existing coal-fired generation, 

it would probably be more economical. 

COHMISSIONER GUNTER: I think one of the things that 

4 John is getting at is 'tvhen we have the power plant siting hear 

5 ing as far as the Big Bend Plant, the TECO plant, they ad-

6 dressed the same issue that you're addressing here. They will 

7 have over capacity during that time period, but they had al-

8 ready cut a deal for X number of years if that plant went 

9 into service, that F.lorida Power & Light would receive that 

10 portion on a declining scale up until they required all that 

11 generation for their own system. And I think John was relieved, 

12 that's my interpretation of his question. During the '89 to 

13 '92, two things --a demonstration, you know, that it would 

14 be sold off system, which, of course, it would be. And 

15 secondarily, that you're replacing that oil-fired generati~n 

16 or supplementing. 

17 i1R. PARSONS: The t-.;.;ro contracts that 'tve are very 

18 close to signing would be for a total in '89 of 258 megawatts 

19 of Scherer, 260 in '90, 282 in '91, and 298 in '92. However, 

20 we have offers out to other utilities that would take all of 

2l the capacity, our portion of capacity out of Scherer. 

22 CONMISSIONER GUNTER: That was the question I had. 

23 MR. SCARBROUGH: This is showing four years here. 

24 Remember that that first unit goes in in 1987. So we actually 

are anticipating selling energy starting in '87 and '83 out of 
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Unit 3j tn"d then beginning in '89, out of 4. So you really 

I .... 
have salJs back up here in these two years also out of Unit 3. 

3 CHAIR}~N CRESSE: I understand. I guess that that 

4 contingency in that last order has gotten you all's atteFtion, 

5 and this is the result of all that, and I appreciate it, Mr. 

6 President. Because the Commission is concerned, and I think 

7 properly concerned, as to whether or not the conditions and 

B so forth, we're really concerned whether or not Georgia Power 

9 tvas going ·to go ahead and continue to build that situation 

to up there. And it got all tied up in our conservation deal and 

11 with the idea of shipping coal by wire and the construction 

12 nov7 being much cheaper than later construction, and that's 

13 what some of those figures, in fact, I believe, demonstrate. 

14 A question, though, that comes up in my mind in this 

15 is, is that the question of CWIP or AFUDC. Now based on the 

16 projections the Commission has had presented to it in the TECO 

17 case, those people who buy electricity from Gulf Power, be-

18 1 cause of this capacity, ought to be paying the entire cost, 

19 the entire capitalized cost during that period of time. And 

20 
then whenever the plant comes on line to the Gulf customers, 

21 
then they \-7ould benefit from the lmver construction cost. 

22 
So it seems to me in the equation you've got an 

23 is sue of C\-IIP or AFUDC, and I take it that you all are suggest 

24 
ing C\..JIP, and I can't figure out how, if you get Cl.JIP during 

25 
that period of cime, that you start charging those customers, 
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1 I 
I 

I mean~ those wholesale customers, you're going to be getting I 
2 I AFUDC from them in the entirety, how that's going to equate 

3 back and so forth. And I'm just wondering why you can'~AFUDC 

4 that sucker, charge the people that entire cost, and it comes 

5 back to depreciating --

6 NR. ADDISON: We're going to charge them the full 

7 cost. 

8 CHAIRMAN CRESSE: It's a great deal except for that 

9 little niche. 

10 HR. SCARBROUGH: Hhat we would propose to do, -;.;e are 

11 showing here and, granted, this chart -- and I did this simply 

12 for the purposes of simplicity -- showed all the construction 

13 work in progress in rate base. But what we would propose to 

14 do -to only include that amount of construe tion work in pro-

15 gress that related to the period of time which our customers 

16 would use it. Obviously, for the period of time which some-

17 body else is going to use it, they're going to pay those car-

18 rying costs. 

19 CHAIRNAN CRESSE: Yes. But the rates you're going 

20 to sell that electricity at has got to be the total capital-

·21 ized cost of that. 

22 HR. SCARBROUGH: It will -- we've got a situation· 

23 that ~ve just got into, Mr. Cresse, and it's a very good point. 

24 Hhen the deal that \-Ie are negotiating right nmv \vhat I'm 

25 saying is, these contracts for these sales have not been 
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signed yet, obviously. The Georgia contract hasn't been 

2 signed, and the contracts for these definite commitments have 

3 not been signed on the dotted line. They're both pretty,close. 

4 But a problem came up exactly as to what you are addressing 

5 nmv. And what had happened is, because we had some constructi n 

6 work in progress in the rate base, we had the potential for 

7 down the road having in the Scherer Plant, having a plant that 

8 I was on your books that didn't reflect all of the carrying costl 
I 

9 \1 during the construction period. Because to the extent that 

I 

10 

I 
we had construction work in progress in the rate base, we woul 

11 not be calculating carrying charges. So, therefore, your con-

12 struction work on the books would not have all the carrying 

13 costs in it. 

14 And the contract that we were negotiating said that 

15 you used book investment costs, and they already calculated 

16 ·the rate. We pointed out to them, and at first they were a 

17 little chagrined, and finally they agreed ~vi. th us' and that is 

18 the deal we're striking, is that we would impute the carrying 

19 cost. In other words, so that they \vould have, in fact, paid 

20 the full payment. In other words, even though it wasn't re-

21 corded on our books that you would impute those carrying costs 

22 and \vere calculating the rates during that period of time, it 

23 ~·10uld be as if all those carrying costs \vere calculated. And 

24 that's the deal that we are striking. 

25 CHAIP~~N CRESSE: It's simple to do that, you just 
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I 
1 I AFUDC it, then the books would be right --

HR. ADDISON: The problem with doing that total 

29 I 

I 

3 thing, I think, comes back to the same problem we had i~ our 

4 recent case in looking at the Daniel Unit, and that is we may 

5 end up with all our earnings being in AFUDC and not having the 

6 quality of earnings that --

7 HR. SCARBROUGH: \.Jell, you know, the quality is im-

a portant, b'ut what's even more criticaL than that, it's the 

9 ability, the ability to finance it without some significant 

10 portion of construction work in progress in rate base in order 

11 to get the coverages. We don't have the coverages right now. 

12 You are limited, a very small portion of ~£UDC can be included 

13 for coverage purposes. 

14 GHAiru,~N CRESS£: Have you done the tests on pro-

15 jecting AFUDGing it as opposed to CWIPing it? 

16 MR. SCARBROUGH: He've done all kinds of runs, and 

17 it all centers around on how close we come to earning our 

18 allowed return. And our history hasn't been very, very good 

19 or anywhere close to earning the return allowed by this Com-

20 mission. The runs that we show, shmv 

21 CHAIR11AN CRESS£: That's in the days ~.;hen you had to 

22 eat all your conservation costs, you had the fuel adjustment 

23 clause that didn't even give you the opportunity to recover 

24 your fuel cost and all those wonderful things and, you know, 

25 you had a very narrow band on your rate of return. 
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MR. SCARBROUGH: It simply, if you 

30 I 
run the studiest 

2 like you're discussing, and we have, it depends on what assump 

3 tion you'll make about what kind of return. If you assu~e tha 

4 you're going to earn your allowed return, sustain it consist-

5 ently on a sustained basis, you knmv, you don't have to have 

6 as much construction work in progress in rate base in order to 

7 have the ability to finance. But if you have the returns like 

8 we've experienced in the last five to 15 years relative to 

9 what you're allowed, being allmved a return on equity of 14 

10 and that type of thing and earning 8, you've got to have it 

11 all in order to have the coverage. So it depends on what 

12 you're earning. 

13 CHAIRMAN CRESSE: I understand that. And, obviously, 

. 
14 I think the question-- well, we don't guarantee it, and you'v 

15 got regula tory lag and those things, and rn·aybe a confidence 

16 level can overcome some of those regulatory lag factors. But 

17 I haven't got clear in my mind yet how all those dollars are 

18 going to be reflected if you put CHIP in the rate base on one 

19 side for your retail customers, and then you take that amount 

20 of CHIP and treat it as though if it would be AFUDCed when you 

21 start selling it to your wholesale customers, I don't see any 

22 minuses there on the CWIP revenue requirements after 1987 and 

23 1989. 

24 It strikes me that you're going to have a minus in 

25 there some~vhere to get the pot right. 
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t1R. SCARBROUGH: You're exactly right. If tve do it 

2 like this, including all the construction work in progess, 

3 you've got to shmv the minuses here. I' 11 agree. 

4 CHAIR.I:-1AN CRESSE: I don' t see them. 

5 HR. SCARBROUGH: They're not there. 

6 (Laughter. ) 

7 CHAIRt1AN CRESSE: I can see they' re not there. 

8 NR. SCARBROUGH: I was trying to make this simple. 

9 But tvhat t-le would actually envision would be that you wouldn't 

10 have all the construction work in progress in rate base. This 

11 reflects all of it. But tvha t we would envision is only in-

12 eluding that proportion that was in proportion to the period 

13 of time in which our customers tvould use those facilties. So 

14 they all tvouldn' t be in there. If you don't put it all in 

15 there, you don't need the minuses. But the way we've got it 

16 reflected, you're right. If we put it all in there, we'd have 

17 to have the minuses. 

18 HR. ADDISON: But if the tvholesale customers are 

19 going to use it for five years, and the retail customers for 

20 25 years, then the CWIP ought to reflect the 25 years, it 

21 seems like. Isn't that what you said? 

22 ~m. SCARBROUGH: That's exactly right. And then to 

! 
23 I the extent that we did not capitalize AFUDC and that our books 

!I 
24 I ref lee t chose carrying costs when tve actually priced it out 

I 
I 
I 

25 I 
i 

during chis first five-year period of time, we would impute 

I 
I 
I 
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those carry~ng charges and make sure that we got that back 

2 the wholesale customers. 

I 

3 I cm,!MISSIONER GUNTER: Arlan' how much of a dif'ferenc 

4 1 does it make with CWIP -- you brought up a point that I had 

not thought about concerning the coverage factors of AFUDC 5 

6 versus Ct.JIP. 

7 rffi. SCARBROUGH: With a construction program like 

8 this, depending upon the level of the earnings, it can be the 

9 difference between being able to issue bonds and not being 

10 able to issue bonds. Because you can only include a small 

11 portion of AFUDC --

12 COMHISSIONER GUNTER: How small? 

13 CHAIRl1AN CRESSE: That varies company by company, 

14 depending on their bond and debenture, doesn't it? 

15 MR. SCARBROUGH: And in our particular case, it can' 

16 exceed 10/~ -- I'm trying to think of the exact formula I 

11 don't remember the exact formula, but I do know this, that the 

18 , maximum that we could use is somewhere around 5 million bucks. 

19 COMMISSIONER GUNTER: Okay. That's the thing I've 

20 I got 

21 I 
to get quantified. 

HR. SCARBROUGH: So once it goes over that, we can't 

22 I use it. 

23 CHA IRH<\N CRESSE: Hell, then, I think you've got a 

24 situation here where, in fact, until you can get an indication, 

25 I don't think the Commission can possibly give you an indicati n 

I 
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in an informal environment. But I think prudency on your part 

2 and on our part, too, ~.;auld require maybe that we actually go 

3 into this. And I think you've done a good deal in getting 

4 those folks to say, "Yes, we \vill camp lete that deal up there. 

5 And, yes, >ve' 11 sell it to you if you want it." It looks like 

6 an outstanding kind of a deal, and all we're talking about her 

7 is the method of financing and the timing of that method of 

8 financing.· 

9 It seems to me that's the overall issue. And I just 

10 think probably 1;.;e need to rapidly set a formal hearing and let 

11 the folks in there, because it's a major, major decision on a 

12 company as small as Gulf ~vhen you're talking about an invest-

13 ment of approximately $350 million, as I calculate it, over a 
• 

14 period of seven or eight years. And whether or not you have 

15 the ability to finance it and how it will be financed, and 

16 recognizing that the company would be selling that electricity 

17 to other utilities at the end of that period until it's needed 

18 is what really puts the wrinkle in terms of the other wrinkles 

19 that are involved, CT.flP. And I think probably the proper thin 

20 to do is to tell you that we appreciate this report, and I 

21 think that we ought to accelerate any kind of a formal, so you 

22 can get a formal expression from the Commission on this ~ssue 

23 and allmv those that are interested in this subject to express 

24 themselves also. 

25 And if there's anything else we can do --because I 
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2 I think you've done what th 

3 Commission wanted you to do. 

7 tunity" to revie'!.v what you've done about it. And I think 

8 probably because of the significance of it, it might be appro-

9 priate to put it in a formal environment. 

10 And Public Col.J.nsel is present tvith me operating in-

11 formally and so forch. But that's kind of my gut reaction 

12 without having much legal advice. Maybe I should ask Mr. 

13 Pruitt. 

14 CONHISSIONER HARKS: That's what I was going to find 

15 out. Hhat kind of a formal environment are we going to put 

16 this decision making process into? We've heard one, obviously, 

17 I you know, one side of the situation. There may be other vieHs 

18 las to, you knoH, the method that they should proceed under or 

19 I tha.t '!.ve should proceed as a Commission. I don' t even know if 

20 I we've got a docket open, or if this is a continuing docket. 

21 I CHAIRHAN CRESSE: I know the docket is still open 

I 
22 because the issue is under bond, and the docket has still· got 

23 to be open. I know that. 

:: I puc 

I 

So are we going to ask them to COHHISSIONER HARKS: 

this before us? 
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HR. PRUITT: We can proceed in that docket. 

CHAIRHAN CRESSE: He can get a report back in that 

docke~ in a formal decision. 

4 HR. McGLOTHLIN: Mr. Cresse, that docket is open for 

5 the purpose of conditioning the cancellation charges and the 

6 treatment of those. I think probably we can expect to see 

7 Gulf Po~ver in this kind of ratemaking proceeding asking some 

a appropriate treatment of any additional investment of the 

9 Scherer opportunity. Mr. Addison, maybe we should just ask, 

10 I took it as sort of an informal progress report, and I 

11 gleaned from your comments and those of Arlan that you either 

12 would like to have or expect to have some expression from the 

13 Commission in some form from the Commission. 

14 But:, undoubtedly, .you understand the informal con-

15 text we' r'e in here and the limitations of the regulator in 

16 getting any k~nd of blank check authority or prior authority. 

17 And, most of all, you understand tnat those business decisions 

18 are yours to make and not the Commission's. So maybe you 

19 

20 

21 I 
22 I 
23 1 

241 

25 1 

could just elaborate on what you would like to see come out of 

this informal presentation. 

NR. ADDISON: All right. I think that the informal 

t·!R. TALBOTT: If I may, I'd like to make a few 

comments that I think would put it back in what I'd say would 

be a more proper perspective. And I think we're talking past 

each other or we're not, in my opinion, really making the 
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2 

point that's important on this. And it's not, in my opinion, I 

whether the Commission would or would not put CW1P in the rate 

3 base, whether they would or would not go the other route,of 

! 
4 charging AFUDC, it's not whether they vlOuld or would not allow 

5 all of the capital costs, anymore so than it would be if that 

I 
6 I unit were being built for Gulf Power's customers for Gulf 

7 Power's use from the very point in time that it \vas put into 

8 service. 

9 All of those issues are issues that the Commission 

10 would be required to address irrespective of that unique 

11 aspect. I think 'vhat' s important about this presentation is 

12 that unique aspect, and that is, would the Commission -- and 

13 I think that's the important question, whether it's answered 

14 informally or formally, you know, is something I would refer 

15 to the attorneys-- but it's that unique aspect that would 

16 have to be addressed somewhere along the line. ~.J'ould the 

17 Commission, just because of the fact that that unit has a 

18 unique aspect, i.e. , there will be an interim period of time 

19 there that it will not be used or needed by Gulf Power's cus-

20 tamers, would that unique aspect and that aspect alone result 

21 in the Commission treating that unit different than it other-

22 wise would have? And that doesn't require a decision, whether 

23 you \vould or r.<iouldn' t include CHIP or whether you would or 

24 wouldn't include financing. 

25 HR. SCARBROUGH: That's a good point, and maybe, if 
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I could elaborate on that a little bit, Bill, is that forget 

Scherer. 

37 

3 CHAiru1AN CRESSE: I understand what he's saying. It 

4 seems to me that the major issue that you're really saying is, 

5 because you acquire it earlier, would you penalize us as thoug 

6 you went ahead and treated it in a normal situation as though 

7 you had waited to build Caryville. 

8 ~1R. SCARBROUGH: If \ve don't have Scherer and we 

9 build Caryville, we're going to come in here, you know, we're 

10 not going to worry about somebody else using it first and that 

11 type of thing. And all we're saying is, we do not, you know, 

12 as Bill pointed out, the Commission has policies on constructi n 

13 work in progress in rate base and allowed rates of return and 

14 all that kind of stuff. And you're going to treat that, if we 

15 build Caryville, you're going to treat that in some \vay or the 

16 other. 

17 And what we're simply saying is that we want to have 

18 some type of assurance that this tvon' t be treated different 

19 during this construction period than this would be simply be-

20 cause our customers are not going to be the initial users. 

21 That's really the only point. We're not really debating at 

22 this point in time whether we include construction work in 

23 progress or not. All we're saying is, if you would include 

24 construction work in progress over here, include it over here. 

2s I vfuatever allowed return you allow over here, allow it over 

II 

II 
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here. Don't treat us different simply because we've got an 

2 unusual situation in that our customers would not be the ini-

3 tial users. 

4 That's really the only thing that we're asking for 

5 assurance of, not whether you're going to include construction 

6 w·ork in progress in rate base or not. That's a policy the 

7 Commission will address at that particular time. 

8 'HR. VINSON: And why this is of particular con-

9 cern to Gulf is that every other utility now has to come be-

10 fore the Commission under the Plant Siting Act and get approva 

11 in advance of the need for the plant for capacity to be built. 

12 And we're not in that situation, and you've already seen you'r 

13 1 fair game, that once you go through these things and people 

14 get to questioning whether there was a need. And we would lik 

15 to have all the assurance we can going in and recognizing that 

16 according to our load forecast, we really don't need it until 

11 1993. There's obviously a gap there, and there's obviously a 

18 great deal to be gained by building it now, but there's also a 

great deal to lose if, for some reason, the Commission decides 

20 I that's not the way we spould have gone in retrospect. 

21 I 

19 

COH11ISSIONER GUNTER: That's analagous of the TECO 

22 \petition in building their plant. They didn't need it, and 

2J they tvere selling the capacity on the front end. They had a 

I 
24 \contract to provide that first year, 75%, I believe it was, on 

25 l a declin'ing scale for some several years, a time period very 

1 

I 
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closely approximating this one. So it parallels as far as 

Commission consideration, I think, and it would have been at 

least a drip. 

HR. SCARBROUGH: Absolutely. I think this is in 

5 lieu of what you gave TECO on their last petition because your 

6 plant is not being built in Florida, and we don't have to do 

7 that. But we still would like something from the Commission 

8 saying, "Hey, r,.;e' re with you on doing this." 

9 HR. SHREVE: I' 11 be frank t-lith you, this is in a 

10 little different light than 1 am understanding now than the 

11 first part of the presentation. I think it started with Bill's 

12 comments. And I certainly see your thoughts on the capacity 

13 that's needed no•.J and what arguments would come out as far as 

1 ~ approval in the future. But if you are trying to just say 

15 that you do not want to be penalized because the retail cus-

16 tamers will not use it until sometime in the future, that's 

17 one thing. I think I was getting the reading that you wanted 

18 some assurances that you were going to be allowed a certain 

19 amount of CHIP· in there •vhich, to me --

20 MR. ADDISON: I don't think we can ask for that. 

21 HR. SHREVE: Okay. If ,.,e can be very frank about 

22 

23 

that. because, I'll be frank •,rith you, I couldn't express it 

as well as Chairman Cresse did, but I really don't understand I 

24 I the total Hay it would \-.iork out as far 

I 
25 1 paying the C~.JIP. and ho,.; it would jive 

I .. 
as the retail ratepayer[ 

'"i th coming in .,.,i th 
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! AFUDC later. So if it's perfectly clear that you wanted to be 

2 1

1 

treated the same and you're not going to try and use this, the 

3 fact that you're putting the plant in, as any leverage to get 

4 or assure yourself of having CHIP, that's a different ball 

5 game. 

6 CHAIRMAN CRESSE: It seems to me that ~vhat we're 

7 faced with and what the company is faced with is that, one, 

8 it's an opportunity to acquire a plant which is known by all 

9 reasonable standards to cost a lot less than if we wait to 

10 build one in real times. He have an interim kind of financing 

11 problem, and that the mechanism with which to accomplish that, 

12 one, if you've got a deal to acquire something cheaper earlier 

13 and the long-range total cost is going to be less by acquiring 

14 it earlier, the regulatory process ought to.provide a mechanis 1 

15 for handling that in some way without committing to anything. 

16 If it's a good deal in terms of total dollars, there ought to 

17 be a way in which the ratepayers can benefit from that other 

18 than waiting. 

19 Obviously, if you went the alternative route of 

20 waiting to build Caryv~lle with the additional cost that would 

21 come as a result of inflation, with the additional cost that 

22 would come because of a different type of construction require-

23 ment to meet environmental problems and so forth, the long-

24 range cost is going to be a whole lot greater. 

25 And, basically, if that created financial problems, 
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then, the question of C\HP and the appropriateness of it would 

2 be an issue. And you're just saying that basically because 

3 the plant is going to be completed and operational earli~r 

4 than it Nould be if you waited and spent a larger amount of 

5 money, please don't hold that against us. That's what it 

6 amounts to, bottom line. 

7 

a 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

MR. ADDISON: I think that 'tve use the CtHP in the 

presentation in order to kind of put the dollars in perspectiv 

if you 'tvill, to make a comparison bet'tveen the two deals, the 

two oppositions. But we have, our major concern, I think we'v 

kind of got it in focus now, is that we just simply have to 

have some assurance that we're not going to be treated dif

ferently. 

He can't ask you to make those kinds of decisions 

unless we go through the formal process. And right now the 

time element \vith us is such that it might destroy our ability 

to go forward with the deal. 

HR. SHREVE: There are a couple of other considera

tions that you'd like to have considered, the fact that part 

of the funds are subject to refund are still clouded at this 

point, and also, I guess, the fact that capacity arguments on 

the siting 

NR. ADDISON: I think this, that if 'tie get so that 

we get that satisfied feeling and can go ahead, then I think 

we could make a formal petition to the Commission co remove 
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the cloud over those. I 

2 MR. SHREVE: That's accomplished by--

3 (People talking simultaneously.) 
I 

4 MR. ADDISON: So we've got to bring something in wit 

5 ink on it or the Commission is not going to be very responsive. 

6 CHAI&~N CRESSE: The problem is how do you get from 

7 here· to there. He're saying, "Show us the contract," and 

a you're say'ing, "We'd like to come back and get that cloud 

9 removed, but the Commission is not going to accept anything 

10 less than the contract. Now we've got a deal here that looks 

11 pretty good to us," you all, without specifically formally 

12 saying, "How does this look to you all~" He're saying if it 

13 can be worked out in ir7ays that it won't have additional burden 

14 on the customers, we ought to \vork to achieve that particular 

. 
15 goal. Hithout committing to anything one way or the other in 

16 terms of \vhen you bring us that contract and say that you want 

17 that cloud removed, and then we'll address that issue when you 

18 bring it to us. 

19 But I think the Commission does appreciate the effor 

20 of the company to get that thing resolved. I know the people 

21 that get to use that, if you do conclude that contract, the 

22 people that get to use that cheaper electricity during that 

23 period of time in comparison to what all the projections say 

24 oil-fired electricity will, are going to appreciate it. I 

25 suspect that you'll get the key to the city, to the City of 
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So::~ 
send I 

Jacksonville based on what I've been hearing over there. 

time when you start sending it to them, they'll probably 

3 you the key. 

4 CO!!MISSIONER GUNTER: I don't know about the key, 

5 but they'll probably give them part of the city. 

6 HR. SCARBROUGH: In addition to the paradoxical 

7 thing on the situation we have on getting the cloud lifted, 

a getting the contract signed, but we need the contract signed 

9 soon, but we've also got the other situation is, is that we've 

10 got some people that's wanting to buy this capacity, and t..re 

11 don't have any capacity to sell them until we sign this con-

12 tract and, yet, we don't want to sign the contract until we 

13 get the capacity. So we're really caught. We've got to do 

14 something. 

15 CHAiru1AN CRESSE: It strikes me you've got a real 

16 good deal. If you get a contract to build it, you're going to 

17 own ic. And then if we mess you up between now and whatever 

18 time we mess you up in, you'll probably go out and sell that 

19 sucker at a profit. We're going to try to keep you from 

20 
selling it. 

21 
HR. SCARBROUGH: Once it gets constructed, it's 

22 
during the construction period that really worries us. 

23 
CHAifu~~ CRESSE: You can probably sell your con-

24 struction agreement. 

25 
~,1R. TRAPP: Could I just ask Mr. Addison one ques-

I 
II 
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3 

: I 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

tion for my own clarification? Is it my impression in this 

that it's Gulf intent in this to offer, say, a first right of 

refusal to other Florida utilities for the purchase of the 

Scherer capacity, or are you going out in the open market for 

the Georgia built 

MR. ADDISON: The truth of the matter is that tve are 

in the open market. I don't knm·l of a Florida utility -- and, 

Earl, you can correct me on this --why don't you tell them 

exactly what we've done? 

HR. PARSONS: All right. We have been dealing tvith 

Florida rower & Light and Jacksonville. Both of those utili

ties, we expect Florida Power & Light to sign very soon. 

Jacksonville has approximately 30 days after Florida Power & 

Light signs to have in the future a right of first refusal for 

any deal that's made in addition to the two original deals. 

So if we find another utility, as I said, there's an offer now 

17 to pay for it now, we're working with those people. Then the 

18 first tt-vo utili ties will have a right of first refusal to get 

19 any deal that we offer someplace else, the same deal --

20 t1R. ADDISON: But I think that the other question 

21 he's asking is, haven't we also made it known to really all 

22 utilities in Florida as well as other places that we have 

23 capacity available? 

24 :-m. PARSONS: Yes, and tve have. Five or six dif-

25 ferent utili ties. 
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I 
HR. TRAPP: Have you had any interest outside the 

2 State of Florida? 

3 HR. PARSONS: Right now there's two utilities ~that 

4 showed some interest outside the State of Florida. 

5 MR. SHREVE: I know you've always been free to give 

6 us other information, but I would like to pursue probably with 

7 some of you on exactly how you would look to handling some of 

8 this. 

9 HR. ADDISON: We'd be very pleased to do that. 

10 I:-1R. SHREVE: I think we can certainly work in the 

11 direction, as long as ~ve have the assurance not to try to use 

12 this as leverage to get additional CWIP. 

13 CHAiru·~N CRESSE: I understood him to say they don't 
. 

14 want any discrimination against the company. 

15 HR. ADDISON: You can rest assured that when we come 

16 we're going to be asking for it. You can just put that on and 

17 know that that's what we're going to do. But also you can 

18 know that ~ve understand that this particular arrangement does 

19 not give us any leg up on getting it or from any other way. 

I 
20 

I 
21 I 

And really, Mr. Chairman, the truth of the matter is, as I 

see it, we kind of felt like 'tve were between the devil and 

22 I the deep blue sea because, in a way, this Commission has ad-

I 
I 

23 

I 24 

dressed this issue ~.;ice with us already. Number one 'tvas in 

the original accounting treatment and number t"Yro 'tvas in the 

25 II rate order itself in 'tvhich, like you said, kind of forcibly 

I 
,j 
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got our attention. 

46 

And it seems to me that's a pretty positivj 

direction for us to go do it. 

And, yet, because of the financial impact on o¥r 

company, we really felt the necessity to come back and have 

some discussion and to see if we were in agreement that this i 

a sound business decision and for the benefit of our customers 

7 I so that we can move forward with it. And that's kind of where 

s I we are. 

9 l CHAIRNAN CRESSE: I think there is, what got this 

10 j thing to us, Commissioner, was that during the course of the 

11 last rate hearing, we got some word through one of the publi-

12 cations and so forth that the terms and conditions and the 

13 explanations which w·ere given in 197 8 for writing it off may 

14 not be able to be accomplished because of some reluctance on 

15 the part of going ahead to construct the Scherer Plant which 

16 they would have an interest in. Essentially, in '78 they said 

17 "We've got a better idea. We'll cancel Caryville and buy 

18 Scherer. And in '80 we had a deal that says, 'that was a 

19 great idea to cancel Caryville, but we're not so sure they're 

20 even going to build Scherer.'" 

21 
And Commissioner Gunter is an avid reader, and he 

22 
read that there was a little something going on up there and 

23 that they may not build Scherer and we said, "Pa it a minute. 

24 If it was a good deal, if the concept, terms, and conditions 

25 of which t.Je allmved t:O write it off in '73 aren't going to 

I 

II 
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1 ! come to some successful conclusion, maybe we ought not let 

2 write it off." So we said, "We' 11 put that under bond and 

4 71 
you I 

I 
3 give you 12 months to come in and tell us \vhat you're going to 

-
4 do or to otherwise justify the decision to cancel Caryville 

5 was a wise decision." 

6 Of course, since that time the cost of fuel has gone 

7 up tremendously and all those kinds of things have happened. 

8 And, so, we were using some hindsight. But I think vTe did get 

9 
1 their attention, and I don't think that the Commission is, I 

10 hope has never accused -- I hope we're never guilty of dis-

11 criminating against a COQpany that uses a little long-range 

12 planning and long-range thought processes in providing the 

13 most economical service to their customers. 

14 On the other hand, I'd rather think that ~ve tv-auld be 

15 unhappier with a company that was not willing to do something 

16 innovative and different than the customary "wait-until-the-

11 last-minute" to build, construct, do those things that we're 

18 only obligated to do without taking a longer view. 

19 I think you're taking a longer view, and I don't 

20 believe that the Conuniss ion will discriminate against your 

21 company because you're taking a longer view. 

22 COHHISSIONER GUNTER: If you \vant to look at the 

23 other side of that order where we ordered that money held un-

24 til you did it, that maybe is a backwards way of looking at 

25 encouragement. 
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HR. ADDISON: We looked at it as encouragement. 

CHAIRI:·!AN CRESSE: I think it was. I don't think anvJ . I 
body needs to kid themselves; that the Cormnission at tha.t time: 3 

4 felt that it \vas to the ratepayers in Fl0rida' s advantage 
i 

5 I 

• I 

for you to get that cheaper generating capacity out of Georgia 

than it was to build in Florida under the terms and conditions 

7 I that you have to build in Florida. It's just that simple. 

8 You know, 'coal by wire is cheaper than oil generated locally 

9 based on all the data we have before us. And it's still 

10 cheaper by substantial amounts than oil generated locally. 

11 I think maybe those companies who are going to buy 

12 it in the interim period of time except those we regulate, 

13 maybe ought to pay you a premium for it except for those we 

14 regula t:e. 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

• 

HR. ADDISON: Thank you very much. 
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Intern;:;! 
Cotrespondence 

---------------------·-· 

February 18, 1981 

Plant Scherer Capacity 

A 
Gulf Power 

As a result of the hearing we were granted before the Public 
Service Commission on Monday afternoon and the subsequent 
conversations between you, Mr. Scarbrough, Mr. Vinson, and 
myself, I feel.we are clearly in a position to move ahead in 
signing the contract for Gulf's purchase into the Plant Scherer 
capacity. As we discussed, the comments of the Commissioners 
and the Public Counsel indicated their favorable disposition 
toward our participation in the project. I think they made it 
very clear we could expect the same type treatment in regard 
to the expenditures incurred in constructing these units that 
we might receive in the construction of any other units in spite 
of the fact we all recognize the capacity will be available to 
Gulf on the average of five years earlier than our planning now 
indicated it to be needed. 

I believe the record is now established with (1) the Commission's 
letter in late 1978 according proper accounting treatment for the 
Caryville write off so that we could proceed with the purchase of 
Scherer, (2) the strong language in our rate order issued in 
November 1980 requiring us to complete the purchase of Scherer in 
order to remove the cloud over the revenues related to the 
Caryville cancellation, and (3) the transcript of the informal 
hearing held before the Commission this past Monday, February 16. 

Additionally, as soon as the contract for the Scherer units is 
in hand, we will formally petition the Commissiqn to remove the 
cloud from the revenues related to the Scherer purchase and that 
will again indicate clearly the Commission's intention for us to 
proceed in this manner. 

You should now move with all dispatch to complete the negotiations 
with Georgia and have the contracts ready to sign at the earliest 
date. 

ELA: jsa 

cc: Mr. A. E. Scarbrough 
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ORDER AUTHORIZING CERTAIN INCREASES 

BY THE COMMISSION: 

SUMMARY OF DECISION 

Gulf Power Company's original pecicion requesced addicional 
revenues in che amounc of $38,663,000. The Company requesced, 
incer alia, a recurn on common equicy capical of 18%~ che 
inclus1on of $30,000,000 of conscruccion-work-in-progress (CWIP) 
in race base~ and an accricion allowance of $14,964,000 designed 
co offsec fucure increases in expenses which Gulf projecced on a 
per cuscomer basis. 

In chis Order, we have decermined chac Gulf should be 
auchorized an increase of $5,543,620 annually. In reach1ng chis 
decision, we have concluded chac che cesc of adequace f1nanc1al 
incegricy warrancs che inclusion of only $16,364,958 of CWIP in 
race base, and chac Gulf should earn 15.85% on common equicy 
capical, which includes an award of .10% co recognize che 
Company's conservacion accivicies. We have rejecced Gulf's 
originally proposed mechod of compucing an accricion allowance 
and have used in ics place an adjuscmenc designed co reflecc che 
annual effecc upon invescmenc, revenues, and expenses of Plane 
Daniel, which was placed in service during che cesc period. 
Because we find chac Gulf's pasc load forecascing cechniques were 
inadequace co enable che Company co cope wich excess capacicy by 
che cimely developmenc of off-syscem sales of capacicy, we have 
adjusced cesc year revenues by $3,099,000 co prevenc Gulf's 
racepayers from concribucing co che 1981 revenue requiremencs 
associaced wich Plane Daniel. 

BACKGROUND 

This proceeding involves che requesc by Gulf Power Company 
(referred co herein as Gulf or che company) for auchoricy co 
increase ics races and charges by approximacely $38,663,000 
annually. Gulf filed ics pecicion and proposed race schedules on 
May 29, 1981, and complied wich che minimum filing requiremencs 
on June 26, 1981. Thereafcer, we suspended che proposed race 
schedules pursuanc co our auchoricy under Seccion 366.06(3), 
Florida scacuces (Order No. 10164, July 27, 1981). 

Excensive public hearings on Gulf's requesc have been held in 
chis dockec. These hearings excended over n1ne days and resulced 
in a record comprising 4425 pages of cranscripc and 123 
exhibics. We have also had acc1ve parcicipacion by numerous 
parc1es, including represencac1ves of che public, governmencal 
agencies and large 1nduscrial cuscomers. Hav1ng cons1dered che 
encire record herein, including briefs filed by che various 
parcies, we find chac consenc should be given co che operac1on of 
race schedules designed co produce addicional annual gross 
revenues of $5,543,620 on a permanent bas1s. This Wlll prov1de 
co che Company an opporcunicy co earn an overall fair race of 
recurn (escablished herein) of 9.70%. The bas1s for our dec1s1on 
is sec forch below. 
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The Company 

THE PARTIES 

Gulf Power Company is a wholly owned subsidiary of the 
southern Company and 1s subject to our jurisdiction under Chapter 
366, Flor1da Statutes. S1nce 1925, lt has provided electrlc 
service through generat1on, transmlssion, distribution and sale 
of electric energy tO lts customers in ten count1es in Northwest 
Florida. 

The Company was last authorized to adjust its rates 1n 1980 
(Order No. 9628, Docket No. 800001-EU, 11/10/80). At that time, 
we determined that the Company's fa1r rate of return fell withln 
the range of 8.58% to 9.16%. Gulf now asserts that to maintain 
its financial integrltY and to provide reliable electrlc serv1ce, 
it must have additional annual gross revenues totaling 
$38,663,000. This 1ncrease, accord1ng to the Company, is 
required to provide the opportunity to earn a rate of return of 
10.49%, wh1ch it alleges is fair and reasonable under prevailing 
conditlons. This amount 1ncludes an attrition allowance of 
$14,964,000, wh1ch the Company contends is needed to ensure its 
opportun1ty to earn that rate of return. 

Public Counsel 

The Office of the Public counsel (Public counsel) presented 
testimony of four Witnesses during th1s proceeding. Public 
Counsel proposed that the Commission establish an average rate 
base of $575,194,000 and an overall rate of return of 9.36%, with 
a return on equ1ty capital of 14.75~. Among other things, Public 
Counsel opposed the use of a projected test per1od. He also 
objected to 1nclusion of constructlon work in progress in rate 
base, inclusion in rate base of Plant Daniel, the Caryville 
construction site, or the unamortized balance of the Caryville 
cancellation charges. In addition, Publ1c Counsel proposed that 
working capital should be established by the balance sheet 
approach, that industry association dues, charitable 
contributions, and all advertising be disallowed from operating 
expenses, and that temporary cash investments and the associated 
revenues be excluded from rate base and net operating income, 
respect1vely. Public Counsel also participated in several issues 
regarding rate structure and design. 

Industrial Consumers 

Air Products and Chemicals, Inc., American Cyanamid Co., and 
Monsanto Company, which are industrial customers served by Gulf 
Power, intervened together in this proceeding. They w111 be 
referred to collectively as the industrlal customers. 

These intervenors raised several issues in the area of cost 
of service and rate structure, and presented the testimony of two 
Witnesses in th1s area. 

St. Regis Paper Company 

St. Regis Paper Company (St. Regis) intervened in this 
proceed1ng and presented the test1mony of one Witness in the area 
of cost of serv1ce and rate structure. 
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The Federal Executive Agencies 

The United States Air Force and other Federal Executive 

Agenc1es (FEA) receiving service from the Company lntervened in 

this proceeding. The FEA proposed a cost of equltY capital in the 

range of 14.4 to 15.3%. The FEA opposed the inclusion of CWIP, 

the Caryvllle Plant Site, and the unamortized balance of the 

Caryvllle cancellation charges in rate base. The FEA proposed 

that working capital be established us1ng the balance sheet 

approach, that deferred taxes be deducted from rate base and that 

temporary cash lnvestments be excluded from rate base. 

The FEA also participated in the area of cost of service and 

rate design. 

The Commission Staff 

The Commission Staff participated in the proceeding and 

presented the testimony of two witnesses dealing with the cost of 

equitY capital and the number and nature of consumer complaints 

against the Company. 

LEGAL ISSUES 

The Commission was presented with two legal questions during 

the course of the proceeding. 

Legality of Projected Test Year 

Public Counsel has again raised the question of the 

permissibility of employing a projected test year. We have 

previously concluded that we have authoritY to utilize projected 

data (Docket Nos. 800119-EU and 810002-EU). 

Publlc Counsel continues to assert that the language of 

Section 366.06(1), Florida Statutes, serves to prohibit the 

Commission from employing projected data. we continue to believe 

that, as the Court 1ndicated in Shevin v. Yarborough, 274 So.2d 

505 (Fla. 1974), the statutory language rel~ed upon by Publ1c 

Counsel should not be so restrictively interpreted. As Gulf 

points out, the statutes do not expressly dictate which test 

period should be used. we believe that we tave the discretion to 

utilize projected data. 

of Includin Unamortized Balance of Car ville 
in Rate Base. 

In the last Gulf case, the Commission authorized the Company 

to amortize the Caryville cancellation charges, and also to place 

the unamortized portion in the rate base. The rate base 

treatment was appealed by Public Counsel, and is presently before 

the Supreme Court. There and here, he relies upon the same type 

of •used and useful" criterion described above. His pos1t1on 

ignores the fact that the Commission's treatment was based upon 

the bel1ef that the cancellation would realize net economic 

benefits to ratepayers. As with the issue of projected data, we 

bel1eve that the Shevin v. Yarborough case demonstrates that 

Public Counsel's narrow and restrictive definition of what should 

receive rate base treatment should not prevail. We conclude that 

it is within our lawful discretion to allow the unamortized 

cancellation charges in rate base.l 

1 After our decision and prior to the release of this Order, 

the supreme Court of Florida affirmed our treatment of the 

unamortized cancellation charges in Cit1zens v. Cresse, Case No. 

60437, opinion dated January 28, 1982. 

RC-238 



ORDER NO. 10557 
DOCKET NO. 810136-EU 
PAGE 5 

THE TEST YEAR 

The function of a test year in a rate case is to provide a 

set period of UtLlity operations that may be analyzed so as to 

allow the Commission to set reasonable rates for che period the 

rates will be in effect. A test period may be based upon an 

historic test year with such adjustments (often extensive) as 

will make it reflect typical conditions in the immediate future, 

and make it reasonably representative of expected future 

~per~tions. Alternatively, a test period may be based upon a 

projected test year which, if appropriately developed and 

adjusted, may reasonably represent expected future operations. 

As in other recent major electric utility cases, this case is 

pred1cated upon a projected test year. The Company proposed to 

use calendar year 1981 as a test period, and rece1ved prel1minary 

approval of the test year at the outset of the proceeding. 

Hav1ng considered the record here1n, we affirm ~he appropri

ateness of che test year for purposes of this case. As adjusted 

herein, we believe the test period reasonably represents expected 

operations during the period the rates will be in effect. 

RATE BASE 

To establish the Company's overall revenue requirements, we 

must determine the value of its •rate base,• which represents 

that investment upon which the Company is entitled to earn a 

reasonable return. Once that is done, ~e net operating income 

applicable to the test period can be developed, and related to 

the rate base to determine the rate of return which would be 

realized under existing rates. 

Reasonableness of Assumptions and Projectons 

The Company has proposed a test year rate base on the basis 

of projected data relating to the Company's 1981 operations. As 

previously noted herein, Public Counsel has again quescioned the 

permissibility of relying upon projected data. In addltion, the 

parties raised the issue of the reasonableness of the projections 

and assumptions used to develop the proposed rate base. We have 

concluded that we have the legal authority to utilize projected 

data for ratemaking purposes. We now f1nd that the assumptions 

and projectLOns relating to race base investment are reasonable 

and adequate for'rev1ew and analysis. 

The rate base proposed by the Company is based upon its 

normal budgeting process. The company sponsored several 

Witnesses who explained the development of the Company's 1981 

budget and test year. Numerous exhibits describing the budgeting 

process and var1ances between projected and experienced 

operat1ons were placed in evidence. The budgeting process used 

.~ develop the test year rate base is the same process that was 

used to develop the projected net operating income, which w1ll be 

discussed later. 

The Company's DLrector of Corporate Plann1ng, Mr. Gilbert, 

sponsored testimony and exhibits describing the methodology used 

by the company in forecastLng both rate base and balance sheet 

data. The construction budget for the following calendar year is 

normally completed by October 1 of the current year. The budget 

includes estLmates of expenditures based upon current construc

tion schedules and cost estimates. Construction projects are 

reviewed by the Company's budget committee for necessLty, cost 
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and the Company's abil1ty to finance them. Approved projects are 
subject to further review and approval by the Board of 
Directors. In this case, the construction budget was prepared 
using forecasted construction expenditures as of February 1, 
1981, estimated by projects. Net additions by primary accounts 
for the budget year were added to actual plant-in-service as of 
February 1, 1981, to produce the balance for the test year. 

The plant in service and plant held for future use are 
forecasted through an analysis of expected plant additions and 
retirements and land expected to be purchased, disposed of or 
transferred into CWIP during the per1od. (Ex. 4, Schedule 9). 
Balance sheet data is forecasted by the financial model from data 
obta1ned from other segmein~t•"''f the model and from known changes 
expected for the year. Mr. Gilbert also sponsored Exhibit No. 
83, wh1ch showed the change in the Company's balance sheet data 
between 1ts previous 1979 test year and the 1981 test year data. 
Explanations were provided for all variances. Schedule 5 of Mr. 
Gilbert's Exhibit No. 43 compared actual balance sheet data with 
projected test year data through september of the test year. 
These exhibits showed that the Company's rate base projections 
through September have been very accurate and that large 
increases in plant-in-service since the 1979 test year resulted 
from the addition of Plant Daniel 12 dur1ng the 1981 test year. 

Mr. Bell, a partner in Arthur Anderson and Company, testified 
as to the results of his review of Gulf's financial forecastlng 
system and of the forec~sted data on which the Company's filing 
was based. Mr. Bell's review was in conformity Wlth accepted 
accounting and auditing procedures as set forth by the American 
Institute of certified Public Accountants in its,"Guidelines for 
systems for the Preparation of Financial Forecasts•. It was Mr. 
Bell's conclusion that Gulf's forecasting system •conformed with 
relevant professional standards, is adequate for its purpose, is 
complete and logically well founded and can be relied upon to 
produce consistent, reliable results•. 

We are of the opinion that the Company's projected rate base 
data, as adjusted herein, is reasonable and adequate. 

Gulf Power company has submitted a proposed jurisdictional 
rate base of $675,375,345. Evidence developed during the course 
of the proceeding has led us to reduce that amount to 
$628,574,431. In ·addition, we have considered certa1n issues 
which did not result in adjustments. Our adjustments to the 
Company's proposed rate base are as follows: 

construction work In Progress 

construction work 1n progress can be accounted for by either 
of two methods. An Allowance for Funds Used During Construction 
(AFODC) may be applied to the balance, to be capital1zed and 
later recovered through depreciation charges once the plant is 
placed in serv1ce. When this method 1s chosen, the financial 
statements of the company reflect paper income "credits• 
associated With AFODC, but the utility realizes no current cash 
earnings from the investment in construction work in progress. 
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Alternatively, CWIP may be included as a port1on of rate 

base. Where this treatment is allowed, CWIP generates cash 

earn1ngs, which provide cash flow and 1ncrease coverage ratios. 

Of course, no AFUDC is taken on that port10n of CWIP which is 

1ncluded in rate base. 

In th1s case, the Company contends that the 

include $30,000,000 of CWIP on a system bas1s. 

counsel and the FEA, however, recommend that no 

in the rate base. 

rate base should 
The Public 
CWIP be allowed 

The company's requested $30,000,000 of CWIP is an 

approximation of the test period year-end amount of $32,203,000, 

whlch excludes any CWIP related to Plant Daniel. The company 

used the year end amount, rather than the average amount of 

$96,298,000 for the test year, because it contends that the year 

end amount is more representative of the CWIP balances to be 

experienced during the first year that the new rates w1ll be 1n 

effect. 

Hr. Scarbrough supported the Company's request to include 

$30,000,000 of CWIP in rate base by asserting that cash flow 

would be improved, interest coverages would be increased, and 

capital costs would be lessened. He stated that investment 

analysts view with apprehension earnings which are comprised in 

significant degree of AFUDC credits. Hr. Scarbrough opined that 

the inclusion of CWIP would reduce revenue requirements in the 

long rwn, and would lead to phased-in, less dramatlc increases in 

rates. 

For the Federal Executive A9encies, Witness Hiller ma1ntained 

that the inclusion of CWIP is inappropriate because it is not 

•used and useful". He likened the 1nclus1on of CWIP to coerced 

investment of the ratepayers in the Utility. Both Hr. Hiller and 

Hr. Dlttmer, a witness for Publlc counsel, polnted out that 

ratepayers' money, like that of the utility, has an associated 

time value that the Company ignored in ltS assertions. Hr. 

Dittmer pointed out that the Company had not quantified any 

sav1ngs in capital costs, and maintained that the Company's 

coverage ratios and cash flow were adequate without the inclusion 

of construction work in progress in rate base. 

While the average amount of CWIP for the test period is 

$96,298,000, that amount includes $76,124,000 of CWIP related to 

Plant Daniel, which went into service during the test year. 

Adjust1ng Plant Daniel from the total yields an average for the 

test period of $20,174,000. 

The amount of $20,174,000 includes expenditures related to 

the Scherer transaction. Hr. Scarbrough testified that the 

projected expenditures for Plant Scherer represented the buy-in 

costs that the Company expects to incur when the contract to 

purchase part of Plant Scherer is closed. Hr. Scarbrough further 

testified that no expend1tures had actually been made to date and 

that he was uncertain when the expendltures might be made. The 

date of the closing has been extended to June 30, 1982, and the 

clos1ng is subject to the approval of the SEC. It appears from 

the record that the Company will not incur any costs related to 

Plant Scherer dur1ng the test year. The $2,569,000 of CWIP 

related to Plant Scherer should not be included in the test year 

average amount of CWIP. When the $20,174,000 is reduced by the 

$2,569,000, the resultlng amount of CWIP 1S $17,605,000. 
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Anocher adjuscmenc 1S necessary co el1m1nace a cancelled 

projecc. The company originally projecced chac ic would spend 

$306,000 co 1ncrease che capac1cy ac che Blountstown substatlon 

to serve a wholesale customer. It appears that a portion of 

those expenditures may have been allocated to the retail 

customers. Since th1s project has been cancelled and relates 

solely to the wholesale jur1Sd1Ction, we believe that the 

$17,605,000 should be further reduced by $306,000, leaving a 

system average amount of $17,299,000 in CWIP. The jur1sdictional 

portion of this amount is $16,364,958, which includes 

non-lnterestbearing CWIP. 

In recent orders, we have recognized that both proponents of 

the inclus1on of CHIP in rate base and those who resist inclusion 

have advanced arguments having merit in support of the1r 

respective positions, and those arguments have been repeated in 

this case. Where necessary to prov1de and ma1ntain adequate 

financial integrity, it has been our policy to 1nclude what we 

deem to be an appropriate amount of CWIP in rate base for the 

purpose of increasing cash flow and coverage ratios, and 

decreasing the percentage of earnings comprised of AFUDC, on the 

conviction that the resulting strengthened financial integrity 

would lead to a lower cost of cap1tal. It follows, however, thac 

only that amount of CWIP needed to assure adequate financial 

integr1ty should be placed in rate base. This criterion, and not 

the Company's effort to arrive at an amount representative of 

future balances, will govern our decision. In this case, we find 

that, while the inclusion of a portion of CWIP is justified to 

achieve satisfactory f1nanc1al integrity, the $30,000,000 

requested by the Company is not needed for the intended purpose. 

Instead, we fi~d that the inclusion of $16,364,958 (resulting 

from the adjustments described above) yields a satisfactory 

financial condition, when measured by coverage ratios and the 

amount of AFUDC included in earnings. Accordingly, we have 

reduced rate base by $12,430,306. 

Working Capital Allowance 

The company has computed its working capital allowance based 

on a combination of selected balance sheet accounts and a 

lead-lag study. The Public Counsel has calculated a working 

capital allowance based on the balance sheet approach. The FEA 

supports the use of the balance sheet method for comput1ng che 

working capital allowance. 

The Company claims that a lead-lag study is the proper 

methodology for calculating the working capital allowance 

whenever such a study is available. Of the company's total 

system working capital requirements of $130,105,000, the lead-lag 

study was used to develop the requirement to finance the net lag 

in collections from customers of $14,758,000, which represents 

11.3% of the total claimed work1ng cap1tal requirements. The 

Company has utilized the balance sheet approach to develop the 

remain1ng $115,347,000 (88.7%) of 1ts requested working capital 

allowance. 

Mr. Bell offered test1mony in support of the lead-lag study 

methodology used in developing the $14,758,000. Mr. Bell 

testified that the lead-lag study is better than the balance 

sheet method because 1t overcomes the following shortfalls of the 

balance sheet method: 
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(ll The applica~1on of ~he measuremen~ factors 
de~ermlned in the lead-lag s~udy to ~he cost of service 

resul~s in an amoun~ of work1ng cap1~al ~ha~ is 
ln~ernally cons1s~en~ Wl~h ~hose cos~s and, in ~his 

sense, 1s more "prec1se" ~han ~he balance shee~ method. 

(2) The lead-lag measuremen~ fac~or can be more 
readily applied ~o ~he jurisdictionally separa~ed cos~ 

of serv1ce ~han ~he balance shee~ me~hod. 

(3) The lead-lag s~udy is based on an annualized cos~ 

of service represen~1ng 365 days of ac~ivi~ies as 
opposed ~o mon~h-end balances. 

Mr. Bell also claimed tha~ ~he balance shee~ me~hod is 

clearly inadequate as a predic~ing device when based on 

his~orical da~a and ~hat i~ is a highly biased sample because 1~ 

1s based only on month end da~a. 

The Public Counsel and ~he PEA, however, con~end ~ha~ ~he 

balance shee~ me~hodology is ~he proper methodology for 

calcula~ing ~he working capi~al allowance. Mr. Larkin, a wi~ness 
for ~he Public Counsel, calcula~ed a working capital allowance 

based on ~he company's 13 mon~h average balance shee~ accoun~s. 

This 13 mon~h average componen~ of ra~e base was then 1ncluded 

wi~hin a cons1s~en~ly calcula~ed ra~e base and the total ra~e 

base was rela~ed ~o a capi~al s~ruc~ure tha~ ma~ches and suppor~s 

the Company's ~otal inves~men~. 

Mr. Larkin contends tha~ ·~he only reasonable approach ~o 

determining ~he ra~e base for Gulf Power Company would ae ~hrough 

~he use of balance sheet data". The balance shee~·da~a Which 

would be mos~ appropria~e ~o use would be a balance shee~ which 

reflec~s ~he inves~men~s which genera~ed ~he income dur1ng ~he 

~es~ period. This, of course, would be ~he average inves~men~ 

for ~he ~est pericd ending December 31, 1981." Mr. Lark1n, 

therefore, has used ~he adjus~ed current asse~s and liabili~ies 

from ~he Company's balance sheets ~o compute ~he working capi~al 

allowance for ~he ~es~ year. 

we believe ~ha~ ~he balance shee~ me~hod is ~he proper 

me~hodology to use ~o develop a working capital allowance. 

During cross-exam1na~ion, Mr. Bell admi~~ed tha~ h1s crit1cism of 

~he his~or1cal balance shee~ approach was nega~ed by ~he fac~ 

tha~ ~he working capi~al allowance was calcula~ed using projec~ed 

balance sheet accoun~s. In fac~, Mr. Bell is ~he only wi~ness on 

the subjec~ who used his~orical data. Mr. Bell ~es~ified ~hat he 

analyzed h1s~orical da~a ~o de~ermine the leads and lags. These 

leads and lags were ~hen applied agains~ ~he projec~ed data, 

based on ~he assump~1on that the h1s~orical data is 
represen~a~1ve of ~he fu~ure. 

Mr. Bell also s~a~ed ~hat ~he use of mon~h end balances 

resul~ed 1n a highly biased sample. The majori~y (88.7%) of ~he 

Company's working capi~al allowance, however, is based on the use 

of mon~h end balances. In fact, 97.9% of ~he Company's ~o~al 

system ra~e base is based on the use of month-end balances. I~ 

is inconsis~ent ~o claim ~hat mon~h-end balances are represen~a

~1Ve and appropria~e for Vlrtually all of ~he Company's ra~e base 

componen~s, while contend1ng tha~ ~hey are no~ appropria~e for 

determ1ning its ~o~al work1ng cap1tal requ1remen~s. 
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It was also brought out during cross-exam1nat1on by the Publ1c 

Counsel that some of Mr. Bell's assumptions did not reflect the 

actual exper1ences of the Company, and that he had used averages 

in developing some of his assumpt1ons. 

The Company has failed to demonstrate that the lead-lag study 

sponsored by Mr. Bell produces a more representative working 

capltal allowance than the balance sheet method. We agree with 

Public Counsel that the balance sheet approach should be utilized 

in the calculation of the working capital allowance. 

The Company claimed a working capital allowance of 

$130,105,000. Public Counsel computed a working capital 

requirement of $64,243,000. we have reduced the Company's 

requested allowance to $102,273,000, based upon the follow1ng 

adjustments: 

11.. We have reduced assets by $4,589,000 to elim1nare the 

effects of the Company's appliance sales and service operation. 

This operat1on is non-utility in nature. 

B. We have reduced assets by $508,000 to eliminate loans to 

employees, which is a non-utility function. 

c. We have reduced assets by $129,000 to eliminate interest 

and dividends receivable. These amounts represent earnings on 

other assets_and should not be included in working capital. 

D. We have reduced !labilities by $141,000 to elim1nate the 

effects of the Company's appliance sales and service operation. 

E. We have reduced liabillties by_$3,692,000 to remove common 

div1dends declared. In our opinion, common dividends declared 

represent stockholders' funds until such time as they are actually 

paid, and, as such, they should not be used to reduce working 

capital. 

F. We have reduced liabilities by $6,753,000 to remove 

$6,741,000 of customer d~posits and $12,000 of current maturities 

of long term debt. These items have a cost assoc1ated Wlth them 

and are 1ncluded in the Company's capital structure. 

G. We have reduced liabilities by $14,000 to reduce accrued 

taxes payable to· recognize the effects of the Economic Tax 

Recovery Act of 1981. 11. corresponding increase of $14,000 has 

been made to the deferred taxes included in the Company's capital 

structure. 

H. We have reduced liabilities by $3,445,000 to reduce 

accounts payable for the amounts related to the Caryville 

Cancellat1on which have been netted against the extraord1nary 

property loss and included separately in rate base. 

I. We have reduced fuel inventory by $7,269,500. In doing 

so, we have rejected the recommendation of the staff to remove 

from rate base $10,665,000 associated with the Plant Daniel fuel 

inventory. In our v1ew, a more appropriate approach is to gauge 

the total system inventory. 

Gulf's Earl Parsons testified that the policy of the 

Company is to maintaln an inventory adequate to last 60 days when 

burned at full "nameplate• capac1ty. we have accepted thls pol1cy 

as an appropr1ate management dec1sion for the purpose of our 

rev1ew. Divldlng the 60 days by the system average capaCltY 
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factor of 60\ yields an average inventory goal (expressed in 

terms of normal burn rate) of 100 days. The record reflects that 

the average daily inventory cost was $469,000 and that, when 

measured systemwide, the Company had on hand 115 l/2 days of 

inventory. Therefore, we have removed from the work1ng capital 

component of rate base 15 1/2 days of coal inventory'valued at 

$469,000 per day, or $7,269,500. 

The net effect of these adjustments reduces the Company's 

system working capital allowance of $130,105,000 to a total of 

$102,273,000, By applying a separation factor of 94.51\ to the 

system amount of $102,273,000, the resulting jurisdlctional 

working capltal allowance is $96,658,212. 

Rail car Investment 

We have removed from the value of the Daniel plant in rate 

base the amount of $7,994,611, wh1ch represents Gulf's investment 

in rail cars whlch serve the unit, We believe it would be more 

appropriate to reflect the full cost of transportation in the 

cost of fuel, as is done by all other investor-owned utillties in 

Flor1da. This adjustment will better enable us to make 
meaningful comparisons among the utilities we regulate, In 

addition, such costs of transportation should be reflected in the 

price of any economy energy sold from the Daniel unit. 

New Service to Exxon 

The rate base proposed by the Company did not include 
investment incurred to provide new service to Exxon. We find 

that it is appropriate to increase rate base to reflect the 13 

month average amount associated with that service, or $91,800. 

Separation Study 

As discussed elsewhere in this Order, we have decided to 
approve and adopt the. cost of service study sponsored by Mr. 

Pollock, a witness for certain large industrial customers, for 

the purposes of this case. 

According to Mr. Pollock's cost of service study, the 
jurlsdictional rate base is $158,814, lower than the rate base 

contained in the Company's filing, The $(158,814) represents the 

following adjustments: 

Plant in Service 

CWIP 

CWIP Not Bearing Interest 

Property Held for Future Use 

caryville Cancellation Charges 

Accumulated Depreciation & Amortization 

Worklng Capital 

Total Adjustments 

$(519,209) 

37,857 

(5,421) 

4,214 

10,689 

71,348 

241,708 

$(158,814} 

Accordlngly, we have reduced the company's jurisdictional 

rate base by $158,814. 
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RATE BASE ISSUES NOT RESULTING IN ADJUSTMENTS 

Temporary Cash Investments 

The comm1ssion staff recommended that we remove the amount of 

the Company's temporary cash investments from working capltal as 

unrelated to utility serv1ce, and ellminate associated earnings 

from the determination of net operating income. However, we 

regard cash management as part of the utility's normal business, 

and thereby have included temporary cash investments in working 

capital. 

Plant Dan1el Start-Up Costs 

The company included 1n plant in service some $1,551,863 

(system) of capitalized start-up costs associated with the Daniel 

12 un1t. The Company contended that no adjustment should be made 

to share these costs with Mississippi Power Company (MPC), s1nce 

customers of Mississippi Power absorbed 100% of the start-up costs 

of the Dan1el tl unit. 

Company \litness Scarbrough testified that MPC assumed 100% of 

the start-up costs of Daniel tl and that these costs were passed 

to MPC customers through the fuel adjustment clause. Therefore, 

Gulf agreed to assume 100% of the start-up costs of the Daniel t2 

unlt. Rather than pass all of the Unit 12 start-up costs through 

the fuel adjustment clause, as MPC did with the Unit tl costs, 

Gulf was forced to capitalize that portion of the Unit 12 costs 

wh1ch were over and above what the operating costs would have been 

had the unit been· operating under normal operating cond it 1ons. 

This was done in accordance with our FPSC Accounting Department 

Bulletin (ADB) 76-7, lSSUed on April 28, 1976. 

Mr. Scarbrough further testified that the $1,551,863 was 

capitalized out of total start-up costs of $15,251,098 for Daniel 

Unit t2 and if Daniel tl start-up costs had been accounted for on 

a bas1s comparable to the method used for Daniel t2, it would be 

necessary to capitalize $1,678,256 out of the total start-up costs 

of $11,801,968. Therefore, if the Unit tl costs were accounted 

for in the same manner as the Unit 12 costs and both are shared 

equally between Gulf and MPC, Gulf would be required to decrease 

rate base by $775,932 (system) for half of the Unit 12 costs, 

while at the same time increasing rate base by $839,128 for half 

of the Daniel tl costs borne entirely by MPC. The net effect of 

these adjustments would increase Gulf's requested xate base by 

$63,196, (system). Mr. Scarbrough adds that "there is no way, we 

(Gulf) can collect an adjustment from MPC in any event". 

Public Counsel has taken the position that one-half of the 

capitalized Daniel t2 start-up costs $795,607 (system) should be 

borne by MPC, and Gulf's rate base should be reduced in the same 

amount. Execut1ve Agencies did not address this issue. 

We find that the Company has accounted for the Daniel Unit #2 

costs in accordance with the Uniform System of Accounts and ADB 

76-7. 

Company Witness Scarbrough testified that although Gulf had 

committed to a partlClpation agreement on Daniel Unit tl, prior to 

the 1n-service date of the unit (TR 1521), the start-up costs 
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of Unit tl were incurred and passed to MPC customers prior to any 
equalization payments being made by Gulf Power. When these 
equalization payments were made, no Unit 11 start-up costs were 
1ncluded, since the Unit tl costs had been passed to MPC 
customers. (TR 1522) If not for ADB 76-7, the Unit J2 costs 
would have been accounted for in exactly the same manner as the 
Unit tl costs, and the ent1re $15,251,098 could have been passed 

through the fuel cost recovery clause to Gulf's customers. No 
capltalization would have been necessary. Another alternative 
would have been to account for the Unit tl costs,, in accordance 
with ADB 76-7: however, this would result in a net 1ncrease in 
Gulf's rate base of some $63,196. Since the Unit tl costs have 
already been disposed of in Mississippi, this latter treatment, 
absent any adjustment by the IHssissippi commiss1on, could result 

in either Gulf's or MPC's stockholders absorbing the $775,932 of 
Unit #2 costs that would be transferred to MPC. 

Due to the different time periods and jur1sdictional 
regulations involved with th1s transaction, we are satisfied that 

Gulf took the appropriate action, and make no adjustment to the 
Company's treatment of this matter. 

caryville Site 

In this case, the Company proposed to continue to include the 

value of its caryville plant site in property held for future 
use. Public Counsel took the position that the s1te should be 
removed from rate base. The Federal Executive Agencies proposed 
that the Slte be removed, but that the Company be allowed to 

charge AFUDC on the site. 

The comm1ssion staff recommended chat only 30\ of the site's 
value be included in property held for future use, based upon the 

indication that Gulf may build a plant on the Slte in 1995 and 
participate with Mississippi Power Company on a 30\ - 70\ basis. 

However, we find ~h1s poss1bility too speculative to entertain. 
We find that the site meets the criteria for property held for 
future use and have allowed the full value of the site to remain 

in rate base. 

Caryville Cancellation Charges 

In the company's last rate case, Order No. 9628, we 
determined that·Gulf's decision to cancel its Caryvllle facility 
was prudently based upon an economic advantage to Gulf's 
customers associated with purchasing the Scherer capacity in lieu 

of constructing the Caryville facility. In the order, we allowed 
these cancellation charges to be amortized above-the-line, and 
allowed the unamortized balance of the charges to be included in 

rate base. Revenue requ1rements associated with both amounts 
were ordered to be placed subject to a refund until such time as 
the company's contract to purchase a portion of the Scherer Plant 

1s consummated. 

In the current case, the Company has taken the position that 
no evidence has been presented concerning the prudence of the 
caryville cancellation or the prudence of Gulf's decision to buy 
into the Scherer Plant. It contends that no adjustment is 
warranted for this issue. 
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Publ1c Counsel has taken the pos1tion that the unamortized 

cancellation charges should be removed from rate base, since they 

are not •used and useful" with1n the meaning of Section 

366.06(1), Florida Statutes. Public Counsel has attempted to 

support this position through an "interpretation• of section 

36i.06(1), Florida Statutes, and by reference to past commiss1on 

orders and court cases. 

Executive Agencies have also taken the position that 

cancellation charges should be excluded from rate base. However, 

they propose a "sharing• arrangement, whereby the unamortized 

balance of cancellation charges will be excluded from rate base, 

but the amort1zat1on of these charges will be allowed as an 

above-the-line expense in the income statement. This they 

believe w1ll "protect• the investors from loss of cap1tal by 

allowing recovery of the expenses while "protecting• the 

ratepayers from pay1ng a return on unused and useful property. 

In our opinion, this matter was fully aired and resolved 

during the last case, and nothing of an evidentiary nature has 

been offered to persuade us to depart from our earlier findings. 

With regard to the legal issue, we reiterate that we are of the 

opinion that Sect1on 366.01, Florida Statutes, does not prohiblt 

the inclusion of the unamortized cancellation charges in rate 

base. W~ile we have decided to continue the ratemaking treatment 

of this matter which was afforded in the last case, we Wish to 

make it clear that we shall also continue the condition that was 

placed upon associated revenues, pending consummation of the 

Scherer transaction. 

Southern Company Services 

The prehearing order in this case identified as an issue the 

question of whether Southern Company Services effect1vely and 

efficientlY provides fuel procurement services for Gulf Power 

Company. This issue was not explored in depth during this case. 

We find that no basis for an adjustment to rate base is warranted 

by the record that has been developed. We direct the Company to 

provide to the fuel procurement section of the Commission's 

Electric and Gas Department a copy of the independent aud1t 

performed by Theodore Barry and Associates which was referred to 

by the Company during the course of the hearing. 

Deferred Taxes' 

The Executive Agenc1es have proposed that $83,077,000 

(system) of deferred taxes and investment tax credits be deducted 

from the Company's proposed rate base, rather than be treated as 

zero-cost capital in the Company's capital structure. This 

posit1on was supported by Executive Agencies' Witness Mr. Miller, 

who asserted that deduction from rate base is necessary to insure 

consistency in the Company's capital structure, since the Company 

is requesting a year end capital structure and IRS regulations 

require the use of 13 month averages for deferred taxes and 

investment tax credits. 

Both the Company and Public Counsel are of the opinion that 

deferred taxes and ITC should be treated as zero-cost capital, as 

opposed to deductions from rate base. Both part1es cite past 

Commission policy as support for this position. 
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We agree wich che Company and Public Counsel on ch1s issue. 

Our policy cons1scencly has been co affirm che creacmenc of 
deferred caxes, ITC and ocher non-invescor supplied cap1cal as 

zero-cosc capical, racher chan deduccions from race base. We 

find no persuasive evidence in ch1s record chac would indicace 

chac chis policy should be changed. Accordingly, we have 
accepced che Company's proposed race base creacmenc for chis icem. 

Our adjuscmencs co race base may be depicced as follows: 

SCHEDULE OF RATE BASE ADJUSTMENTS 

Adjusced Jurisdiccional 13 Mench Average 
Race Base per Company 

Scaff Adjuscmencs 

CWIP 

Working Capical 

Plane Daniel Invescmenc 

Caryville Plane Held for Fucure Use 

Plane for New Service co Exxon 

Cosc of Service Adjuscmenc 

Tocal Adjuscmencs 

Scaff Adjusced Jurisdiccional 
Race Base 

NET OPERATING INCOME 

$ 675,375,345 

(12,430,306) 

(26,308,983) 

(7,994,611) 

-o-

91,800 

(158,814) 

(46,800,914) 

$ 628,574,431 

Having escablished che Company's race base, che nexc seep in 

che revenue requiremencs formula is co decermine che nee 
operacing income applicable co che cese period. 

Reasonableness of Assumpeions and Projeccions 

The Company has based ies projecced nee operaeing income upon 

che same budgeeing process ehae served co escablish ics projeceed 

raee base. Public counsel has challenged che legaliey of 
reliance upon projeceed NOI daea. In addicion, ehe parcies have 

raised che issue of che reasonableness of che assumpc1ons and 

projeceions ehac supporc ehe Company's proposed nee operacing 

income. We have already concluded ehae use of projeceed daca is 

permissible. We fureher find chae che company's proposed nee 

operaeing income, as adjusced here1n, is based upon reasonable 

assumpeions and projeccions. 

Company Wicness Gilbere sponsored eesc1mony and exhibics co 

explain ehe O&M budgecing process in general. He also presenced 

juseificacion for 1981 budgeced expense levels wh1ch were over 

1980 accual levels (Ex. 4, Schedule 3): 1981 budgeeed NOI icems 
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compared to NOI used in the Company's last rate case (Ex. 83, 

revised 11/24/81); and a compar1son of 1981 budget vs. actual 

data though October of 1981 (Ex. 97). Mr. Gllbert teStlfied that 

"Gulf uses the budget process as a comprehens1ve management tool 

to both plan and control the Company's operations.• 

The customer forecast by class is prepared by the Marketing 

and Load Management Department and approved by the Budget 

committee. It then becomes an 1nput to the preparation of the 

energy and revenue budget, which lS also approved by the Budget 

Committee. The peak demand forecast is developed by the Power 

Delivery Department based upon the approved customer and energy 

budgets. 

The budgeting process is administered by the Company's budget 

committee. The budget commlttee develops a corporate business 

plan, a budget schedule and various guidelines to be used in 

developing the budget. Each major department then prepares 

functional business plans for review and then prepares a 

zero-base budget for 1ts operations based upon the budget 

committee's approved economic assumptions contained in its budget 

guidelines. The budget committee reviews the individual budgets 

and the ~inal O&M budget. 

Mr. Bell's review of the Company's budgeting process included 

a review of the budget process used to develop the Company's 

proposed net operating income. His conclusions, cited in a 

previous portion of this order treating rate base, are equally 

applicable to the company's proposed net operatlng 1ncome. 

we are of the op1n1on that the Company's test year NOI data, 

as adjusted herein, is reasonable and appropriate to use in this 

case for ratemaking purposes. 

Gulf Power company proposed a net operating income figure of 

$58,705,261. We have mod1fied this amount to $62,199,775, based 

upon the following adjustments: 

Bank Service Charges 

The Company contends that it is entitled to increase 

operating expenses by $112,000 (system) to compensate the Company 

for the minimum bank balances that the Company maintains. The 

Public counsel"disagrees and points out that bank service charges 

are a hypothetical expense and that the use of the balance sheet 

working capital approach compensates the Company for its 

investment in m1n1mum bank balances. 

By maintaining minimum bank balances, the Company is able to 

avoid the imposition of bank service charges. The Company has 

requested a hypothetical bank service charge because its approach 

(lead-lag) to work1ng cap1tal does not include the amount of the 

minimum bank balances that are malntained. Since we have adopted 

the use of the balance sheet working capital approach, the 

inclusion of the hypothetical bank service charge in operating 

expenses is unnecessary, as min1mum bank balances are included in 

work1ng capital. 

Accordlngly, we have reduced operating expenses by a 

jurisdictlonal amount of $107,218 to eliminate bank serv1ce 

charges. 
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Dues to Industry Assoc1at1ons 

It is our policy that dues expended for the purpose of 
supporting lobbying activities and dues to Chambers of Commerce 
should not be borne by ratepayers. An examination of the 
company's Operations and Maintenance expenses reveals that the 
amount of $14,477 was paid to various industry associatlons for 
this purpose. We have eliminated that amount from recoverable 
expenses for ratemaking purposes. 

The Company failed to include in operating expenses dues paid 

to the Edison Electric InstltUte in the amount of $26,866. After 
eliminating 2% of the dues to represent that portion spent on 
lobbying actlVities, we have added $25,112 to recoverable 
operating expenses. 

Char1table Contributions 

The Company has included $24,845 (system) of test year 
char1table contributions as an above-the-line component of its 
test year Operations and Maintenance (O&M) expenses. 

Company Witness Scarbrough sponsored Schedule 13 to his 
Exhibit t9, which gave a llSting of each recipient and the amount 
donated. In addition, Mr. Scarbrough testified as to the 
benefltS of these contributions to Gulf's customers and that 
"through the good will maintained by such charitable contri
butions, the Company was able to operate more effectlVely and 
efficiently Wlthin its service terrltory•. 

Public Counsel has taken the position that charitable 
contributions are not expenses related to providing utility 
serv1ce, and that these expenses should therefore be disallowed 
for ratemaking purposes. 

We are of the opinion that charitable contributions, if 
treated above-the-line, effectively become involuntary 
contribUtions on behalf of the Company's ratepayers. Such 
contributions do not in our opinion constitute ordinary and 
necessary expenses incurred to provide electric serv1ce to 
customers. 

We have reduced the Company's test year O&M expenses by 
$23,784 ($24,845 system) to remove charitable contributions from 

recoverable expenses. 

Advertlsing Expenses 

The Company has included $106,900 (system) of advertislng 
expenses related to shareholder and area development advertising 

in test year O&M expenses. Th1s is supported pr1mar1ly through 
the testimony and exhibits of Company ~litness Fisher. · 

Mr. Fisher testifled that the purpose of the Company's 
shareholder and area development advertlsing was to •attract 
industry into the Company's under-developed serv1ce area, prov1de 
jobs and stimulate shareholder interest in providing equity 
capital for the Company.• In addltion, Mr. Fisher stated that 
thls advertising allowed the Company to "get in on the ground 
floor with an incom1ng industry• and "plan the energy 
conservatlon technlques and features into their new project." 
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In our op1n1on, however, shareholder and area development 

advertising falls Wlthin the category of image build1ng and 

promot1onal advertising as defined by the Commission 1n Order No. 

6465 {Docket No. 9046-EU, General 1nvest1gation of Promotional 

Pract1ces of Electr1c Utillties). As such, it should be 

disallowed for ratemaking purposes. This treatment is consistent 

With our action in the Company's last rate case. 

Accordingly, we have reduced test year O&M expenses by 

$102,335 {$106,900 system) to eliminate advertlsing expenses 

associated with shareholder and area development advertising. 

Economy Energy Transactions 

At the outset of the proceeding, all parties stipulated that 

both revenues and expenses associated with sales of economy 

energy should be included 1n the determination of net operating 

1ncome. No stipulatlon was reached as to the proper amounts 

Which should be ass1gned to each category. 

The Company on several occasions admitted that revenues and 

expenses from economy sales were not included in its forecast of 

1981 test year revenues and expenses. Company Witnesses 

Scarbrough and Bell testified that economy sales revenues and 

expenses were not forecasted because it is difficult to estimate 

a reasonable figure for the level of economy sales. Company 

Witness Usry further explained that such sales are in no way 

assured, and depend upon other power availability and sales 

arrangements With interconnected neighbors. In fact, economy 

sales increased 14.18\ between 1979 and 1980 but decreased 34.20\ 

between 1979 and 1981. 

The Company has agreed that test year revenues should be 

increased by $6,008,460 and that test year O&M expenses 

{1nclud1ng fuel) should be increased by $5,063,792, y1elding a 

profit (before taxes) of $889,877. This calculation reflects 10 

1/2 months of actual results and 1 l/2 months of projected 

revenues and expenses for test year economy sales. ~his 

informat1on was furn1shed as Exhibit No. 77, (revised 12/2/81) 

pursuant to the stipulation entered into by all part1es. 

Publlc Counsel has taken the position that (1) the expenses 

associated with economy sales have been 1ncluded 1n test year O&M 

expenses and (2)' test year revenues should be increased to 

reflect a representative level of future economy sa1es. 

However, we are satisfied that the amounts of revenue and 

expenses reflected in the Company's revised EXh1bit No. 77, which 

are based upon 10 1/2 months of actual data, are those required 

to adjust test year revenues and expenses to include both economy 

sales and expenses in test year data. Accordingly, we have 

decreased purchased power expenses by $889,877 to reflect the net 

effect of economy sales transactions that were not included 1n 

the Company's projected test year data. 

serv1ce to Exxon 

Earlier, we adjusted the Company's proposed rate base to 

reflect the additlonal investment related to new service to 

Exxon. Sim1lar1y, test year NOI must be increased by $4,439 to 

recognize the revenues and expenses associated with that service. 
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Estimated O&M Expenses 

In projecting the level of operations and maintenance 
expense, Gulf Power company s1mply spread the variance between 
the origlnally budgeted amounts and actual totals for the months 
of January and February 1981 over the remaining ten months of the 
test year. 

The Company claims that spreading the variance between 
January and February 1981 budgeted and actual amounts does not 
overstate expenses, because those variances represented delays in 
the incurring of expenses during the test year, rather than 
deferrals to other years. Mr. Scarbrough testified that the 
monthly accuracy "of the occurrence of an expense is not nearly 
so accurate as our expectation that we will 1n fact in the 
calendar year 1981 have the partlcular expenditure•. Mr. 
Scarbrough did admit, however, that some expenses included 1n the 
company's rate filing had been deferred from 1981 to 1982. Mr. 
Scarbrough was asked to provide a list of those deferred 
expenses, and lt was ldentified as Late Filled Exhibit No. 58. __ _) 

We accept Mr. Scarbrough's statement that it is easier to 
project expenses on an annual basis, rather than on a monthly 
basis. However, an adjustment should be made for expenses that 
have been deferred beyond the test period. Based on Exhibit No. 
58, we find that test year O&M expenses must be reduced by 
$777,232 (811,900 system) to eliminate expenses deferred beyond 
the test year. 

Earnings From Temporary cash Investments 

Earlier we determined that temporary cash investments should 
be included as part of working capltal. It follows that earnings 
associated With such temporary investments should be included in 
the calculation of net operating income. Gulf Power's original 
submission was based upon returns projected at the outset of the 
test period. Based upon more current projections and more 
complete data provided at hearing, we find that net operating 
income should be increased by $772,050. 

Flow Back of Deferred Taxes 

The change in, the corporate income tax to a 46\ rate requires 
a decision as to the proper amount of time over which to flow 
back deferred taxes which were created at 48\. Public counsel's 
witness, Mr. Larkin, recommended that the difference be flowed 
back to customers over a period of two years. The staff 
recommended that the difference be flowed back over the life of 
the assets to which the deferred taxes are related. We have 
dec1ded to adhere to the policy established in recent cases, and 
requ1re that the difference be flowed back over a period of five 
years. This results in an increase to NOI of $293,960. 

conservation Expenses 

Because this Commission has adopted a conservation cost 
Recovery Clause that features a true-up provision, it is 
necessary to adjust conservatlon revenues so that they equal 
related expenses for ratemaklng purposes. Exhibit No. 68 
reflects an underrecovery of $27,208 for the test year. 
Accor9ingly, test year revenues should be 1ncreased by this 
amount. 
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Non-recurr1ng O&M Items 

A fundamental principle of ratemaking is that the effect of 

non-recurring items, which tend to make the test year atypical, 

should be ellminated. Exhibit No. 43, sponsored by Gulf W1tness 

Gilbert, lists the following non-recurring O&M items: 

ATB Maintenance 

Office Bullding Rentals 

Manpower Planning Consulting Fees 

corporate Planning Consulting Fees 

Total (system) 

$ 65,000 

15,747 

100,000 

95,000 

$275,747 

To this amount must be added $25,000, the cost of a tree 
trimming optimization study, for a total of $300,747 (system). 

The jur1sd1ctional adjustment is $287,905: we have removed that 

amount from text year O&M expenses. 

Rate Case Expense 

Gulf's Witness Mr. Gilbert stated that the company budgeted 

$320 1 392 for expenses incurred as a result of the Company's rate 

case. In our opinion, the expenses incurred for a rate case 

benefit not only the current per1od, but also future periods. In 

addition, rates· should not be set to recover the total amount of 

rate case expenses each year, since retail rate cases are not 

normally filed every year. 

We find that a three year period is appropriate for 
amortizing rate case expenses. Based on a three year 
amortizatlon period, the rate case expenses of $320,392 must be 

reduced by $213,595. 

Cost of Service Adjustment 

In the rate base portion of this order, we concluded that Mr. 

Pollock's cost of service study, and not the Company's, should 

serve as the basis for the jurisdictional separation. Utilizing 

this study, we find that the Company's proposed net operating 

income must be reduced by $4,516, excluding income taxes. 

Excessive Generating Reserves 

Three significant issues which were separately identified in 

the prehearing order have, in our opinion, become closely 
interrelated during the development of the case. The first is 

what portion of Plant Daniel should be reflected in rate base. 

The second is whether excess generating margins exist on Gulf 

Power's and/or the southern company system; and, if so, whether 

the costs of excessive reserves should be borne by Gulf Power's 

ratepayers. The th1rd is whether Gulf's management prudentlY 

attempted to identify and/or respond to changes in load growth 

patterns in the 1970's. 
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There is no question but that Gulf's installed generating 

reserves are well above those requ1red during the test year. 

Gulf projected that 1t would have a 66.2% reserve marg1n 1n 1981; 

for system planning purposes, a margin of 25% is considered 

adequate. Gulf's posit1on 1s that, while reserves are higher 

than needed, the operation of the intercompany interchange 

contract between the operating companies of the southern pool 

serves to share those reserves among the companies. 

The excess in capacity on Gulf's system can be properly 

associated with the addition of Gulf's ownership 1nterest in 

Plant Daniel during the test year. Taking into account the 

operation of the interchange contract, the following table 

1ndicates the net impact of Plant Daniel on the cost (in terms of 

revenue requirements) to Gulf's ratepayers: 

Net Test Year Revenue Requirement 
Increase Due to Plant Daniel 

With Plant Daniel 

Jurisdictional Annual Revenue Requ1rements 

Associated with Plant Daniel In Rate Base2 

Jur1sdictional Annual Revenue Requirements 

Associated W1th Plant Daniel in Operat1ons. 

Jurisdictional Revenue Requirements Associated 

W1th Interchange Contract Capac1ty Payments. 

Jurisdictional Revenue Requirements Associated 

with Non-Associated Ut1lity Sales (Schedule B). 

Net Annual Revenue Requ1rements Associated 

with Plant Daniel. 

Without Plant Daniel 

Jur1sdictional Revenue Requirements Associated 

with Intercompany Interchange Contract Capac1tY 

Payments. 

Net Annual Revenue Requirements Increase Due 

to Plant Daniel. 

1981 

$ 24,243,000 

5,871,000 

(11,268,000) 

(ll ,678,000) 

7,168,000 

4,069,000 

$3,099,000 

Thus, taking into account the capacity credits of $11,268,000 

which would be rece1ved from Gulf's sister companies through the 

workings of the interchange contract, and the $11,678,000 

assoc1ated with Schedule E sales to non-system utilities, Gulf's 

ratepayers would still be requ1red to contribute $3,099,000 

toward Plant Daniel's revenue requirements, absent any adjustment. 

Cross-examination of Gulf Witness Earl Parsons established 

that the utility's system planners attempt to respond to new load 

forecasts or changes in existing load forecasts by measures such 

as increasing the number of units, by e1ther slow1ng or speeding 

the construction of planned un1ts, or by developing sales of 

2Reflects rate of return approved below. 
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capacity to utillties off the system. Mr. Parsons testlfled that 
Gulf and the Southern system have established an ongo1ng 
mechanism for evaluating the need for sale of capac1ty off the 
system. Notwithstanding the exlstence of that mechanism, no 
negotiations for the sale of excess capacity from Dan1el No. 2 
took place untll 1980. This was because Gulf was rely1ng upon 
load forecasts which early in 1979 lndicated that with Daniel 
Unit 2, Gulf's reserves would be 36.44\ and Southern's would be 
21.95\: without Daniel No. 2, Gulf's reserves would have been 
2.18\, and Southern's 19.72\. It was because of this projected 
scenario that no activity concerning poss1ble off-system sales 
took place at an earlier point in time. 

We believe that the erroneous load forecasts resulted from 
the failure of Gulf's management to prudently identify and 
quantifY the factors affecting load growth. Prior to 1977, 
Gulf's peak hour demand forecast was done Wlth simple time 
trends. As shown in Exhibit No. 34, this method resulted in 
forecasts of the 1981 summer peak demand of 2098 megawatts (MW), 
1859 MW and 1723 MW in the 1975 through 1977 Ten Year Site 
Plans. The actual 1981 summer peak demand for Gulf was 1309 MW. 
Thus, Gulf's forecast for 1981 was too high by the following 
amounts: 60.3\ in 1975, 42.0\ in 1976, and 31.6\ in 1977. 

Gulf's forecast error for th~ 1981 summer peak demand is 
significantly greater than that projected by peninsular Florida 
electrlc utilities and the PSC staff. As revealed in Exhlbit 
34-A, the peninsular Florida forecast exceeded the actual 1981 
summer peak demand by 19.3\ in 1975, 8.6\ in 1976, and 5.6\ in 
1977. The staff's forecast error for peninsular Florida was 
23.1\ in 1975, 3.3\ in 1976, and (0.5)\ in 1977. The staff's 
projections for Gulf's 1981 summer peak demand exceeded the 
actual by 35.5\ 1n 1975, 21.1\ 1n 1976, and 10.5\ in 1977. 

Gulf's management was repeatedly advised by the staff that 
Gulf's forecast was considered to be too high for planning 
purposes. During cross-examination, Gulf's Witness Oerting read 
into the record the following staff comment: "The projected 
growth rate of 9.67 percent as reflected in the 1975 Ten-Year 
Site Plan is considered to be too high for planning purposes.• 
He further quoted the following staff comments: "Gulf's load 
projections as shown 1n their 1976 Ten-Year Plan is 9.7 percent 
for the 1976 through 1985 period. This is similar to the 
Commission high forecast and very close to their historical 
average growth rate. Planning on the basis of this high forecast 
is, in our opinion, not warranted. As is true of the rest of the 
state, Gulf should be planning based on a 5 to 6 percent growth 
rate.• Mr. oert1ng agreed that Gulf's 1977 Ten-Year Plan 
forecast of a 7.0 percent growth rate exceeded the staff's banded 
forecast of 4.2 to 6.2 percent. Additional concern Wlth Gulf's 
forecasting methodology is expressed in EXhibit No. 47, which is 
page 21 of Order No. 7978, dated September 27, 1977. In that 
order, we directed Gulf to prepare an econometric load forecast 
and stated that, "Because of its importance in terms of economic 
impact upon the ratepayers, it is incumbent that a Utllity use 
all available techniques in making such a forecast". 

Mr. Oerting stated that Gulf began development of a 
computerlzed, econometric/end-use model for long range energy and 
demand forecasting in 1974. Although the model became 
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operat1onal in late 1976, it produced a higher demand forecast 

than Gulf's consolidated load factor process and was used for 

compar1son purposes only. Witness oerting further stated that, 

"Since mid-1980 we have made concerted efforts to improve the 

accuracy of the model" and •we will begin using the model results 

as the primary output of our peak-hour demand forecasting process 

in the near future•. We bel1eve that prudent management would 

have led Gulf to begin a concerted effort to develop accurate 

forecastlng methods much earlier than mld-1980. More 

significantly for the purposes of thlS case, more accurate 

forecasting at an earlier point in time would have signalled to 

Gulf's system planners the need to develop greater sales of 

capacity off the system, and would have provided the lead time 

required for measures designed to prevent Gulf's .ratepayers from 

paying for excess capacity. Because of our finding that Gulf 

failed to use prudent measures in developing its load forecasts, 

we are adjusting net operating income by $3,099,000 so that the 

ratepayers will not be called upon to bear the shortfall in the 

revenue requirements associated with Plant Daniel in the 1981 

test period. 

Income Tax Effect of Adjustments 

This adjustment is mechanical in nature, and serves to 

reflect the effect upon income tax expense of the various other 

adjustments we have made to the Company's proposed net opera~1ng 

income. The effect is to decrease NO! by $3,044,735. 

Other NOI-Related Issues 

During the course of the case, we have heard and considered 

other NOI-related 1ssues, the resolution of which, we find, do 

not result in adjustments to the Company's proposed net operating 

income. They include the following: 

Projections of customers, Energy Sales, and Revenues 

The company contended that it properly and accurately 

projected the number of customers, energy sales, and revenues. 

The Office of Public Counsel asserted that Gulf failed to provide 

projections of energy sales on a total territorial basis. 

A comparison of actual revenues from sales of electricity 

with budgeted revenues for January through November, 1981, shows 

that budgeted revenues exceed actual revenues by only 

eight-tenths of one percent. This difference is not large enough 

to warrant an adjustment in NO!. 

The differences between budgeted and actual numbers of 

customers and sales by class were greater than ~he difference in 

revenues. For example, the actual average number of residential 

customers exceeded the budgeted number by 1.7% through September, 

and the actual commercial class sales exceeded the budgeted 

amount by 6.6% (EXhibit 31). However, the individual class 

errors offset each other, result1ng in total company numbers that 

are within a reasonable marg1n of error. No adjustment to net 

operating income is warranted by variances of this magnitude. 

Fuel Expenses and Revenues 

Because the Commission has adopted a fuel cost recovery 

clause with a true-up mechanism, it is appropriate to assure that 
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test year fuel revenues equal fuel expenses. The Company has 

made an adjustment to decrease operating revenues by $9,000 to 

elimlnate an overrecovery of fuel expense. We find that no 

further adjustment is necessary for this purpose. 

Pric1ng of Plant Daniel Capacity Sales 

Under the existing Intercompany Interexchange Contract 

governing transactions between operating companies of the 

Southern system, the pr1cing of sales of Plant Daniel capacity is 

based upon the average, system embedded costs of fossil units. 

Publ1c Counsel suggests that test year revenues be increased by 

$20,040,600 on an annual basis to reflect the effect which basing 

the price of sales from Gulf to the Southern Company pool 

associated With Gulf's ownership in Plant Daniel upon the 

incremental costs of the Daniel unit would have. 

The theory behind the contract's average embedded pric1ng 

mechanism is that capac1ty and energy sold to the pool by a 

selling company are sold out of the aggregate resources of that 

company. It should be noted that the IIC is a mutually agreed 

upon contract between each of the Southern Companies. The IIC is 

reviewed annually by the member companies and, as such, can be 

expected to evolve year by year. Further, its terms are subject 

to the approval of the Federal Energy Regulatory CommlSSlOn. In 

our opinion, no basis for an adjustment has been demonstrated. 

Adjustment to Recognize March 1981 Decrease in Revenues 

The Company has included in its filing an adjustment to 

reduce test year operating revenues by $169,000, to reflect a 

March 1981 rate decrease ordered by this Commission and to adjust 

its test year revenue forecast to account for the January 1981, 

implementation of t1me-of-use rates by one of the Company's major 

industrial customers. 

Public Counsel has taken the position that the adjustment is 

not justified, since "this is lnconsistent with the use of two 

month actual/ten month projected test year.• 

we believe that the Company's pro forma adjustment is 

reasonable. The rate decrease/refund was by order of the 

Commission, and the refund would retroactively affect the actual 

revenues collected in January and February of 1981. We also 

agree With the Company's treatment of the rate schedule change by 

one of the company's large industrial customers. Since the 

election to use time-of-use rates rests with the customer rather 

than with the Company, changes of this nature could not have been 

reasonably anticipated. Also, .this adjustment to the forecast 

was made pr1or to the Company's filing and was included in the 

MFR/s when they were first filed. 

Accord1ngly 1 we have accepted without modif1cat1on the 

company's pro forma adjustment. 

Injuries and Damages Reserve 

The Company has included 1n its filing a proposal to increase 

O&M expenses by $481,000 ($500,000 system) to allow for a $1.2 

m1llion (system) annual accrual tO the Company's injuries and 

damages reserve. The Company also requests that the ceiling or 

cap for its reserve be ra1sed from $1 to $2 m1ll1on. 
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Company Wltness Scarbrough supported the Company's pos1tion, 

statlng that the Company's deductlble for liability insurance lS 

currently $1 million per claim and that "since verdicts 1n excess 

of $1 m1ll1on per cla1m are now relatlvely common, it is only 

prudent to have a reserve that will cover two such claims•. Mr. 

Scarbrough's Exhibit No. 9, Schedule 12 shows the hlstory of the 

injuries and damages reserve for the period 1976 through 1980. 

This exhibit shows large claims of $958,789 and $1,202,817 

occurring in 1977 and 1980, with other yearly claims averaging 

around $200,000. Mr. Scarbrough also testified that at the end 

of 1980, "the !labilities as estimated by our legal counsel for 

filed suits and outstanding claims against the Company amounted 

to an additional $1.2 m1llion.• 

Based upon recent claims experience, we have decided to allow 

the Company to 1ncrease lts Injuries and Damages Reserve by 

accruing $1.2 million per year. However, we shall elimlnate the 

ceil1ng or "cap• and shall lnstead monitor the adequacy of the 

reserve during ratemak1ng proceedings. We prefer this approach 

to a situatlon in which the Company would Utilize revenues 

associated with the size of the accrual for purposes other than 

building the reserve once the ceiling has been reached. 

Treatment of Gains and Losses 

It is the Commission's policy to require that gains and 

losses on dispositions of utility proper;y be recorded 

above-the-line and amortized over a five year period. However, 

an examination of the record reveals that test year dispositlons 

were so minute that any adjustment to conform to the policy would 

be immaterial for ratemak1ng purposes. 

Gulf's Use of Comprehensive Interperiod Income Tax Allocation 

Public counsel prefiled the testimony of J. w. Wilson, who 

proposed the adoption of a method of normalization which would 

depart from Gulf's use of comprehensive interperiod income tax 

allocation. Mr. Wilson's method entails deferring the current 

tax effect of deferred taxes. His testimony was withdrawn upon 

the entry of a stipulation of parties requiring Gulf to request a 

ruling from the IRS as to whether this method would violate 

applicable ~revisions of the Internal Revenue Code or IRS 

regulations. Accordingly, no adjustment to Gulf's approach 1n 

this case has be·en made. 

southern company Debt Expense 

The prehearing order identified as an issue the question as 

to whether an adjustment should be made to 1mpute the debt 

expense of Southern Company to 1ts subsidiaries, includ1ng Gulf 

Power Company. 

Under the 1935 Public Utility Holding Company Act and the 

practice of the Securlties and Exchange commission (SEC), the 

Southern Company is not allowed to 1ssue debt Wlthout special 

approval of the SEC. Upon securing SEC approval, southern 

executed a loan agreement March 15, 1976, for $125,000,000 of 

intermediate term financing. At the end of the test period, 

December 31, 1981, $42,000,000 of this amount was st1ll 

outstand1ng at an interest rate of 11.5%. 
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This remaining balance of $42,000,000 is scheduled to be paid 

off March 15, 1982. 

The policy of the Commission is to recogn1ze for ratemaking 

purposes the income tax benefits to the subsid1ary associated 

with parent company debt. In this case, however, because the 

remaining debt will be liquidated only weeks after the rates 

approved here1n take effect, we shall not make such an adjustment. 

Income Tax Liability 

In this proceeding, Public Counsel, through his two 

witnesses, Mr. Hugh Larkin and Mr. Joe Jacobs, proposes that the 

tax expense to be included by Gulf Power in the determination of 

revenue requirements be computed using the effective consolidated 

tax rate of the Southern Company. Mr. Larkin testlfied to the 

mechanics and theoretical construction of this proposal, while 

Mr. Jacobs testlfied to the Internal Revenue Code implicatlons of 

the same proposal. 

Mr. Larkin contends that Gulf should not be treated as a 

separate enti~Y for tax purposes because it is not a tax paying 

entity, and to treat it as such would require the Commission to 

determine an actual expense on a hypothetical basis. He urges 

that in order to recognize income taxes at all, the commission 

must evaluate the method adopted by the Company to pay its taxes, 

and it must therefore cogsider the effects of consol1dat1on. 

That consolidated returns allow for lower taxes is virtually a 

truism since few, 1f any, would be f1led otherwise. According to 

Mr. Larkin, a determination should be made of that portion of 

profits that are ultimately paid out as taxes. This may be 

expressed as a percentage, an effective tax rate. 

Mr. Larkin states that if properly calculated, an effective 

tax rate applied to the taxable incomes of profitable 

subsidiaries will provide sufficient funds to meet the 

consolidated tax liability. This effective tax rate, he says, 

should be determined by dividing the total consol1dated tax 

liability before credits by the sum of the positive taxable 

incomes. This effective tax rate calculation lumps together 

regulated and non-regulated segments of the southern Company. 

Mr. Larkin's calculations, based upon the past 6 years' 

experience of the Southern Company and its subsidiaries, lead h1m 

to conclude that the commission can reasonably expect that only 

41.54% of Gulf's taxable income, before credits, will ultimately 

be paid out as federal 1ncome taxes. Additionally, Mr. Larkin 

states that, should the comm1ssion opt for normalization, it 

should normalize at the effective tax rate. 

Mr. Jacobs addressed the Internal Revenue Code implications 

of Mr. Larkin's effect1ve income tax rate proposal. Mr. Jacobs 

contends that Mr. Larkin's calculation of Gulf Power Company's 

federal income tax liability for regulatory purposes properly 

allocates to Gulf its proportionate share of those taxes that 

will ultimately be paid to the federal government by its parent, 

the southern company. Mr. Jacobs feels that Larkin's methodology 

does not conflict with Internal Revenue Code sections 167(L) and 

46(F) or any Treasury Regulation of wh1ch he is aware. 
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The Company contends, through its Witness Mr. Dean Hudson, 
that it has correctly computed the federal income tax expense to 
be allowed 1n thlS proceeding. 

Mr. Hudson points out that, pursuant to Security and Exchange 
commlssion Rule 45(C}, southern Company's tax allocation 
procedure cannnot result tn an allocation of taxes to any one 
company Which would exceed the amount of taxes of that company 
based upon a separate return, computed as if the company had 
always filed its tax return on a separate basis. To devtse an 
allocation method other than the •separate tax return approach• 
would result, he stated, in a fictitious tax, which would bear no 
relationship to the income or expenses of the jurisdictional 
Utllity. According to Mr. Hudson, the differences between the 
461 statutory tax rate and the effective tax rate calculated by 
Mr. Larkin are comprised of the following: 1) surtax exempt1on, 
2} capital gains tax benefit, 3) the tax loss of the southern 
company and The Southern co~pany serv1ces, Inc. 

Further addressLng the queStlon of the allocation of the 
southern company loss, Mr. Hudson contends that only if the 
Southern Company were to allocate its expenses (loss) to the 
operating companies, and these expenses were included in the 
computation of Gulf's net operat1ng income for ratemaking 
purposes, would it be appropriate for the related tax reduction 
to be included as an adjustment and •passed on•. 

Mr. Hudson also addressed the implications of using the 
effect1ve tax rate to provide deferred income taxes on book-tax 
timing dlfferences. He contends that the deferred tax provision 
must be computed us1ng the current statutory tax rate of 46' and 
that the use of a tax rate lower than the statutory rate would 
result in flow through of deferred taxes. Mr. Larkin's proposal 
would, in his View, result tn the reduction of Gulf Power 
Company's deferred income tax expense by the tax effect of future 
expenses of Southern Company, as well as by future capital gains 
tax sav1ngs. Lastly, Mr. Hudson concludes that pursuant to the 
Internal Revenue Code, the deferred taxes associated Wlth 
accelerated depreciation must be equal to the incremental tax 
liabilitY that would occur in the current tax year if accelerated 
tax depreciation were not taken. This requires that the current 
statutory tax rate of 46' be used to compute deferred income 
taxes. 

We find that the effective tax rate computat1on, as sponsored 
by Public counsel Witnesses' Mr. Hugh Larkin and Mr. Joe Jacobs, 
should be rejected for the following reasons. 

1. Normalization Requirements 

Mr. Jacobs testified that for purposes of establishtng 
deferred federal income taxes, use of an effective tax rate Will 
not vtolate Internal Revenue Code Section 167(Ll and the related 
regulations. In other words, according to Mr. Jacbos, deferred 
taxes do not have to be provided at the margin. We belie~e th1s 
premise to be incorrect. For example, Treasury regulation 
1.167(Ll - l(h)(l)(iii} - 1) esquires a computatton commonly 
referred to as a •wlth and ~ithout• computation to determine the 
amount of the federal income tax to be deferred, The amount of 
tax to be deferred is "the excess (computed without regard to 
credltS) of the amount the tax ltability would have been had a 
subsectl.on (L) method bet!n used over the amount of the actual tax 
liability. Such amount shall be taken into account for the 
taxable year 1n which such d1fferent methods of deprec1ation are 
used. • 
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We believe ~his regula~ion illus~ra~es ~ha~ in ~he case 

of Gulf Power, whose ~axable income has exceeded by a wide margin 

~he $100,000 min1mum needed ~o place Gulf in ~he top marginal tax 

ra~e in each of ~he 6 years used in Mr. Lark1n's calculations, 

~he "w1~h and wi~hou~· calcula~ion required Gulf to provide 

deferred ~axes a~ ~he ~op marg1nal ra~e. Effec~ive as of 1979, 

~he ~op marginal ra~e was reduced ~o 46%, where 1~ rema1ns ~oday. 

In our opinion, use of a ra~e less ~han ~he marginal ra~e 

will resul~ in flow-~hrough of accelera~ed deprecia~1on, wi~h a 

resul~an~ forfe1~ure of ~he abili~y ~o claim ~he use of 

accelera~ed deprecia~ion. 

2. Principles of Accoun~ing 

An income ~ax provision, based upon any me~hodology o~her 

~han a •separa~e ~ax re~urn• approach, resul~s in a ~ax provision 

~ha~ has no rela~ionship ~o ~he revenues and expenses from which 

~he provision should be calcula~ed. Income ~axes are no~ 

self-crea~ing, bu~ ra~her are a func~ion of ~he income and 

expense i~ems of ~he period. This accoun~ing principle of 

ma~ching ~axes wi~h ~he rela~ed i~ems of income and expense is as 

impor~an~ as ~he concep~ of ma~ching revenues wi~h ~he rela~ed 

expenses. The effec~lve ~ax ra~e does no~ ma~ch ~hese i~ems 

correc~ly. 

Addi~ionally, as described by APB tll, effec~ive ~ax 

ra~es canno~ be used ~o es~ablish deferred income ~ax 

provisions. Wi~ness Larkin claims ~ha~ APB 111 does no~ apply ~o 

regula~ed indus~ries in ~hose ins~ances where ~he s~andards 

described in ~he addendum ~o APB opinion t2 are me~. However, 

we believe ~ha~ care should be exercised when devia~ions from 

opinions of ~he APB and s~a~emen~s of ~he FASB are con~empla~ed; 

only compelling reasons, such as a ma~erial inequi~Y or de~r1men~ 

~o be suffered by ~he ra~epayers; should jus~ify such a 

depar~ure. 

J, Alloca~ion of ~he Curren~ Liabili~Y 

Mr. Hudson ~es~ified ~ha~ sou~hern company alloca~es i~s 

~ax liabili~Y in any given year pursuan~ ~o S.E.C. Rule 45(C). 

Under ~his rule, ~he alloca~ion of ~ax ~o any one company shall 

no~ exceed ~he amoun~ of ~ax of such company based upon a 

separa~e re~urn compu~ed as if ~he company had always filed i~s 

~ax re~urn on a separa~e basis. Admi~~edly, ~his alloca~ion 

procedure is no~ binding on ~his Commission. However, we bel1eve 

~ha~ ~he separa~e re~urn me~hod of income ~ax alloca~ion is ~he 

only proper me~hod for es~ablishing the curren~ ~ax expense for 

ra~emaking purposes. 

The ~wo mos~ significan~ i~ems ~ha~ impac~ ~he Sou~hern 

Company and i~s subsldiaries for curren~ ~ax alloca~ion purposes. 

are ~he alloca~ion of parent company loss and ~he alloca~ion of 

capi~al gains benefi~s. The mos~ significan~ i~em of ~he ~wo 

his~orically, has been ~he paren~ company loss. Under curren~ 

alloca~ion procedures, ~his loss has been alloca~ed ~o all ~he 

opera~ing companies. This a11oca~1on is made in exac~ly ~he same 

manner as ~he ordinary liability is alloca~ed. I~ mus~ be 

alloca~ed ~o ~he subsidiaries per the por~ion of Rule 45(C). 

S1nce ~he paren~ had been cons1dered a "perpe~ual loss• company 

(al~hough for ~he ~es~ year 1981 ~hey are projec~ing ~axable 
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income), and the loss could not have been utilized on a separate 

tax return basis, it must be allocated. We believe the 

allocation of thls loss should be "below• the line: because the 

ratepayers of Gulf did not pay the expenses (loss) of Southern 

Company through cost of service; consequently, they should not 

receive the tax benefit of those expenses (loss). Similarly, had 

Southern Company shown taxable income historically, (as they are 

projected to do in 1981), it would not be proper to require 

Gulf's taxpayers to pay the tax expenses associated Wlth that 

income. 

In conclusion, we find that Gulf Power's income tax 

liability, as filed in th1s proceeding, represents the amount of 

income taxes that ultimately will be paid by Gulf to the Internal 

Revenue Service. 

Specifically, with respect to normalization requirements, 

Gulf is in full compliance with the Internal Revenue Code and 

related regulations, Gulf's income tax accounting for ratemaking 

purposes complies with generally accepted accounting pr1nciples, 

and the allocation of the current tax liability by the parent, 

based upon the •separate return• approach, is the most reasonable 

and equitable approach for allocating this liabilltY among the 

operating companies. 

Property Insurance Reserve 

Gulf Power Company has requested authOrltY to continue to 

accrue $1.2 m1llion per year to fund its property insurance 

reserve (storm damage reserve), and has also asked that a ceiling 

for the reserve be established at $3 million. The Company feels 

that a ceiling of $3 m1llion would be appropriate, in light of a 

$1.6 million charge in 1979 that resulted from Hurricane 

Frederick. Witness Scarbrough described the property insurance 

reserve as similar to the injuries and damages reserve, with the 

difference that it covers a variety of non-routine catastrophic 

occurrences that result in damages to the Company's electric 

utility property. 

We f1nd that the request to continue the annual accrual of 

$1.2 million should be granted. However, as with the injuries 

and damages reserve, we decline to establ1sh a ceiling or "cap• 

for the reserve. Instead we shall review and monitor the 

adequacy and level of the reserve during future ratemaking 

proceedings. We wish to add that we believe that, in the case of 

both the storm damage reserve and the 1njuries and damages 

reserve, the reserve accounts have not been clearly identified 

and to some extent have, in our opinion, been mislabeled. We 

shall direct the staff to analyze the purpose of such accounts 

and the nature of charges made aga1nst them for all companies 

subject to our jurisdiction. A need exists for a clearly defined 

catastrophy reserve account, so that guidelines ex1st to prevent 

inappropriate charges being made against the reserves. 

caryv111e Property Held for Future use 

In the rate base section of this order, we refused the 

recommendation of the staff tO include only 30% of the value of 

the Caryville plant Site in property held for future use, and 

instead allowed the full value of the site in rate base. 
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Similarly, we find that all jur1sd1ctional revenues and expenses 

assoc1ated w1th the property should be included 1n the 

determinatlon of net operatlng income. Accord1ngly, we have made 

no adjustment to those expenses and revenues included in the 

Company's fil1ng. 

Test Year Purchased Power Expenses 

Exhiblt No. 74 indicates that the actual purchased power 

cred1ts received from Schedule E sales were some $289,000 less 

than those projected through September of the test period. The 

staff recommended that purchase power expenses be reduced to 

reflect that Schedule E sales were over-budgeted for the test 

period. However, we find that we should utilize the Company's 

test year projections for this item, and accordingly have made no 

adjustment to those expenses included by the Company in its 

filing. 

Our adjustments to the Company's proposed net operating 

income may be summarized as follows: 

Adjusted Jurisdictional NOI Per Company $ 56,705,261 

Adjustments 

Bank Service Charges $ 107,218 

EEI Dues (25,112) 

Dues 14,477 

Charitable ContribUtlons 23,933 

Advertising 102,335 

Deferred O&M Expenses 777,232 

Temporary Cash Investments 772,050 

Economy Sales 889,877 

Exxon Rev_enues and Expenses 9,087 

46% to 46% Tax Rate Change 293,960 

Income Tax Effect of Adjustments (3,044,735) 

Conservation Revenues 27,208 

Non-recurring Expenses 287,905 

Rate case Expenses 213,595 

Cost of service Adjustment (4,516) 

Excess Reserve Marg1ns $ 3,050,000 

Total Adjustments 1 3,494,51~ 

Adjusted Jurisdictional NOI $62,199,775 
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FAIR RATE OF RETURN 

The Commission must establish the falr rate of return which 

the Company should be authorized to receive on its investment 1n 

rate base. The fa1r rate of return should be established so as 

to maintain the Company's financial integrity and to enable it to 

acqu1re needed capital at reasonable costs. 

Capital Structure 

The ultimate goal of provldlng a fair return is to allow an 

appropriate return on equity investment in rate base. Because, 

as a general rule, all sources of capital cannot be clearly 

associated with specific utillty property, the Commission has 

traditionally considered all sources of capital (with approprlate 

adjustments) in establishing a fair rate of return. 

The establishment of a utility's cap1tal structure serves to 

identify the sources of capital employed by a Utllity, together 

with the amounts and cost rates assoclated with each. After 

establishing the sources of capital, all capital costs, including 

the cost of equitY capital, are pro-rated according to their 

relative proportion to total cost of capital. The weighted 

components are then added to provide a composite or overall cost 

of capital. The weighted cost of capital multiplied by the net 

utility rate base produces an appropriate return on rate base, 

including a return on equity capital in rate base. The return is 

also sufficient to recover the annual cost of other types of 

capital, including debt. 

Since a return on all sources of capital is provided by this 

treatment, actual debt and similar capitai costs are not included 

in test year operating expenses, but are treated "below the 

line•. This assures that such capital costs are not double 

counted for ratemaking purposes. 

An appropriate capital structure is both economical and 

safe. such a capital structure should minimize the cost of 

capital by obtaining capital through an appropriate balance 

between debt and other components of capital. The capital 

structure used for ratemaking purposes for a particular company 

should bear an appropriate relationship to the actual sources of 

cap1tal to the. Company. 

Consistent with our decision to employ a proJected test 

period in this case, we have dec1ded to utilize the capital 

structure projected by the company to be in place through 1981. 

we have adjusted the system capital structure to remove capital 

that is not be1ng utilized to fund the jurlsidictional rate 

base. Such adjustments are necessary to reconcile rate base With 

capital structure. The types and proportions of capital will be 

developed in a following schedule. 

Gulf Fower recommended the use of a year end cap1tal 

structure, while Public Counsel recommended the use of an average 

capital structure. We believe that a 13 month average capital 

structure best represents the sources of funds used to finance 

Gulf's rate base. A 13 month average capital structure is a 

better representation of a Utllity's financing mix than a year 
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end cap1cal scruccure. S1nce capical muse be raised in separace 

componencs, a s1ngle po1nc in cime may be coo heav1ly weighced 

wich one cype of capical. A 13 monch average cap1cal scruccure 

smooches che effeccs of a parcicular 1ncremenc of capical. We 

previously expressed a preference for using a 13 monch cap1cal 

scruccure for chese same reasons in Order Nos. 10306 (FP&L), 

10418 (Gencel) and 10449 (Souchern Bell). 

To fully escabl1sh a capical scruccure, we muse idencify che 

sources of cap1ca1 co be included and escablish che cosc of each 

source. 

We have adjusced che syscem per books capical scruccure co 

remove che effeccs of wholesale operacions and recail adjuscmencs 

co che race base. We consider non-ucilicy recail operacions co 

have cheir source in equicy capical. We will adjusc che capical 

scruccure accordingly. Since Gulf does noc plan co use shore 

cerm debe, none should be 1ncluded in che capical scruccure. 

Deferred caxes and 3\ invescmenc cax credics are cosc free 

sources of capical and should be included in che capical 

scruccure ac zero cosc. The 4\ and 10\ invescmenc cax credics 

should appropriacely earn che weighced average cosc of capical 

and be included 1n che capical scruccure. 

Cosc of Long Term Debe 

The company's wicness, Mr. Scarbrough, used an 8.69\ cosc of 

debe in his cosc of capical calculac10ns. Public Counsel's 

wicness, Mr. Rochsch1ld, proposed using an 8.75\ cosc race for 

long cerro debe. The difference arises because Mr. Rochschild 

amorcized associaced expenses over one half che lives of che 

obligacions. We believe chac chis adjuscroenc is inappropriace. 

These expenses should be aroorcized over che life of che 

obligacions; ocherw1se, Mr. Rochschild's adjuscroenc would allow 

an over-recovery of chese expenses. Therefore, we will use che 

year end long cerro debe cosc of 8.69\, which we believe is a 

beccer indicacor of che fucure chan an average cosc race. 

Cost of Preferred Scock 

All parcies agreed chac the year end cosc of preferred scock 

is 8.65\. we believe chis race besc refleccs Gulf's cosc of 

preferred scock in che near fucure. 

cuscomer Deposics 

Mr. Rochschild and che Company's wicness, Dr. Diecz, 

suggesced chac an 8.00\ cosc race be applied co Gulf Power's 

cuscomer deposics. However, chis cosc race fails co reflecc 

unclaimed or zero cosc deposics. Mr. Scarbrough, Vice-Presidenc 

of Finance for Gulf Power, calculaced che effeccive cosc race for 

cuscomer deposics co be 7.84\. we consider chis race co be che 

appropriace cosc of Gulf Power's cuscomer deposics. 

Recurn on Equicy Capical 

Five wicnesses cescif1ed on Gulf Power's cosc of equ1cy 

capical; Dr. Diecz and Mr. Benore for Gulf Power; Mr. Miller on 

behalf of che Execucive Agencies of che Uniced scaces; Mr. 

Rochschild on behalf of che Public counsel; and Mr. Hunc for che 

Commission Scaff. 
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Dr. Die~z concluded ~ha~ Gulf's cos~ of common equ1~y is 

18.20%. He used several varia~ions of ~he d1scoun~ed cash flow 

(DCF) me~hod and a risk premium analys1s ~o reach ~his 
conclus1on. H1s r1sk premium analys1s served as a check on his 

discoun~ed cash flow analysis. 

Dr. Die~z modified his original DCF equa~ion ~o accoun~ for 

an increase 1n Sou~hern's P/E ra~io over a five and ~en year 

per1od by assum1ng ~ha~ Sou~hern's s~ock would be selling a~ book 

value wi~hin five and ~en years. We believe ~ha~ changes in P/E 

ra~ios should no~ be included in ~he DCF formula, s1nce changes 

in ~he ra~io Will be caused by lower capi~al cos~s, no~ higher 

re~urns. 

We disagree Wl~h Dr. Die~z's calcula~ed 18.7% cos~ of new 

common equi~y and ~he manner in which i~ was averaged. His 

formula discoun~s ~he price by 5% and double accoun~s for grow~h 

by applying a 3.0% grow~h fac~or. We bel1eve an adjus~men~ of 

.1% or .2% ~o ~he overall cos~ of equi~y bes~ reflec~s Gulf's 

1ssuance cos~s, which are rela~ed ~o new common equi~y ob~ained 

1n ~he marke~. 

Dr. Die~z's risk premium analysis is less useful ~han his 

presen~ value approach. We believe ~ha~ ~he r1sk rela~ionship 

be~ween s~ocks and bonds has been overs~a~ed. Curren~ risk 

premiums canno~ be accura~ely es~ima~ed. Dr. Die~z emphasized a 

posi~ive risk premium, bu~ had difficul~y in quan~ify1ng i~. We 

believe ~ha~ Dr. Die~z's ~es~imony genera~es considerable doub~ 

as ~o ~he usefulness of ~he risk premium me~hod, and conclude 

~ha~ we should no~ rely upon i~ ~o de~ermine ~he cos~ of equi~y 

for Gulf Power. 

Mr. Benore ~es~ified ~ha~ Sou~hern Company's cos~ of equi~y 

is 18.5%, while Gulf Power's cos~ of equi~y is 18.0%. Mr. senore 

used a DCF analysis of ~he S&P 400 Indus~rials and a risk premium 

analysis ~o suppor~ his recommenda~ion. Once he ob~ained ~he 

resul~s of ~hese ~wo me~hods, he ~es~ed ~he ind1ca~ed re~urns by 

indirec~ly apply1ng a DCF model ~o sou~hern's s~ock. Given ~he 

18.5% cos~ of equi~y as derived from his DCF and risk premium 

me~hods, Mr. Benore mul~ip~ied an assumed re~en~ion ra~io for 

Sou~hern of 35% by ~he 18.5% es~ima~ed re~urn, ~o derive a 6.5% 

grow~h ra~e. He combined ~his wi~h an assumed 12.0% yield ~o 

der1ve a 18.5% DCF -derived cos~ of equ1~y for Sou~hern. 

we believe Mr. Benore's es~ima~es of Gulf's cos~ of equi~Y 

are overs~a~ed. Firs~, we do no~ believe ~ha~ Mr. Benore's 

~es~imony demons~ra~es ~ha~ Gulf's 1nves~men~ risk is equal ~o or 

exceeds ~he risk of ~he S&P 400 Indus~rials. We believe ~ha~ Mr. 

Benore has ignored ~he fac~ ~ha~ elec~ric s~ocks were more 

overpriced in ~he 1960's ~han ~hey are underpriced ~oday. Th1s 

fac~ explains ~he downward ~rend of his analysis. Mr. Benore 

also used s~a~is~ical measures ~o quan~ify ~he risk dlfferen~ials 

be~ween elec~rics and ~he S&P 400 Indus~rials. We believe ~ha~ 

~his me~hodology lS no~ a represen~a~1ve comparison of ~he 

inves~men~ risk ~ha~ elec~ric inves~ors face rela~ive ~o ~he S&P 

400's and the S&P 500's. Mr. Benore's r1sk prem1um doesn'~ seem 

applicable ~o ~hose inves~ors purchasing elec~ric s~ocks in 

general and sou~hern s~ocks in par~1cular. Consequen~ly, we do 

no~ consider i~ ~o be appropria~e ~o rely upon Mr. Benore's r1sk 

RC-267 



ORDER NO. 10557 
DOCKET NO, 810136-EU 
PAGE 34 

premium to estlmate the requ1rement of the market for electrlC 
stocks as a whole. We conclude that Mr. aenore's risk premium 
method is not useful in est1mated Gulf Power's cost of equity. 

Mr. Miller determined that the cost of common equity for Gulf 
Power is in the range of 14.4-15.3%, with a m1d-po1nt of 14.9%. 
Mr. Miller relied entirely on an analysis of all the electrics 
that are listed in Value Line, except for General Publlc 
Utillties. He believed that the cost of common equity for these 
94 electrics is comparable to Gulf and Southern. Mr. Miller's 
12.4\ yield and 2.0-2.5\ growth rate equated to a DCF cost of 
equity range of 14.4 to 14.9\ before an allowance for flotation 
costs of new equity. Mr. Miller calculated the annual flotation 
costs for new Gulf common equity to be .2-.3\ of the average 
common equ1ty balances in each year. 

Mr. Miller stated that there is a statistical relationship 
between electric utility common d1vidend yields and AFUDC 
ratios, He indicated that the AFUDC ratio for Gulf Power was 
much higher than the industry average in 1980, but that it will 
be much lower in 1981 and 1982. According to Mr. Miller, this 
factor indicates a reduction in the cost of common equity capital 
of .26 percent. Mr. M1ller also adjusted his return to account 
for Gulf's lower equ1ty ratio, 

we generally agree with Mr. Miller's DCF methodology, with 
the exception of his growth rate and the per1od he chose to 
develop a dividend yield. We believe that a combinat10n of 
dlVidend, earn1ngs, and book value growth rates is more 
representative of expected growth rates than growth 1n book value 
alone. We also believe that the three month period of 
June-August, 1981, overstates the dividend yield. Consequently, 
use of a dividend yield calculated over a broader period of t1me 
and the combined growth rate of earnings, dividends and book 
value would indicate a range of 15.6-15.7%. 

Mr. Rothschild initially determ1ned that Gulf's cost of 
equitY was in the 15.0 to 15\ range. In response to more recent 
information, he reduced his mid-point from 15.25% to 14.75\, Mr. 
Rothschild used a DCF model and a comparable earnings technique 
to estimate Gulf's cost of equity. 

Mr. Rothschild performed a DCF analysis on data from both 
Southern company and from Moody's 24 electric utilities. His DCF 
analysis of Moody's 24 electrics assumed a 12.48\ dividend yield, 
a 2,64-3.64\ growth rate and a negative 1.2% factor, wh1ch 
reflected the effect of selling new equity below book value. Mr. 
Rothschild's DCF analysis of southern Company assumed a 13.36\ 
diVidend yield (on March 31, 1981), a .51-3.23\ growth rate and a 
negative 1.40\ factor which reflects the effect of selling new 
equitY below book value. 

we believe that Mr. Rothschild's DCF calculations understate 
the cost of equity of electrics in general, and Gulf Power in 
particular. The amount of the downward bias in his calculat1ons 
is pr1marily due to the negative 1.2-1.4\ factors caused by the 
sale of new common equity below book value. Growth rates are 
lower when dilution occurs; however, the making of an additional 
adjustment in the DCF model encourages circular reason1ng. 
Eliminating Mr. Rothschlld's dilution factor produces an adjusted 
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range of 15.12-16.12% for Moody's 24 Electr1cs and 13.87-16-59% 
for the Southern Company. l>.dding Mr. Rothschild's .32% leverage 
adjustment to Moody's 24 Electrics lndicates Gulf's cost of 
equ1ty range to be 15.44-16.44%. Subtracting .18% from 
Southern's range to reflect Gulf's higher equ1ty ratio equates to 
a 13.69-16.41 range for Gulf, exclud1ng financ1ng costs. l>.dding 

Mr. Rothschild's .19% allowance for financing costs and market 
pressure produces a range of 15.63-16-63% for Gulf's cost of 
equity (derived from Moody's 24 Electrics) and 13.88-16.60% for 
Gulf's cost of equltY (derived from Southern Company). 

We believe that this range is slightly high, since Mr. 
Rothschild used point estlmates of dividend yields. We consider 
an average dividend y1eld of 12.2% for Moody's 24 Electr1cs to be 
appropriate. This adjustment would lower the range of yields for 
Moody's electrics by .28% (12.48-12.2%) and move Gulf's range of 
equ1ty cost to 15.35% to 16.35%. We also consider it appropr1ate 
to apply an average dlvidend yield of 13.25% to Mr. Rothschild's 

DCF calculation of Southern. This adjustment would lower the 
range for Gulf's equity by .25% to 13.63-16.35%. 

Mr. Rothschild's Comparable Earnings Pricing Technique, or 
CEPT method was based on the theory that the market-to-book ratio 

achieved by a company is a function of the return on equity 
actually earned by that company. Mr. Rothschlld's selection of 
1ndustr1als Wlth market-to-book ratios of .75-1.25% seems to be a 

step in the right dlrection, but he fa1led to corroborate his 
selection process with addltional risk measures. 

Mr. Hunt testified that Gulf's cost of eqUltY lS between 
16.2-17.8% with a mld-point of 17.0%. Mr. Hunt's testimony was 
based on one of two economic scenarios. His f1rst scenario 
(which he used) assumed a "steady upward trend over t1me in the 
financial 1ndicia used to determine the cost of equity.• The 
second economic scenar1o (which he did not recommend) assumed 
that interest and inflatlon rates ~nd other pert1nent financial 
data will remain constant or decline. Mr. Hunt used a trend 
analysis in the first situation to estimate a 16.3% to 17.1% cost 

of equity for electrics. 

Considering the range of equity costs indicated by these 
analyses and our comments thereon, we find that the proper return 
to the Company on its equity investment lies within the range of 
14.75% to 16.75%; with a midpoint of 15.75%. Because Gulf has 
continued its commitment to an effective conservatiOn program, we 

will focus upon 15.85% rather than the mldpoint for purposes of 
calculating revenue requirements. section 366.041(1), Florida 
Statutes. 

Approved Capital Structure and Fair Rate of Return 

Based upon our review of the record, we approve and adopt the 
following capltal structure and indicated capital costs. The 
result 1s.a range of reasonableness of 9.40% to a 9.94l with a 
focus upon 9.70%. 
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GULF POWER COMPANY 
CapLtal Structure 
13 !1on th Aver age 

Cost Heigh ted 
DescriEtion ~ Percentases Rates ComEonents 

Long Term Debt $292,435,000 46.24 8.69% 

Short Term Debt -0- -0- -0-

Preferred Stock- 65,545,000 10.36 8.65 

Common Equity 169,065,000 26.73 14.75 
15.85 
l6:Ts' 

customer Deposits 5,877,000 .93 7.84 

Deferred Taxes 66,924,000 10.58 -0-

Investment Tax 1,754,000 .28 -0-
Credits (3%) 

Investment Tax 30,880,000 4.88 9.70 
Credits (4% & 10%) 

. / 

TOTAL $632,480,000 100.00 

OVERALL RANGE - 9.40%-9.94% 

ATTRITION ALL0\1ANCE 

In its or1ginal filing, the Company requested that it be 
allowed an attrition allowance of $14,964,000, which was 
developed and sponsored by Witness McClellan. This amount was 
later revised to $14,450,000, however, to correct an error made 
in "tax effecting• the amortization of the investment tax 
credit. The Publ1c Counsel asserts that no attrition allowance 
is appropriate in this case. 

The Company contends that an attrition allowance 1s necessary 
to recognize the increased cost of service and investment levels 
in 1982. Gulf cla1ms that this is necessary because rates w1ll 
not go into effect until 1982, but they will be based on 1981 
data. In computing his attrition allowance, Hr. McClellan has 
used the difference between the projected 1981 data and projected 
1982 data on a per customer basis. Mr. McClellan then mult1plied 
the per customer data by the average number of customers for the 
test year to determ1ne the revenue effect. It should be noted 
that Mr. McClellan 1s basically sponsor1ng a methodology for 
computing attr1tion, and agrees that any adjustments made to the 
Company's projected data would have to be reflected in the 
computation. 

Mr. McClellan has also provided a calculation of an attrition 
allowance based on the methodology used in the Company's last 
rate case, which was a three year average of the changes 1n the 
Company's earned rates of return. For the period 1978-1981, the 
attr1tion allowance 1s $11,104,000 and is $6,019,000 for the 
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1977-1980 period. Mr. McClellan contends, however, that a rate 
of return before taxes is more appropriate than an after tax rate 
of return. on a before 1ncome taxes basis, the attrltlon 
allowance is $13,038,000 for the 1978-1981 period, and 
$10,019,000 for the 1977-1980 period. 

The Public Counsel contends that the Company is actually 
using a 1982 projected test year as a result of using the 
difference between 1981 and 1982 to compute the attritlon 
allowance. The Public Counsel also asserts that no determination 
of the reasonableness of the 1982 budget has been made. The 
Public Counsel also points out the many changes that would have 
to be made to the 1982 data if the Company's working capital 
allowance and capital structure were significantly revised by the 
Commission. 

In view of the adequacy of the level of net operating income 
appl1cable to the test period, we find that it would be 
inappropriate to employ the methodology advocated by Mr. 
McClellan. We recognize, however, that this determination 
1gnores the full impact of Plant Daniel on the Company's 
operations. Since Plant Daniel was not projected to be 
in-service until June 1981, only seven-thirteenths of lt is 
included in the average rate base and the related expenses are 
only in the income statement for seven months. 

An appropriate and justified attrition measure, in our 
opinion, would be to adjust the test year rate base and income 
statement to recognize a full year's operation of Plant Daniel in 
1982. 

The full effects of Plant Daniel should be recognized if 
rates are to function properly in the future. In doing so, we 
shall recognize both the investment and the related revenues and 
expenses assocaited with Plant Daniel. Exhibit 94 sponsored by 
Mr. Scarbrough, contains a methodology to accomplish this result, 
but we believe the following modifications to that methodology 
are necessary: 

Rate Base 

1. We have eliminated the net investment in coal cars for 
1981 and 1982. 

2. We have reduced the investment in fuel stockp1le to a 
level consistent with the expected utilization of Plant Daniel in 
1981 and 1982. 

3. We have revised the jurisdictional separation factor to 
reflect the cost of service study adopted herein. 

4. We have reduced the required rate of return to that 
approved as reasonable in this Order. 

Income Statement 

1. We have reduced depreciation and amortization expense to 
eliminate the depreciation related to the investment in coal cars. 

2. We have revised the jurisdictional separat1on factor to 
reflect the different cost of service study. 
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After making these adjustments, we have computed an attrition 

allowance of $7,976,000 to recogn1ze the difference between the 

revenue requirements of Plant Daniel included in the 1981 test 

year and the revenue requirements for 1982. 

REVENUE REQUIREMENTS 

Having determined the company's rate base, the net operating 

income applicable to the test period, the overall fair rate of 

return, and the appropriate attrition factor, it 1s possible to 

calculate any excess/deficiency of revenues. Multiplying the 

rate base value of $628,574,431 by the fair return of 9.70% 

yields an NOI requirement of $60,971,720. The adjusted net 

operating income for the test year amounted to $62,199,775, 

showing an excess of $1,228,055. Applying the appropriate NOI 

multiplier of 1.980677 to this figure yields an excess of 
$2,432,380 in gross revenues prior to cons1derat1on of the 
attritlon factor designed to annua11ze the impact of the additlon 

of Plant Daniel. When the attrition allowance of $7,976,000 is 

incorporated, a total revenue deficiency of $5,543,620 results. 

We find and conclude that Gulf Power Company should be authorized 

to increase its rates and charges so as to generate this amount 
of additional revenues annually. 

ADDITIONAL ISSUES 

Generation and Transmission Expansion Plans 

As stated by Wltness Parsons, the goal in generation 
expansion planning is to have the most econom1cal generat1ng 

capacity available at the t1me it is needed. The Company 
contends that its generation and transmission expans1on plans, 

including its involvement in Plant Daniel and Plant Scherer were 

prudently made. Public Counsel asserts that it is unreasonable 

to expect Gulf's customers to support, e1ther as plant-ln-service 

or CWIP, generating units that are intended to meet sales off the 

Company's own system. 

The evolution of Gulf's planning Wlth regard to ltS ultimate 

participation in the ownersh1p of Plant Daniel 1s quite 

adequately shown in Mr. Parson's Exhibit 6. The Company f1rst 

decided to participate in the ownership of Plant Daniel in 1975. 

At that time, the cost of Plant Daniel was estimated to be 
approximately $273/kw, as compared to the $825/kw cost projected 

for a plant at Caryville at the time. When coal cars and all 

auxiliary equipment are included, the cost per kilowatt of Plant 

Daniel is approximately $395, which appears to be considerably 

less than the alternatiVes available to the Company. 

The Company's current generation expansion plan 1nvolves a 

25% ownership of Scherer Units 3 and 4, scheduled to be placed in 

service in 1987 and 1989. Based on Gulf's current budget, the 

cost of this Scherer capacitY is estimated to be $827/kw. The 

comparable cost of capacity installed at Caryville in 1987 is 

estimated to be $2052/kw. Hence, Gulf's 404 MW net ownership 

share in Plant Scherer is expected to result in an est1mated $495 

million sav1ngs to Gulf's ratepayers. 

Based on Gulf's load forecasts, capacity from the Scherer 

units will not be required from a reliability standpoint until 

1990. To min1m1ze the 1mpact of excess reserves between the 
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in-service date of Plant Scherer and 1990, Gulf intends to sell 
unlt power from Plant Scherer unt1l the full capacity of these 
unlts 1s requ1red on Gulf's system. 

Elsewhere in this Order, we have faulted Gulf's past 
inadequate load forecastlng, which 1n our opinion gave the wrong 

"signals" to system planners. However, the responses of the 
planners to the informatlon provided them was, in our opinion, 
prudent and appropriate. No adjustment other than the one we 
have made as a result of the inadequate lead time to develop 
off-system sales of Daniel capacity is warranted in this matter. 

Caryville Cancellation 

This issue is closely related to that involvlng generat1on 
expans1on plans. Moreover, the matter was closely examined 
during the company's last rate case. In order No. 9628, we 
agreed that the cancellation was prudent, based upon the 
justification presented, which was the economic benefits to be 
derived from purchasing Scherer capacitY 1n lieu of building the 
Caryville unit. In that Order, we authorized Gulf to place the 
unamortized portion of the cancellation charges in rate base and 
amortize them over a five year period, The associated revenues 
were placed subject to refund pending consummation,of the Scherer 

transaction. In thls case, company witnesses testified that the 

contract is awaiting SEC approval, and has been ext~nded until 
June 30, 1982. Nothing of an evidentiary nature has been 
presented to alter the findings of Order No. 9628. we shall 
retain jur1sd1ction over th1s matter, and shall cont1nue the 
refund condition on associated revenues. 

Part1c1pation in Power Pool 

The basic principle of pooling operations is that each member 
retains its lowest cost resources to serve its own customers. 
surplus energy sold to the pool will be that energy obtalned from 
higher-cost resources. 

Article III of the Southern Systems Intercompany Interchange 
contract defines interchange energy as the sum of associated 
interchange energy between the operating companies and 
non-associated interchange energy with others. If a member can 
generate power cheaper than the pool, then that power is retained 
for its ratepayers - any excess generation is sold to the pool at 
that member's incremental cost. 

The associated 1nterchange energy rates are established in 
order of highest cost for each fossil fuel generating unit and 
the cost to be applied hourly. The agent shall cred1t each 
operating company supplying associated interchange energy to the 

pool. Each hour, the agent shall charge the purchas1ng company 
energy received from the pool. This selling cost is an equalized 
credit shared by the operating companies which prov1ded 
generation to the pool for the mutual benefit of all the 
operating companies. 

Through the provisions of the IIC, Gulf will be a net seller 
of lnterchange energy 1n 1981. Gulf has also reduced its outage 

rates, thus making ava1lable addltional capacity for sales to the 

pool. Gulf is projected to net $38,864,991 in interchange 
transactlons in 1981, From the evidence presented, we find that 

Gulf's participatlOn in the southern System Power Pool through 
the pricing of interchange transact1ons is in the best interest 
of Gulf's ratepayers. 
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Gulf's Control Over Plant Daniel Expenses 

The company mainta1ns that the record supports the pos1tton 

that Gulf has adequate input and control over expenses assoc1ated 

W1th Plant Dan1el. The Public counsel, however, contends that 

the evidence 1n the record shows that Gulf had no control over 

construct1on costs, fuel supply or operat1ng expenses. 

Mr. Parsons testified that Gulf has an operat1ng agreement 

with Mississ1ppi Power company that outlines how certain 

procedures are to be handled. He is one of two members of a 

superv1sory committee. He further stated that a task force is at 

Gulf's disposal to keep him informed relative to the budgetary 

and expense items. Mr. Parsons also stated that he is frequently 

contacted about operating decisions or decisions involving 

expenditures. 

Publ1c Counsel makes the following assertion ~o support the 

pos1tion that the Company has inadequate control of expenses: 

1. Gulf had no con~rol over the decision to purchase 

western coal. 

2. Gulf is obligated to pay for 50% of the cooling 

capacity even if another un1t is buil~ at Plant 

Dan1el and Gulf is not a par~1cipant. 

3. Gulf is responsible for SO\ of the expenses, 

exclud1ng fuel, even 1f Gulf rece1ves less than 

50% of the energy output during a given month. 

4. Gulf's decision to participate in Plant Daniel was 

not its own. 

Pursuant ~o Paragraph 13-B of the operating agreement be~ween 

Gulf and Mississippi, Gulf would be responsible for 50% of the 

payments for water service and principal and in~erest on the 

revenue bonds if another unit were added a~ Plant Daniel. This 

provision would apply even if Gulf was not a participant in ~hat 

additional unit. It would appear that if another unit were added 

and Gulf was not a participant, that Gulf would pay more than its 

proportionate share of the costs incurred. At the present ~ime, 

there are only two units at Plan~ Daniel and there is no effect 

on the test year. 

Regarding ~he first con~ention, Mr. Parsons stated tha~ Gulf 

had no control over the decision to buy wes~ern coal because Gulf 

was not 1nvo1ved in Plant Daniel at the time the decision was 

made. Concerning Item 3, Mr. Parsons tes~ified that the 

prov1sion related to one company receiving less than 50% of ~he 

output was nonoperational. As far as I~em 4 is concerned, Mr. 

Parsons stated that the ultimate dec1s1on to partic1pa~e, or not 

to participa~e, in Plant Daniel rested with Gulf. Any 

recommendation from Southern Company Services concern1ng 

long-range generat1on plans would be presented to the Operating 

Committee, but only with the complete approval of Gulf to do so. 

With the potential exception of the cooling capacity, ~he 

record ind1cates that the Company does have adequate inpu~ and 

control over expenses associated with Plant Daniel. However, if 

an add1t1onal unit 1s cons~ructed at Plan~ Dan1el and Gulf is no~ 
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a partlcipant, the 1ssue of the approprlateness of Gulf's 

obligation to cont1nue to be responsible for 50% of the costs 

related to the cool1ng capacltY shall approprlately be addressed 

in future ratemaking proceedings. 

Basis for Decisions Concerning Expans1on 

The Company contends that decisions involving the expansion 

of Gulf Power are based on the needs of Gulf's customers, and are 

then coordinated with the other southern company members so as to 

provide for the long-term best interests of Gulf's customers. 

The Office of Public Counsel suggests that Plant Daniel, 

Plant Scherer, and the Caryville Cancellation are part of the 

overall Southern system generation plan and, thus, should not be 

included in Gulf's rate base. 

We believe the record demonstrates that the decisions 

involving the expansion of Gulf Power are based on the long-term 

best interests of Gulf's customers. The cost sav1ngs associated 

with Gulf's participation in Plant Daniel and Plant Scherer in 

lieu of Caryville are examples of Gulf's coordination with the 

Southern company. 

RATE STRUCTURE AND RATE DESIGN 

Cost of Service Methodology 

Two basic types of cost of service methodolog1es for 

allocating demand costs were advocated by the parties in this 

case. The company, the Comm1ssion Staff and the Federal 

Executive Agencies eupported a 12 monthlY coincident peak (12 CP) 

method, while Air Products and Chem1ca1s, American Cyan1mid 

Company and Monsanto sponsored a five-day average CP method. 

Mr. Pollock, the witness for the industrlal customers, stated 

that the five-day average CP method should be used because Gulf 

exhibits seasonal load characteristics, Wlth summer months being 

the peak months. He argued that demands imposed on Gulf during 

non-summer months bear causality for system expansion. Gulf 

refuted the five-day peak method as being inconsistent With the 

range 1n winter peaks for the last six years, all of which were 

within 81 to 95 percent of their respective summer peaks. This 

potential for Winter peaking iS expected tO increase as Gulf 

becomes more interconnected to the rest of Florida (a winter 

peaking state). Gulf also receives or pays monthly demand 

credits which vary With Gulf's system demand, and are indicative 

of the importance monthly demand has upon Gulf ratepayers' net 

capacity costs. 

Public Counsel took no position on this issue. St. Regis 

Paper Company requested that the Company be required to file 

another cost of serv1ce study based solely upon histor1cal 1981 

data (instead of project1ons) and using a peak responsibilitY 

cost allocation methodology. 

As we have stated before, we bel1eve that demand costs should 

not be assessed solely on the basis of peak responsibility. 

Instead, both peak responsiblllty and the amount of energy used 

should have some weight in the ass1gnment of demand-related costs. 
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We therefore direct that the twelve months peak and average 
demand method (12 CP & Average) be used for allocatlng costs in 
this proceed1ng. 

The PXT class's cost of serv1ce was reflected inaccurately in 
the Company's cost of service study performed by Mr. McClanahan. 
PX and PXT were directly assigned substation facilitles that are 
used exclusively bY these two classes. They were then allocated 
a portion of the common substat1on facilities that are not used 
by PX or PXT customers. This error overstated their rate base 
responsibil1ty. 

Mr. McClanahan also Utllized sales projections to allocate 
costs which differed from those used to calculate revenues. His 
initial calculations assumed that each class's 1979 sales would 
increase by 3.1\, the projected increase in system sales from 
1979 to 1981, instead of UtlllZing the Company's sales 
projections by rate class. In the case of the PXT class the 
sales actually decreased by 6\ between 1979 and 1981. 

A third error relating to the PXT class's treatment in the 
Company's cost of service study was reflected in the constructlon 
of the 12 CP demand allocator. Mr. McClanahan had assumed that 
each class's contrlbUtion to the 12 monthly coincident peaks 
would increase between 1979 and 1981 by the same percentage 
(1.1\) that the system's 12 coincident peaks were projected to 
increase. Therefore, although PXT's revised kwh consumption 
decreased by 6\, the demand allocator reflected a projected 
1ncrease of 1,1\. 

Witness Pollock performed an additional cost of service study 
to correct these errors. We believe that Mr. Pollock's cost of 
service study more accurately represents the PXT's rate of return 
as well as those of the other rate classes in this case. 
Therefore, we adopt Mr. Pollock's 12 CP and average cost of 
service study for use in allocating revenue responsibility and 
des1gning rates in this proceedings. 

Load Research Data 

In performing a cost of service study, load research data is 
used to estimate monthly coincidental and non-coincidental 
demands for each class of customers. These estimates are then 
used to develop ·demand allocation factors which are used to 
allocate demand costs among the customer classes. 'Because demand 
allocators allocate a majority of the rate base, reliable load 
research data is crucial to the val1d1ty of a cost of serv1ce 
study. 

Mr. Ted Spangenberg testlfied for the company in support of 
the load research data used to develop the demand allocators in 
the cost of serv1ce stud1es submitted in this proceeding. Mr. 
Spangenberg outlined the methods used to estimate demands for 
each of the customer classes. 

The demand of the residential class, which accounted for 
approximately 50\ of kwh consumption, was estimated using a 
statiStical technique based on probability sampling. While this 
is certainly a step in the right direction, the magnitude of the 
sampling error exceeded the target levels currently requ1red by 
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PURPA. Mr. Spangenberg testlfied that this was due in part to 

the size of the sample (the number of customers equipped with 

load research meters) and that the Company had subsequenr.ly 

lncreased the sample size to conform to the PURPA load research 

design requ1rements. 

The remainder of the customer class demands which had to be 

estimated cannot even be statistically evaluated. To estimate 

the demands of LP commercial customers served at secondary 

voltage and GSD customers above the secondary level, data was 

taken from four metered circuit feeders. These c1rcuit feeders 

serve both commercial and non-commercial customers. Mr. 
Spangenberg testlfied that he believed data taken from these 

circuit feeders was representative of the commercial class but he 

did not know what percentage of the customers on these feeders 

were commercial customers or the percentage of consumption 
measured by the feeders for which the commercial customers 

accounted. Yet, 1n using data from the feeders to estlmate 

demands, he had to assume that the demands measured by the 
feeders were representative of the customer groups described 

above and that the demand ratio of the feeder and customer groups 

was equal to their kwh consumption ratio. 

Load data from Georgia Power company's five hundred largest 

customers was used to estlmate demands for all but Gulf's six 

largest LP and GSD 1ndustrial customers. Mr. Spangenberg 
testified that he had to assume that the load shapes of Georgia 

Power's five hundred largest customers are representatlVe of 

Gulf's large and small industrlal customers and that the 
relationship between load shape and load factor was identlCal for 

the two groups. He also testified that he did not know in what 

type of industrial actiVities the Georgia Power customers were 

engaged. 

Finally, the demands of Gulf's GS customers and GSD 
commercial customers served at the secondary level were estimated 

using what Mr. Spangenberg called a residual analys1s. In this 

procedure all of the previously estimated demands and demands 

that are actually determined from metering data are subtracted 

from the Company's total system demand. The remainder is the 

residual demand. The residual demand was divided between the GS 

and GSD classes on the basis of their kwh consumption. The 

allocatlon assumes that the two classes have the same load 
factors. Since.the residual analysis consists of subtracting 

demands estimated for other classes from the Company's total 

demand, i~ the estimated demands are erroneous, the demands 

attributed to the GS and GSD classes may be over- or 
underestimated. Thus, the accuracy of the demands estimated for 

the GS and GSD classes cannot be evaluated at all because it 

depends on the amount and direction of error for all other 

estimated demands, also an unknown. 

We conclude that the load research data used by the Company 

(it was also used by the intervenors) to develop demand 

allocatlon factors for the cost of sevice studies is seriously 

deficient. It is not statistically reliable. It must be 

1mproved. The Company stands advised that in future rate cases, 

if the Company's load research techniques do not produce 

statlstically reliable results, the Commission intends to treat 

the matter as a quality of service 1ssue and accord1ngly adjust 

the allowed rate of return. 
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Allocarion of Revenue Increase 

The resulrs of Mr. Pollock's 12 CP and Average cosr-of 

service srudy show rhe following rares of rerurn earned by rhe 

various cusromer classes: 

Code 

RS 

GS 

GSD 

LP 

PX 

OS 

TOTAL RETAIL 

Rare Schedule 

Residenrial 

General Service 

General Ser. Demand 

Large Power Service 

Large High Load Facror 

ourdoor Service 

Present: ROR/Index 

8.30\/84 

11.21/113 

14.43/145 

11.27/114 

9.80/99 

9.04/81 

9.90/100 

we'have granred rhe Company an overall revenue increase of 

$15,543,620. Because we are comm1rred ro gradual progress reward 

? uniform rares of rerurn for all classes, rhe revenue 1ncrease 

will be divided berween rhe residenrial (RS) and ourdoor service 

(OS) classes so as ro bring rhem borh up ro abour rhe same rare 

of rerurn as shown below. This amounrs ro a percenrag~ increase 

w1rhour fuel of 5.71% for rhe RS rare and 5.34% for rhe OS rare. 

In so doing, we are deparring from our policy in previous cases 

of limiring rhe increase ro any one class ro nor more rhan 1.5 

rimes rhe sysrem average increase. Were we ro apply rhar policy 

in rhis case, some classes whose present: rares of rerurn are 

above pariry would receive an 1ncrease. Thus, rhe grearer equiry 

lies in allocaring rhe increase ro rhose classes wirh 

subsranrially lower rares of rerurn. The rares of rerurn by 

cusromer class wirh rhe revenue increase are: 

~ 

RS 

GS 

GSO 

LP 

PX 

OS 

TOTAL RETAIL 

Cusromer Charges 

Rare Schedule 

Resident:ial 

General Service 

General Ser. Demand 

Large Power Service 

Large High Load Facror 

Ourdoor Service 

Approved ROR/Index 

8.48\/87 

10.7 4/111 

13,..59/140 

10.56/109 

9.07/94 

8.45/87 

9.70/100 

Cusromer charges should be ser ar unit: cosr excluding any 

minimum disrribur1on syscem cosr, subject: ro rhe limit: rhar no 

charge be increased by more chan 50\. 
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The Company proposed a residen~ial class cus~omer charge of 

$8.00. However, ~he Company overs~a~ed ~he cus~omer cos~ ~o ~his 

class by alloca~ing an excessive numbe~ of serv1ce drops ~o 1~ 

and by assigning mon~hly billing cos~s of $1.33 per cus~omer ~o 

each class even though 1ndus~rial and some commercial cus~omers 

have much more complex bills. Therefore ~he cus~omer charge for 

~his class will remain a~ ~he presen~ $5 per mon~h. 

The LP and PX cus~omer classes presen~ly pay cus~omer charges 

grea~ly in excess of ac~ual un1~ cos~s. we find no reason no~ ~o 

immedla~ely decrease ~hese charges ~o uni~ cos~s. 

The approved cus~omer charges are shown on ~he following 

schedule: 

Ra~e 
Company 

Schedule Presen~ Uni~ Cos~ Prot!osed AE2roved 

RS $ 5.00 $ 8.13 $ 8.00 $ 5.00 

GS 5.00 11.84 8,00 7.00 

GSD 13 .oo 24.79 28.00 19.50 

LP 178.00 26.78 100.00 27.00 

PX 4,083.00 59.97 2,480.00 60.00 

Demand Charses 

The presen~ demand charges are well below uni~ cos~s and ~he 

Company proposed ~o increase ~hese charges to move ~award uni~ 

cos~s. The comm1ssion s~aff recommended ~ha~ demand charges be 

increased ~o 1.5 ~imes ~he presen~ charges in an effor~ ~o move 

closer ~o uni~ cos~s and, a~ ~he same ~ime, lessen ~he impac~ on 

low load fac~or cus~omers. 

Dras~ic changes in demand charges are no~ warran~ed a~ ~his 

~ime. Perhaps ~hose cos~s which are alloca~ed in a cos~ of 

service s~udy on average demand and included in ~he un1~ demand 

cos~, should be recovered ~hrough ~he energy, ra~her ~han ~he 

demand charge. Bu~ we are no~ ready ~o decide how much, if any, 

of ~he demand cos~s should be alloca~ed ~o ~he energy charge. 

Therefore, demand charges should be kep~ rela~ively s~able. 

The presen~ demand charges are $5.00 per kw for LP (GSLD) and 

PX (GSLDl) and $4.00 per kw for GSD. Accordingly, we f1nd tha~ 

~he demand charges should be se~ a~ $5.00 per kw for all demand 

me~ered ra~e schedules. 

Demand Ra~che~s 

The Company presen~ly incorpora~es a ra~che~ provis1on as a 

fea~ure of all demand me~ered ra~e schedules. The ra~che~ for 

~he GSD, GSDT, LP (GSLD) and LPT (GSLDT) classes is 75\ of ~he 

max1mum demand during ~he summer (peak) mon~hs. The ra~che~ for 

~he PX (GSLDll and PXT (GSLDTl) classes (op~ional high load 

fac~or ra~e schedules) is 100\ of ~he max1mum demand a~ any ~ime 

during ~he year. The Company proposed ~o continue ~he ra~che~ 

prov1sions. 
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The staff recommended that demand ratchets be el1m1nated and 

replaced with seasonal demand charges which are higher in the 

summer (peak) months. 

We find that ratchets, while recognlZing the benefits of peak 

load pricing, ignore the diversity of customers' peak loads. one 

customer may constantly be at his maximum demand throughout the 

peak season. Another customer may attain his maximum load only 

br1efly and/or infrequently during the peak season. Yet, Wlth a 

ratchet, both customers would pay demand charges based on their 

maximum demand. This seems inequitable. 

In recent cases involving Florida Power Corporation (Docket 

No. 800119-EU) and Florida Power and Light Company (Docket No.· 

810002-EU), we eliminated ratchet provisions in all rate 

schedules. They should be eliminated in thls case also. 

However, we do not accept staff's recommendatlon of a seasonal 

increase in demand charges in l1eu of the ratchet. The revenue 

lost due to the elimination of the ratchet should be recovered 

through the energy charge in each applicable rate schedule. 

PX and PXT Minimum Bills 

Rate schedules PX and PXT are optional tariffs which require 

a customer to contract for at least 7500 kw and maintain an 

annual load factor of at least 75%. The minimum bill prov1sion 

on these schedules is designed to insure that each customer 

maintains the required load factor. It is based on the customer 

charge plus the demand and energy charges necessary to maintaln a 

75\ load factor. 

The industrial intervenors objected to the' calculat1on of the 

minimum bill. They asserted that it was designed to insure an 

80\ load factor requirement. These intervenors further objected 

to the inclusion of an amount for energy in the minimum bill. 

They asserted that practically all of the energy charge is fuel 

cost which can be avoided if customers reduce consumption and, 

therefore, should not be included in the minimum bill. 

We agree that the minimum bill should not include fuel costs. 

However, the energy charge does recover costs other than fuel. 

We find the minimum bill should be redesigned to include only the 

non-fuel port~on of the energy charge. 

Voltage Discounts 

voltage discounts are given when a customer takes service at 

either transmission or primary distribution voltage. Discounts 

are given because the demand charge recovers costs incurred for 

the var1ous transformations necessary to provide service at the 

secondary dlStribution level. Voltage discounts, or credits on 

the bill, return that portion of the demand charge related to 

transformation to customers who do not require it. 

The present tariffs provide a discount for transmission 

voltage and primary distribution voltage of lOt per kw per 

month. The Company proposed to 1ncrease the discounts to 50¢ per 

kw per month for service at transmission level and 30~ per kw per 

month for service at primary distribution level. We approve a 

transmission voltage discount of 45¢ per kw per month and a 

pr1mary distrlbUtion voltage discount of 25¢ per month. The 

difference between the Company's proposed rates and the ones we 

approve lies in granting the Company a lower rate of return than 

that wh1ch they sought. 
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React1ve Demand Charge 

A customer's (or a company's) power factor is the ratlO of 

real power (kw) to apparent power (KVA) and is usually expressed 

as a percentage. power factor improvement confers several 

benefits, most importantly, improved voltage conditlons, reduced 

line losses, and released system capac1ty. These benefits are 

maxim1zed when improvement occurs in the proximity of the 

equipment utilizing the power. Because of the beneflts to the 

system of power factor correction, many electric utilities impose 

a reactlve demand charge on customers who have poor power 

factors, thereby giving the customer an incentive to improve his 

electrical efficiency. 

Gulf's present charge to customers with power factors below 

90% is $1.00 per KVAR of reactive demand. The Company proposed 

to increase thlS to $1.40 per KVAR. Th1s charge appl1es to all 

rate schedules Wlth specific demand charges. 

Power factor correct1on is usually ach1eved by installing 

power capacitors. Gulf based its proposed reactive demand charge 

on the cost to the customer of installing secondary capac1tors. 

The Company prov1ded an exhibit showing that the cost to the 

Company of correCtlng the customer power factor to 90%, 1f the 

customer does not, is 11¢ per KVAR per month. 

Mr. Hasklns testified that the reactive demand charge should 

be based on the customer's cost rather than the Company's cost 

for two reasons. First, to provide a proper pr1ce signal which 

will make it economically attractive for the customer to install 

the power factor correCtlon. Secondly, it is a more effic1ent 

way Of Correcting the problem chan lf the Company inStalled the 

capacitance. If the capacitors are installed by the customer, he 

reduces the line losses in his equ1pment and m1ght even free up 

capaCltY to avoid the need for enlarging his wiring and 

services. If the customer lnstalls the capacitance, it is 

provided at the point where it is required. If the Company 

provides the capacitance at some point farther away from the 

equ1pment, the company's and the customer's lines up to the po1nt 

of correction have to carry useless current. 

We agree that customer power factor correction 1s beneficlal 

to both the customer and to the Company. Additionally, we find 

that it is more efficient for the customer to correct h1s power 

than for the Company to do so. There should be an incentive for 

the customer to correct hls own power factor. However, 

consldering the Wide variance between the cost to the customer of 

proVlding his own capacltor ($1.40 per KVAR) and the cost to the 

Company of prov1d1ng capacitance {11¢ per KVAR), we find that the 

proposed charge of $1.40 per KVAR was not adequately justlfied. 

The Company failed to show that having the customer add 

capacitance is more efficient by $1.29 per KVAR. Therefore, the 

present reactive demand charge of $1.00 per KVAR will be retained. 

service Charges 

The Company proposed to 1ncrease its charge for 1n1tial 

connections, normal reconnections, and reconnections after 

del1nquency in payment from $10.00 to $13.00. The Company also 

proposed to instltute a collection charge of $4.00. It would be 

imposed when a company employee goes to a customer's place of 

service to disconnect service for nonpayment and the customer 
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pays the arrearages to avoid disconnection. The purpose of the 
collect1on charge is to recover the cost of the trip to the 
customer's place of service. We find that the cost data submitted 
by the Company supports the proposed charges and approve them. 

Poultry Farm Operations 

several years ago, the Commission required the application of 
the residential rate schedule to poultry farm operations. In 
recent rate cases, we excluded these operations from the 
residential rate because they are not residential in nature and 
should be served under a general service rate schedule. Mr. 
Haskins testlfied that poultry farm operations generally do not 
have the same load characteriStlCS as residential customers. The 
Company, in its brief, agreed that poultry farm operations should 
be removed from the res1dential rate. 

There are seven poultry farms taking service under the 
residential rate. They must be taken off thls rate and 
reclassified as GS customers. However, if they were immediately 
placed on the GS rate, they would receive an increase in revenues 
of approximately 96\, Without fuel, on an annual basis. To avoid 
excessive increases due to the transfer, we order the Company to 
design a transitional rate for them. This rate should not impose 
an increase of more than 1.25 times the present revenue from 
these customers without fuel. The transition rate will remain in 
effect untll the next rate proceeding of this company. 

Outdoor service Rates 

In its original filing, the Company proposed an increase for 
the three subrates (OSI, OSII, OSIII) served under the OS 
des1gnat1on, but left the other features of these rates 
unchanged. In reviewing the Company's filing, Staff found 
several problems in the structure of these rates and outlined 
them at tne prehearing conference. At the hearing, the Company 
agreed to work Wlth Staff in redesigning these rates. We approve 
the new rate design worked out by the Company and Staff and w1ll 
discuss the major features of it. 

As originally filed, OS! contained street lighting customers 
where the street light fixtures themselves are owned by the 
Company. OSII.included area lighting customers where the 
fixtures were owned by the Company. OSIII contained all customers 
who owned their own fixtures, including street lights, area 
lights, trafflc signals, CATV amplif1ers, and an undefined 
m1scellaneous group, their sole known characteristic being that 
they owned their own fixtures. The Company agreed, and we find, 
that from a rate design standpoint, customers should be 
class1fied on the basis of load characteristics. The load 
characteristics of street lighting customers are the same 
regardless of who owns the fixtures. Thus, as revised, OS! will 
consist of all street lighting customers. All OS! customers will 
pay the same energy charge. OS! customers who are served by 
company-owned fixtures will pay separate fees to cover the 
Company's investment in those fixtures and maintenance costs. 

The revised OSIII class will consist of traffic signal and 
CATV ampllfier customers. These customers have similar load 
characteristics and essentially operate 24 hours a day. Also 
left 1n OSIII are the miscellaneous customers. They were not 
moved to another rate because they were not sufficiently 
identlfied to allow any lntelllgent statements about their load 
characteristlcS. 
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OSII, as revised, will include area lighting customers. Mr. 
Haskins testified that currently there are no customers who own 
their area lighting fixtures. 

Dur1ng cross-examination Mr. Hask1ns admitted that the energy 
charge for OSI and OSII and the maximum demand charge for OSIII 
were not cost based. Also, he failed to articulate a val1d 
reason for charging OSI and II an energy charge expressed as 
cents per kwh and recover1ng essentially the same costs from 
OSIII customers via a maximum demand charge. In the revised 
tarlff, Staff calculated and the Company accepted, cost based 
energy charges for all three rates, and the energy charge for 
OSIII 1s now expressed in the more understandable cents per kwh 
form. We use the term cost based energy charges with some 
cautlon, as all three of these rates were treated as one in the 
cost of service study. Staff developed a reasonable alternative 
way of allocating the revenue requirement between the three 
rates, but in the future, the Company must treat them separately 
in cost of service studies. 

In addition to an energy charge, OSI and OSII customers pay a 
monthly maintenance charge. One component of the maintenance 
charge covers the cost of replacing burned out bulbs in the 
fixtures. For street lighting fixtures served under the OSI 
rate, the Company has an ongoing group rebulbing program whereby 
every bulb is replaced near the expiration date of its expected 
l1fe. More expensive spot rebulbing is also necessary where the 
bulbs burn out sooner than expected. However, a group rebulbing 
program considerably reduces the frequency of spot rebulblng. 
The Company does not have a group rebulbing program for OSII 
fixtures. But, in calculating the OSII maintenance charge, the 
Company assumed the same spot rebulbing rate for OSI and OSII. 
As a result, the maintenance charge for OSII was understated. 
Staff recalculated the OSII maintenance charge using a more 
real1st1c spot rebulbing rate and we approve the modlfication. 

OSI and OSII customers also pay a monthly facilities charge 
designed to recover the Company's investment in the fixtures used 
to serve these customers. As originally filed, the facilities 
charge for the various fixtures included an increment, varying in 
amounts, that the Company referred to as "system related 
investment costs". Mr. Haskins admitted that this increment was 
not added to tpe facilities charge in a cost based manner and was 
simply a devise to make high pressure sodium vapor fixtures more 
attractive to the customer than mercury vapor fixtures. Staff 
el1m1nated this component from the facilities charge. These 
costs will be collected through the energy charges applied to all 
OS customers since they are the production, transmlssion, and 
distribut1on costs allocated to this class in the cost of service 
study. 

In redesigning this tariff, Staff recommended that the fuel 
adjustment charge for OSI and OSII customers recognize the fact 
that most of their consumption is off-peak. The Company 
concurred in this proposal and we also approve it as the 
on/off-peak consumption ratlO for these customers is eas1ly 
determined. 

The Company proposed that when they are requested to replace 
mercury vapor fixtures on which the initial service contract has 
not expired with the more eff1cient hlgh pressure sodium vapor 
flxtures, the undepreciated portlon of the original cost of the 
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mercury vapor lights plus removal costs less salvage value be 

recovered through the conservation cost recovery clause. While 

we support this conservatlon idea, these costs should not be 

recovered through the conservation cost recovery clause until a 

cost benefit analysis, filed with the Commission, shows the 

changeout of the various sizes of fixtures to be cost effective. 

The Company is ordered to file such an analysis Wlth the 

Commission Within six months of the effective date of this 

Order. Untll the Company files the cost benefit analysis and it 

is approved by the Commission, the conversion costs must be borne 

by the individual customer who requested the change. we approve 

the Company's proposal to shorten the term of the initial 

contract for OSII customers served by high pressure sodium vapor 

fixtures from five to three years for nonresidential and two 

years for residential customers. 

Finally, the Staff proposed, the Company accepted, and we 

approve various tarlff format changes des1gned to make the tariff 

more informative and understandable. Specifically, they are: 

1. Lamp offerings will be listed by wattage and kwh as 

well as by mean lumens on the tariff: 

2. Pole, facility, maintenance and energy charges will be 

separately stated on the tariff; and 

3. All charges will be stated as monthly rather than as 

annual charges. 

Seasonal Rates 

The Company presently has a seasonal rate for the GS and RS 

rates. The summer billing months include October. During the 

course of the proceedings, the Company admitted that there is 

little likelihood of the Company's summer peak occurring in the 

October billing period and agreed to switch the October billing 

month from the summer to the winter rating period. We approve 

this change. 

The Gulf system is currently a summer peaking utility, and is 

not strongly connected with the transmission network of the rest 

of Florida. This suggests that, for the present time, Gulf Power 

should set winter and summer GS and RS rates which reflect this 

reallty. That is, for the present time, Gulf should continue 

with a winter rate which is lower than the summer tate. 

While Gulf Power is presently a summer peaking utility which 

lS not strongly connected to the rest of the State, this 

stituation seems likely to change. we have encouraged Florida 

utilities to interchange power when lt is economical to do so. 

Gulf Power Company has been encouraged to establish stronger 

transmission links to the rest of the state to facilitate such 

interchanges of power. Also, Gulf's Wlnter peak has been 

increasing, getting closer and closer to the summer peak. As 

Gulf establlshes stronger transm1ss1on ties with the rest of the 

state, and its winter peak approaches its summer peak, the result 

may well be ellmination of any meaningful winter/summer 

differential in peak loads. Thus, customers should not be 

encouraged to make long-run equlpment decislons, such as 

purchasing less efficient electric heating, in the anticipation 

that the present summer peaking Situation Will continue. RS and 

GS customers should be clearly informed of the likelihood of 

future elimination of the winter/summer rate differentlals and we 
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order t:he Company t:o give t:hem t:his not:ice. Th1s may be 
accomplished t:hrough bill st:uffers or by any ot:her reasonable 
means subject: t:o t:he approval of t:he Rat:e Division of t:he 
Comm1Ss1on's Elect:rlc and Gas Depart:ment:. 

Seasonal Service Rider 

The Company present:ly has an opt:ional Seasonal serv1ce Rider 
Which affords demand cust:omers an opport:unit:y t:o pay more of 
t:heir t:ot:al annual demand cost:s during t:he summer peak period 
t:han demand cust:omers usually do. 

The present: Seasonal service Rider provides for an add1t:ional 
demand charge of $1.00 per kw during t:he summer mont:hs of June 
t:hrough Oct:ober and an annual m1nimum bill of $40.00 per kw of 
act:ual demand. In exchange for t:hese charges, t:he demand rat:chet: 
feat:ure, as well as t:he min1mum kw feat:ure of t:he st:andard rat:e 
schedule is waived. 

The Company proposed an increase t:o t:he charges under t:his 
rider based on t:he Company's request:ed rat:e increase in t:his 
case. Since no port:ion of t:he aut:horized revenue increase has 
been allocat:ed t:o t:he demand met:ered rat:e schedules, we find t:hat: 
no change in t:he charges applicable t:o t:his rider is warrant:ed. 
Furt:hermore, t:he mont:hs t:o which t:he addit:ional demand charge 
applies must: be changed t:o June t:hrough Sept:ember t:o be 
consist:ent: wit:h t:he summer (peak) mont:hs chosen for t:he 
resident:ial and general service seasonal rat:es. 

St:andby service 

The Company has had t:he same t:ariff for Aux1l1ary or St:andby 
Service for many years. Under it:, t:he rat:e applicable for such 
serv1ce is Rat:e Schedule LP (Large Power serv1ce w1t:h demands of 
at: least: 500 kw). There are no cust:omers t:aking st:andby service 
under t:his t:ariff provision. Resident:ial cust:omers wit:h 
windmills are provided st:andby or supplement:ary service under t:he 
st:andard resident:ial rat:e. 

In it:s original filing, t:he Company proposed no change t:o t:he 
st:andby rat:e t:ariff. However, at: t:he prehearing conference, t:he 
Company accept:ed t:he posit:ion of t:he St:aff at: t:he t:ime t:hat: 
st:andby service should be provided at: t:he t:ime-of-use rat:e 
ot:herwise applicable t:o t:he cust:omers. We find t:hat: t:he rat:e for 
st:andby service should be t:he rat:e applicable t:o t:he cust:omer 
based on h1s kw demand. The cust:omer may, if he so chooses, t:ake 
service under t:he relat:ed t:ime of use rat:e, 

Mr. Harold Cook, t:est:ifying on behalf of St:. Regis Paper 
Company, recommended t:hat: t:he commiss1on set: guidelines for 
designing various auxiliary rat:es for cogenerat:ors. He 
recommended different: rat:es for t:hree t:ypes of service. 
Supplement:ary power (energy used by a fac1lit:y in addit:ion t:o 
t:hat: 11: generat:es on it:s own) should be billed at: t:he indust:rial 
rat:e t:he cogenerat:or would normally receive serv1ce under if he 
did not: own his own generat:ing equipment:. Back-up service power 
available t:o replace power generat:ed by a facilit:y's own 
generat:ion equipment: during an unscheduled out:age should be 
pr1ced on t:he basis t:hat: t:he ut:ilit:y is provid1ng reserve 
capacit:y for t:he cust:omer's generat:ion. Mr. Cook proposed t:hat: 
t:he rat:e for back-up service be t:he Gulf Power reserve crlt:erion 
t:imes t:he demand charge of t:he rat:e under wh1ch t:he cogenerat:or 
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would be served if ~he cus~omer did no~ own i~s own genera~1ng 
facili~y. A proper ra~e for main~enance power (energy suppl1ed 
dur1ng scheduled ou~ages of ~he qual1fying facil1ty) should 
con~ain no demand charge according ~o Mr. cook, if ~he 
cogenera~or and ~he u~ill~Y are able ~o coord1nate scheduled 
ou~ages of ~he cogenera~or's facili~ies. Main~enance power 
should be pr1ced a~ ~he applicable energy ra~e ~ha~ ~he 
cogenera~or would be served under if ~he cus~omer did no~ own 1~s 

own genera~1ng facili~ies. 

Mr. Cook's posi~1on boils down ~o ~he posi~1on tha~ 
cogenera~ors should not be presumed ~o be f1rm cus~omers unless 
proven ~o be so. We agree wi~h ~he idea ~ha~ ~hese cus~omers 
should no~ be assumed ~o be firm cus~omers. The major device in 
~he Company's ~ariffs which crea~es ~he presump~1on of f1rm 
service by any cus~omer is ~he ra~che~ in bo~h i~s ~radi~ional 
form (i.e., a percen~age of maximum demand) and in ~he m1nimum kw 
bill prov1s1on. 

The elimina~ion of demand ra~che~s 1n all i~s forms 
(including minimum kw bill provisions) would elimina~e ~he 
presump~ion ~ha~ cogenera~ors are firm. Placing cogenera~ors, or 
anyone else, on ra~es in which ~hey pay only for ~heir use, when 
~hey use i~, should sa~isfy the need for non-discrim1na~ory 
main~enance, back-up, and auxiliary power service ra~es. 

we have solved par~ of ~he problem by elimina~ing the 
ratchet. However, based on the record in this proceeding, we do 
no~ have suffic1en~ information to eliminate the m1nimum b1lled 
kw provisions at ~his ~ime. We do not know the revenue effect on 
~he Company of the elimination of this provision, nor has the 
Company been given an opportunity to address this issue. 
Fur~her, we find this matter should be trea~ed on a generic basis 
involving all ~he investor-owned electric utilities as well as 
the municipals and coopera~ives, Therefore, a generic docke~ 
will be opened to address the appropriateness of minimum-bill kw 
provisions in the rate schedules of all electric Util1~1es. 

In~errup~ible Ra~es 

Order No. 10179 (Augus~ 3, 1981) requ1red each company ~o 
offer in~errup~1ble ra~es ~o ~hose indus~rial and commercial 
cus~omers willing ~o have ~heir power in~errup~ed. Mr. Haskins 
~es~ified ~ha~ ~he Company has no~ filed in~errup~ible ra~es 
because none of their cus~omers have shown in~eres~ in such a 
ra~e and ~hey prefer ~o design a ra~e for a specific cus~omer who 
is in~eres~ed 1n i~. 

Since ~he Company presen~ly has excess capacity, sh1f~ing 
firm customers to in~errupt1ble rates is no~ going to promote 
capac1ty avo1dance in the shor~ run. However, the long run 
outlook may well be different. Therefore, we order ~he Company 
~o f1le a plan, within six months, showing the Company's 
projections of when interrupt1ble rates will allow capacity 
avo1dance and be offered ~o their cus~omers. 

Inverted Ra~es 

At ~he prehear1ng conference, Public Counsel took the 
posi~ion that an 1nver~ed res1dential ra~e s~ructure should be 
implemented to encourage conservation. However, no ev1dence was 
presented on th1s issue at the hearing. We note that inver~ed 
ra~es are the subject of inves~igat1on in Docket No. 800708-EU. 
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cus~omer Ra~e M1gra~1on 

Presen~ly, ~he Company's demand me~ered ra~e schedules 

consis~ of GSD (cus~omers w1~h demands of 20 kw or grea~er), LP 

(cus~omers Wl~h demands of a~ leas~ 500 kw), and PX (an op~1onal 

ra~e schedule requiring ~ha~ ~he cus~omer main~ain a load fac~or 

of a~ leas~ 75%). Gulf allows i~s demand me~ered cus~omers ~o 

move from one ra~e schedule ~o ano~her if ~hey wish, regardless 

of whe~her ~he1r load charac~eris~ics are more consis~en~ wi~h 

~he class ~hey leave ~han ~he class ~hey join. For example, if a 

cus~omer w1~h a demand of 650 kw (~hus fall1ng in ~he LP class) 

-found ~ha~ he could reduce his bill if he were billed under ~he 

GSD ra~e, he would be allowed ~o migra~e ~o ~he GSD schedule 

where maximum demands are supposedly 500 kw and below. In ~he 

company's orig1nal filing, 75% of ~he LP cus~omers would m1gra~e 

~o GSD. 

Mr. Hask1ns ~es~if1ed ~ha~ one of ~he cr1~eria for good ra~e 

design is ~he es~ablishmen~ of classes w1~h fairly homogeneous 

load charac~er1s~ics. The load research which is used 1n ~he 

cos~ of service s~udy assumes ~ha~ in calcula~ing ~he ra~es of 

re~urn by class, load charac~eris~ics rema1n fairly consis~en~ 

af~er revenue requiremen~s are conver~ed in~o ra~es. If large 

numbers of cus~omers are allowed ~o move ~o any class ~hey des1re 

based solely on ~heir economic considera~ions, very li~~le can be 

sa1d abou~ ~he resul~an~ ra~es of re~urn by class or cus~omer. 

Mas~ impor~an~ly, changing cus~omer groups af~er ~he cos~ of 

serv1ce s~udy is performed des~roys ~he ma~ch be~ween cos~s • 

alloca~ed ~o a cus~omer group and ra~es designed ~o recover ~hose 

cos~s. Some cus~omers will pay more ~han ~heir fair share and 

some less. Finally, ~he probabili~y samples used in load 

research are based on ~he makeup of ~he cus~omer classes a~ ~he 

~1me ~he load research des1gn is comple~ed. If a large number of 

cus~omers subsequen~ly m1gra~e ~o o~her classes, ~he s~a~1s~1cal 

validity of ~he samples is impaired. 

The migra~ion problem can be solved by charging full uni~ 

demand and energy charges. Coincidence fac~ors will always 

differ by cus~omer groups, and, un~il an inexpensive demand me~er 

which measures coinciden~ demand ra~her than nonco1nciden~ demand 

is inven~ed, differences 1n co1ncidence be~ween classes will 

dic~a~e differen~ demand cos~s by class. Un~il ~hen, we will no~ 

allow migra~ion downward ~o lower demand ra~e schedules unless 

~he cus~omer qualifies by holding down his demand for a year. 

Cus~omers may migra~e ~o a hlgher demand schedule a~ any ~ime 

provided ~hey pay ~he m1nimum demand provisions of ~he higher 

demand schedule. 

As a possible solu~ion ~o ~he migra~lon problem, ~he Company 

submi~~ed an hour's use ra~e proposal. This is no~ a v1able 

al~erna~ive because i~ discourages conserva~ion by decreasing ~he 

energy charge as more kilowa~~ hours per kilowa~~ are used. 

The Company mus~ revise ra~e GSD ~o include a maximum demand 

limi~a~ion of 500 kw per mon~h and a prov1sion ~ha~ a cus~omer 

may no~ change from a hlgher demand ra~e to GSD unless his demand 

is less ~han 500 kw per month for ~he immedia~ely preceding year. 

Time of Day Peak Per1ods 

Gulf proposed several mod1fica~ions of ~heir summer and 

win~er peak periods used for ~ime of day ra~es. The Company 

wan~ed ~o shor~en ~he summer peak per1od from Aprll ~hrough 

Oc~ober ~o June ~hrough Oc~ober, but leng~hen ~he daily summer 
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peak per1ods which are now 12 AM through 10 PM to 10 AM through 

10 PM. Gulf wanted to lengthen the months considered winter from 

the current November through March to November through May, but 

shorten the dailY winter peak hours which now are 6 AM to 10 AM 

and 6 PM to 10 PM by eliminating the 6 PM to 10 PM peak per1od. 

The Company argued that the proposed peak periods more closely 

match their actual peak demand periods. 

What the company's argument overlooks, however, 1S that in 

Docket No. 780793-EU, in which the current peak periods were 

established, a deliberate decision was made to treat the state as 

one pooled system and establish uniform statewide peak periods. 

This was done to facilitate implementation of the statewide 

energy broker system whereby lower cost generat1on can be bought 

and sold among Florida utilities on an hourly basis. While Gulf 

presently does not exchange much power with other Flor1da 

utilities, treating it as part of the state pool will have 

increas1ng merit as its interconnectlon with the rest of the 

state is strengthened. Therefore, the Company's present peak 

rating periods must be retained. 

Lump sum Payment Option for TO.D Meters 

Customers who choose to receive service under a time of day 

rate have the option of paying a monthly charge t6 cover the cost 

of the more expensive (relative to a standard) time of day meter 

or pay1ng for the t1me of day meter in one lump sum. However, 

the company's proposed time of day tariffs do not show a specific 

lump sum payment amount. Instead, the tariffs state that the 

approved cost will be quoted at the time of customer application. 

We have received numerous inquiries concerning the lump sum 

payment option and find that the ratepayers would be better 

served by showing the exact amount of the lump sum payment on the 

tariff. According to data submitted by Gulf in Staff Exhibit 

118, the current cost of the time of day meters is $154.40 for 

RST customers and $282.24 for GST classes, and these amounts must 

appear on the respectiVe tariffs. 

Load Factors Used in Designing TOO Rates 

In designing its time of day rates, the Company used class 

load factors to allocate the demand costs which must be recovered 

by the energy ·charge of the rate between peak and off-peak 

periods. Alternatively, these costs could be allocated between 

peak and off-peak periods using the system load factor. 

one of the primary objectives of tlme of day rates is to 

encourage customers to shift their usage from peak to off-peak 

per1ods. The greater the differential between peak and off-peak 

prices, the greater the 1ncentive to shift usage. The maximum 

d1fferential between peak and off-peak energy pr1ces is obtained 

by using the lower of the class or system load factor. The class 

load factors used by the Company were lower than the system load 

factor for all but the LP and PXT rates. Therefore these rates 

must be redesigned using the system load factor to allocate 

demand costs recovered through the energy price between peak and 

off-peak periods. 
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Late Payment Penalty 

The Company proposed a late payment interest charge of 1.5% 
for delinquent bills. Mr. Haskins testified that the charge was 
necessary to compensate the Company for the investment 
opportunity it must forego when customers do not pay on time. He 
also testifled that he believed that the presence of a late 
payment charge would cause more customers to pay their bills on 
time. 

The Company has not met its burden of proof on this issue. 
The Company did not clearly demonstrate a need for a late payment 
penalty, and on cross-examination it became apparent that 1.5% 
was selected as the interest rate primarily because customers 
were familiar with it as the interest rate appl1ed to credit card 
charges. 

There are other ways by which the Company can encourage its 
customers to pay on time. For example, the Company could send 
out late notices twenty days after the first bill is mailed. 
And, in appropriate circumstances, the Company could increase the 
deposit required or discontinue service. 

Our decision on this issue is consistent with our decision in 
Docket No. 800726-EU. 

Investigation Fee 

Gulf proposed to begin charging a min1mum $25.00 
investigation fee to cover the cost of investigation in a case 
involving an allegat1on of meter tampering. The Comp~ny proposes 
to collect th1s fee only in those cases where the investigation 
reveals evidence of meter tampering sufficient to support legal 
prosecution of the Company's claim. 

Mr. Haskins testified that the minimum fee was set at $25.00 
because that is the typical cost of investigation. If the 
Company's investigative expenses were higher than $25.00, the 
Company would attempt to collect the actual costs, either through 
negotiation or legal process. 

We approve the $25.00 investigation fee because it Wlll make 
those customers who cause the Company to incur the cost 
responsible for it. we do so subject to one caveat, that the 
tariff be amended to inform customers that they have the right to 
contest imposition of the fee to the Commission without 
interruption of service (assuming there are no other grounds for 
disconnection) while the issue is undecided. 

Textual Revisions 

The Company proposed several textual changes to its tariffs 
to conform them to current Comm1ssion rules and policy. We 
approve the proposed changes to these tariffs: 

4.14 
4.14.1 
4.14.2 
4.14.3 
4.14.4 

Testing of Meters 
Fast Meter 
Slow Meter 
Non-Register Meter 
creeping Meters 
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Additionally, the company must strike the word "mater1al" 
from its tarlff, Fifth Revised Sheet No. 4.12, concerning refunds 
of deposits, as'lt refers to an obsolete pract1ce. 

Fuel Component of Base Rates 

The fuel and nonfuel components of the energy charge must be 
stated separately on all tariff schedules so that customers w1ll 
be aware of the nature of the costs they are pay1ng for 1n the 
energy charge. Energy charges on a tariff should appear as 
follows: 

Energy Charge 

(1) Nonfuel Charge 
(2) Fuel Charge 

Total 

Fuel Costs in Base Rates 

¢/kwh 
---;;2-.75, ¢/kwh 

____ ¢/kwh 

Staff and Public Counsel originally proposed that the 
2.5¢/kwh of fuel cost currently contained in base rates be 
removed from base rates and shown as a separate item on a 
customer's bill. Public Counsel contended that this would 
promote conservation. 

In Doc~t No. 810082-EU, a generic docket concern1ng customer 
billing, we ruled that the total fuel cost must be shown as a 
separate item on all bills, effect1ve January 1, 1983. 
Therefore, we find that removing the, 2.5¢/kwh fuel costs from 
base rates ts not warranted at this time. Also, when the new 
billing format is implemented in January 1983, the total fuel 
cost in cents per kwh will be shown on the bill as will the total 
nonfuel costs n cents per kwh. Thus, the appearance of a base 
fuel cost on the tariff will not 1mpart useful 1nformation. 

EFFECTIVE DATE 

The new rate schedules shall be reflected upon billings 
rendered for meter readings taken on or after February 12, 1982, 
which is thirty (30) days after the date of the vote of the 
Commission uppn the Company's petition. 

ADDITIONAL FINDINGS AND CONCLUSIONS 

In addition to the foregoing, we find and conclude as follows: 

1. Gulf Power Company 1s a public utility withln the meaning 
of section 366.02, Florida Statutes, and is subject to the 
jurisdiction of the Commission. 

2. This Commission has legal authority to approve and use a 
projected test period for ratemaking purposes. The calendac year 
1981 1s an appropriate test period for this proceeding. 

3. The adjustments to rate base made herein are reasonable 
and proper. The value of the Company's rate base for ratemaking 
purposes is $628,574,431. 

4. The adjustmenta made to the calculation of net operat1ng 
income are proper and appropriate. For ratemaking purposes, 
Gulf's net operating income for the test per1od lS $62,199,775. 
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....... 
5. The fa1r ra~e of return on equ1ty cap1tal of Gulf Power 

Company l1es 1n a range of 14.75-16.75%. A re~urn of 15.85% 
should be used to de~erm1ne revenue requ1remen~s. 

6. The range of reasonableness for the overall fair rate of 
re~urn for ~he Company is 9.40-9.94%, wi~h a focus upon 9.70% for 
ratemaking purposes. 

7. Tha~ ~he a~~ri~ion allowance of.$7,967,000 prov1ded to 
reflec~ ~he full annual impact of Plan~ Daniel on inves~men~, 
revenues, and expenses is reasonable and appropr1a~e for 
ratemaking purposes in ~his case. 

8. Gulf Power Company should be au~horized ~o increase its 
ra~es and charges by $5,543,620 in annual gross revenues ~o 
prov1de i~ an oppor~uni~y to earn a fair ra~e of re~urn of 9.70%. 

9. The ra~e schedules prescr1bed and approved herein are 
fair, just and reasonable wi~hin ~he meaning of Chap~er 366, 
Florida S~a~utes. 

Accordingly, i~ is 

ORDERED by ~he Florida Public Service Commission ~ha~ ~he 

findings of fac~ and conclusiots of law se~ for~h herein are 
approved. I~ is fur~her 

ORDERED ~ha~ ~he pe~i~ion of Gulf Power company for au~hori~Y 
~o increase i~s ra~es and charges lS gran~ed ~o ~he ex~en~ 
delinea~ed herein. I~ is fur~her 

ORDERED ~ha~ Gulf Power Company is hereby authorized ~o 
submi~ revised ra~e schedules consis~en~ herewlth, des1gned ~o 
genera~e $5,543,620 in addi~ional gross revenues annually. The 
Company shall include wi~h ~he revised ra~e schedules all 
calcula~ions and workpapers used in deriving ~he revised ra~es 
and charges. I~ is fur~her 

ORDERED ~ha~ ~he refund condi~ion es~ablished in Order No. 
9628, applicable ~o revenues assoc1a~ed Wi~h ~he Caryville 
cancella~ion charges as a resul~ of ~he ra~emak1ng trea~men~ 
afforded ~hose charges in Order No. 9628 and in ~his Order, be 
con~1nued. The Commission re~a1ns jurisdic~ion over ~his 

ma~~er. Gulf ·Power Company shall submi~ evidence of consumma~ion 
of ~he Scherer ~ransac~ion on or before June 30, 1982, ~he tlme 
frame specified by ~he con~rac~ be~ween ~he par~ies. I~ is 
fur~her 

ORDERED tha~ ~he revised ra~e schedules au~horized here1n 
shall be reflec~ed upon billings rendered for me~er readings 
~aken on or after February 12, 1982. I~ is fur~her 

ORDERED ~ha~ ~he company provide ~o each cus~omer a bill 
s~uffer describing ~he na~ure of ~he increase and conform1ng ~o 
~he requ1remen~s specified herein. I~ is fur~her 
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ORDERED ~ha~ Gulf Power Company provide ~o ~he Fuel 
Procuremen~ Sec~ion of ~he Comm1ssion's Elec~r1c and Gas 

Depar~men~ a copy of ~he independen~ audi~ performed by Theodore 

Barry and Assoc1a~es referred ~o during ~he hear1ng. I~ is 

fur~her 

ORDERED ~ha~ Wi~hin six mon~hs of ~his Order, Gulf Power 
Company file wi~h ~he Commission a cos~ benefi~ analysis on · 

replacemen~ of mercury vapor f1x~ures wi~h high pressure sodium 

vapor fix~ures prior ~o exp1ra~ion of ~he service con~rac~. I~ 

is fur~her 

ORDERED ~ha~ ~he Company submi~ for comm1ssion approval, 

wi~hin fif~een (15) days of ~he da~e of ~his Order, ~he reques~ 

for ruling by ~he IRS which is ~he subjec~ of ~he s~ipula~1on 

referred ~o and approved herein. I~ is fur~her 

ORDERED ~ha~ ~he Company file a plan, w1~hin six mon~hs, 

showing ~he Company's projec~ions of when in~errup~ible ra~es 

Wlll allow capaci~y avoidance and be offered ~o ~heir cus~omers. 

By ORDER of ~he Florida Public service Commisslon, ~his ls~ 

day of February, 1982. 

( S E A L ) ~~ 
COMMISSI CLERK 

JAM/PS 

Commissioner Marks dissen~s. 
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Commissioner Marks dissenting: 

I disagree with the majoritY on the following issues: 

1. I believe the majority's inclusion of CWIP in rate base 
to be erroneous for reasons I have stated in earlier dissents. 
In this instance, the major1ty have forsaken the "big jolt" 
theory and seized upon the "FERC Letter• criteria, also known as 
the "financial integrity• test. Apply1ng the f1nancial integrity 
test to the Gulf situation y1elded results characterized at the 
bench as "close call". I prefer to resolve this close call to 
the benefit of today's customers. 

2. Someday a plant will be built at caryville. When it is 
built, Gulf will own 30\: Mississippl Power Company w1ll own 
70\. No constructlon is expected until 1995. By any measure, 
the site is held for future use. Property held for future use 1S 
the antlthesis of property wh1ch is used and useful. Today's 
customers will enjoy precious little benefit result1ng from the 
Company's plan to bu1ld a plant one day. Nonetheless, today's 
customers (and tomorrow's) will pay a return on this idle 
property. I vote to allow the property to earn AFUDC which would 
cause the benefitting customers to pay the costs of the benefits. 

3. I accept the staff recommendation that a proper return on 
equity for this Company is 15.5\. 

4. The majority have rewarded the Company ten basis po1nts 
for its "continued commitment to an effective conservation 
program.• An exhaustive search of the record in the case will 
disclose no evidence whatever probative of ~hether the program 
(if any) is continuing, committed, or effective. If the 
Commission is to pass out rewards to the companies it regulates, 
surely it should do so only upon a showing of such exemplary 
conduct as to impress even casual observers. Here, I am both 
more than casual and less than impressed. It appears to me that 
at the very least we should ascertain whether the benefits from 
conservation accompl1shed or to be accomplished, less the reward, 
results in a net benefit to the customers. In this record, 
neither question nor answer appears. 
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ORDER AUTHORIZING CERTAIN INCREASES 

BY THE COMMISSION: 

SUMMARY OF DECISION 

In this Order, we have determined that Gulf Power 

Company, (Gulf, the utility or the Company) should be authorized 

an increase in gross revenues of $3,366,000 annually. Gulf did 

not request an attrition allowance in this proceeding and none 

was granted. An index to this order appears on Appendi~ A of 

this order and a summary of adjustments is set forth on 

Appendices B and C of this order. 

BACKGROUND 

This proceeding was commenced on June 4, 1982, by the 

filing of Gulf Powe~ Company's Petition for a rate increase that 

would provide $36,944,000 of additional annual revenue. This 

Commission suspended the proposed rates on June 23, 1982, by 

Order No. 10919. Gulf did not request interim rate relief. 

Extensive public hearings on Gulf Power Co~pany's request 

have been held in this docket. These hearings extended over 11 

days and resulted in a record comprising 2,952 pages of 

transcript and 267 exhibits. We have also had active 

participation by numerous parties, including representatives of 

the public, governmental agencies and large industrial customers. 

THE PARTIES 

Gulf Power Company 

Gulf Power Company is a wholly owned subsidiary of the 

Southern Company and is subject to our jurisdiction under 

Chapter 366, Florida Statutes. The Company has been engaged in 

the electric utility business since 1925, operating in 10 

counties in the State of Florida, serving approximately 217,000 

customers. 

The Company was last authorized to adjust its rates in 

1982, (Order No. 10557, Docket No. 810136-EU, 2/1/82). At that 

time, we determined that the Company's fair rate of return fell 

within the range of 9.40%-9.94%. Gulf now asserts that to 

maintain its financial integrity and to provide reliable 

electric service, it must have additional gross annual revenues 

totalling $36,944,000. This increase, according to the Company, 

is required to provide the opportunity to earn an overall rate 

of return of 10.46%, which it alleges is fair and reasonable 

under prevailing conditions and which would allow for a rate of 

return on common equity of 18.0%. 

Public Counsel 

Pursuant to Section 350.061, Florida Statutes, the Public 

Counsel is appointed by the Joint Legislative Auditing .Committee 

to represent the general public of Florida before the Florida 

Public Service Commission. 
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The Office of the Public Counsel (Public Counsel) 
presented the testimony of three witnesses during this 
proceeding. Public Counsel proposed that the Commission 
establish an average rate base of $688,690,000, a return on 
equity of 15.05%, and an overall rate of return of 9.61%. Among 
other things, Public Counsel objected to the use of 1983 as the 
test year and to the inclusion of CWIP in rate base. In 
addition, Public Counsel proposed that working capital should be 
established by the balance sheet approach, that industry 
association dues, ~haritable contributions, and all advertising 
expenses be disallowed from operating expenses. Public Counsel 
also advocated that Gulf'• entire interest in Plant Daniel be 
included in the retail rate base. 

Air Products; et al. 

Air Products and Chemicals Company, American Cyanamid 
Company and Monsanto Textiles Company, customers of Gulf Power 
Company who are members cf the Florida Industrial Power Users 
Group (FIPUG), intervened in this proceeding. These intervenors 
sponsored witnesses on the subject of rate design. 

Federal Executive Agen~ies 

The Federal Executive Agencies of the United States 
intervened in this proceeding, sponsoring witnesses on the 
subjects of accounting, cost of capital and rate design. 

St. Regis Paper Company 

St. Regis Paper Company presented testimony on the 
subject of rate design. 

The Commission Staff 

The Commission staff participated in the proceeding and 
presented the testimony of one witness dealing with the number 
and nature of consumer complaints against the ~ompany. 

REVENUE REQUIREMENTS DETERMINATION 

The revenue requirements of a utility are derived by 
establishing its rate base, net operating income and fair rate 
of return. A test period of operations, traditionally based 
upon one year of operations, is used to derive these factors. 
Multiplying the rate base by the fair rate of return provides 
the net operating income the utility is permitted to earn. 
Comparing the permitted net operating income with the test year 
net operating income determines the net operating deficiency or 
excess. The total test year deficiency or excess is determined 
by expanding this deficiency or excess for taxes. 
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THE TEST YEAR 

The function of a test year in a rate case is to provide 

a set period of utility operations that may be analyzed so as to 

allow the Commission to set reasonable rates for the period the 

rates will be in effect. A test period may be based upon an 

historic test year with such adjustments (often extensive) as 

will make it reflect typical conditions in the immediate future, 

and make it reasonably representative of expected future 

operations. Alternatively, a test period may be based upon a 

projected test year which, if appropriately developed and 

adjusted, may reasonably represent expected future operations. 

In other recent major electric utility cases, 1982 was 

used as the test year. Thus, as the other cases progressed we 

could compare actual data with forecasted d9ta as a check on the 

reasonableness of the forecasted data. However, in this case, 

Gulf proposed ca}endar year 1983 as the test year. Gulf argued 

that use of a 1983 test year is appropriate because it will 

recognize cost levels that will be in effect when the new rates 

are in effect. Both Public Counsel and the FEA vigorously 

opposed use of a 1983 test year on the ground that use of 1983 

forecast data was too far removed from available actual data to 

be adequately reviewed. There is some merit in the arguments of 

both parties. We must therefore weigh the benefit of a more 

exact match between the test period examined and the period in 

which rates will be in effect against the disadvantage of 

increased reliance on forecast, as opposed to actual, data. 

In this case only, we are persuaded that the merits of a 

fully projected test year outweigh its disadvantages. By the 

time hearings were held in ~his case, October, 1982, actual data 

fer 1981 was available as was data through June, 1982. This 

allowed a thorough review of 1981 actual to 1982 forecast and 

1982 actual data. We also thoroughly reviewed the link between 

1982 forecast and 1983 forecast data. Extensive testimony was 

received concerning the budgeting process and forecasting 

methods used by the Company to substantiate the projected test 

year rate base and NOI. Mr. Scarbrough, adopting Mr. Gilbert's 

testimony, provided an overview of the planning process, 

discussing the planning and budgeting process, and the 

assumptions used in developing the financial forecast. He also 

discussed the operation and maintenance budget process. Mr. 

Parsons testified about the operation and maintenance expenses 

of the Company, the construction budget, the generation 

expansion plan, the fuel program and Gulf's relationship with 

Southern Company Services. Mr. Shearer presented testimony 

concerning the 1983 forecast of the number of customers and 

energy sales, and the 1982-1991 forecast of customer and energy 

sales. Mr. Oerting discussed the development of both the 

short-range and long-range forecasts of the peak hour demand 

requirements of the Company's service area. Mr. Ludwig 

addressed the Company's fossil fuel procurement policies and 

practices. Mr. Scarbrough presented the Company's revenue 

requirements, rate base and net operating income and explained 

the adjustments that were made in these areas. His testimony 

concerned the end result of the Company's financial forecasting 

process. 

Mr. Bell, a partner in the firm of Arthur Andersen and 

Company, performed a review of the budget or forecasting system 
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used by the Company to develop the projected rate base and NOI. 
He stated that the Company's financial forecasting system was 
evaluated using the professional standards outlined in the 
AICPA's Guidelines for S stems for the Pre aration of Financial 
Forecasts. ase on 1s rev1ew, Mr. e cone u e t at t e 
f1nanc1al forecasting system and the procedures employed in the 
preparation of the forecasted data complied with the guidelines 
of the AICPA, except for the fact that the Company did not 
include economy energy transactions in the forecast. 

Mr. Bell did note, however, several areas where there 
were significant variances between the assumptions used by the 
Company and conditions as they subsequently developed. These 
areas were the inflation rates, long term debt and the 
additional revenues allowed the Company after this rate case 
filing was made. 

We find that the Company's rate base, net operating 
income and capital structure are generally based upon reasonable 
projections and assumptions and that the forecasting methodology 
employed by the Company is reasonable. There are, however, 
certain areas where we question the reasonableness of specific 
projections and assumptions. These areas will be identified and 
addressed as separate issues. Except for these specific areas, 
the evidence presented demonstrates that the assumptions and 
projections relied upon by the Company in presenting its 1983 
test year data are reasonable and may be relied upon as a basis 
for setting rates. As adjusted herein, we believe the test 
period reasonably represents expected operations during the 
period the rates will be in effect. 

RATE BASE 

To establish the Company's overall revenue requirements, 
we must determine the value of its rate base, which represents 
that investment on which the Company is entitled to earn a 
reasonable return. A utility's rate base is comprised of 
various components. These include: (1) net utility 
plant-in-service, which is comprised of plant-in-service less 
accumulated depreciation and amortization, (2) total net utility 
plant, which is comprised of net utility plant in service, 
Construction Work In Progress (where appropriate) and plant held 
for future use, and (3) working capital. 

Gulf Power has submitted a proposed jurisdictional rate 
base of $674,607,000. Evidence developed during the course of 
the proceeding has led us to reduce that amount to 
$636,896,000. Cur adjustments are set forth as follows: 
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Rate Base Adjustments 
$(000) 

Per ComEany Adjustments As adjusted 

A. Utility Plant in 
Service $ 751,035 $ 24,094 $ 775,129 

B. Accumulated Depreciation 
and Amortization 220,509 220,509 

c. Net Utility Plant 
in Service 530,526 24,094 554,620 

D. Construction Work 
in Progress 30,128 (24,094) 6,034 

E. Property Held For 
Future Use 2,291 2,291 

F. Net Utility 
Plant 562,945 0 562,945 

G. Working Capital 111 ,662 {37,711) 73,951 

H. Total Rate Base $ 674,607 $ {37,711) $ 636,896 

A. Utility Plant In Service 

The amount of plant in service originally _proposed by the 

Company is $751,035,000. Utility plant in service should be 

increased to $775,129,000. Of the total amount of CWIP requested 

for inclusion in the rate base by the Company, $24,094,000 will 

begin commercial operation in 1983 and is more properly classified 

as plant in service in the test year. 

B. Accumulated Depreciation and Amortization 

The amount of accumulated depreciation and amortization 

originally proposed by the Company is $220,509,000. This is the 

proper amount and no adjustment is necessary. 

c. Net Utility Plant In Service 

Net plant in service is comprised of utility plant in 

service, less accumulated depreciation and amortization. We find 

that the appropriate amount of net utility plant in service for 

the test year is $554,620,000, based upon $775,129,000 of utility 

plant in service and $220,509,000 of accumulated depreciation and 

amortization. 

D. Construction Work In Progress (CWIP) 

In its original filing, the Company requested that 

$31,138,000 (juris.) of CWIP be included in its rate base. During 

cross-examination, Mr. Scarbrough indicated that of the 

$31,128,000 total, construction projects accounting for 

$24,094,000 will begin commercial operation in 1983. We think 
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these projects are more properly classified as plant in service 
rather than CWIP. We must then determine whether the remaining 

$6,034,000 (including $3,918,000 of non-interest bearing CWIP) 
should be included in the rate base. In recent electric utility 
rate cases, we have articulated our policy of allowing some CWIP 

in rate base if it is necessary to establish or maintain the 
Company's financial integrity. It is our belief that including 
CWIP in the rate base increases cash flow and coverage ratios, and 
decreases the percentage of earnings comprised of AFUDC and that 

the resulting strengthened financial integrity of the utility 
leads to a lower cost of capital. Although financial integrity is 

a relative phenomena, it can best be measured by comparing 
significant fiancial indicators of Gulf with those of other 
electric utility companies with a bond rating of A. In this case, 

the significant financial indicators we used to assess Gulf's 
financial integrity are the coverage ratios showing the times 

interest earned (TIE) with and without AFUDC, which indicates the 

number of times a company's earnings (with and without AFUDC 
earnings) will cover its interest expense. In 1981, the TIE 
ratios for A rated companies are 2.9 (with AFUDC) and 2.4 (without 
AFUDC). Staff calculated that including all of the requested CWIP 

in rate base would result in TIE ratios for Gulf of 2.9 (with 
AFUDC) and 2.83 (without AFUDC). Staff indicated that 
classifiying a portion of the CWIP request as plant in service 
would have no effect on the TIE ratios. Because the majority of 

the CWIP projects included in the $6,034,000 are improvements or 
enhancements of existing plant, thus making irrelevant many of the 

arguments raised against the inclusion of CWIP in rate base, and 
because inclusion of that amount will allow the Company to 
maintain its financial integrity, we include $6,034,000 of CWIP in 
rate base. 

E. The Carvville Site 

Gulf included $2,291,000 of Plant Held for Future Use 
related to the Caryville site in its proposed rate base. Public 

Counsel contended that the site should be removed from the rate 
base. 7he FEA proposed that the site be removed from the rate 

base, but that the Company be allowed to accrue an allowance on 
that property similar to AFUDC. As it was in the present 
proceeding, this issue was thoroughly aired in the Company's 
previous two rate cases. In the previous cases, we found that the 

site meets the criteria for property held for future use and 
included the full value of the site in the rate base. Based on 

the evidence submitted in this case, we will continue that policy 

and include the full value of the Caryville site in the rate base. 

F. Total Net Utility Plant 

Based upon a net utility plant in service amount of 
$554,620,000, inclusion of Construction Work In P~ogress of 
$6,034,000 and property held for future use of $2,291,000, the 

total net utility plant for the test year is $562,945,000. 

G. Working Capital Allowance 

A traditional component of rate base is the value of the 

working capital committed to utility operations. In recent cases 

we have applied the balance sheet approach to determining the 
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working capital allowance, as opposed to the formula approach 

previously utili%.ed. The balance sheet approach generally defines 

working capital as current assets and deferred debits that are 

utility related and do not already earn a return, less current 

liabilities, deferred credits and operating reserves that are 

utility related and upon which the Company does not already pay a 

return. 

The Company has proposed a $111,662,000 working capital 

allowance. We have determined that the appropriate working 

capital allowance is $73,951,000. Our adjustments are set forth 

as follows: 

Adjustments to ~lorking Capital Allowance 
$(000) 

Working Capital Allowance Per Company 

Adjustments: 

1. Fuel Inventory 
2. Temporary Cash Investments 
3. Nuclear Site PS&I 
4. Property Ins. Res. 
5. SCS Charges 
6. Adj. for Inflation 
7. Peferred O&M 

Total Adjustments 

Adjusted \lorking Capital 

A discussion of these adjustments follows. 

1. Fuel Inventory 

Coal Inventory 

$ 111,662 

(25,242) 
(13,453) 
(1,752) 
(1,147) 

(686) 
(1 01) 

4,683 

(37,711) 

$ 73,951 

Fuel inventory is an element of working capital and, as 

such, the Company should earn a return on its investment in fuel 

stocks that are reasonably and prudently included in fuel 

inventory. Determining the amount of fuel inventory to include in 

t~e rate base is not an easy task. On one hand, there is the 

overriding concern that fuel inventory be adequate to reasonably 

ensure the continuous generation of electricity to avoid 

disruptions of service. On the other hand, is the desire to not 

require the ratepayers to support investment in fuel inventory 

beyond the amount necessary for the dependable operation of the 

generating system. 

In this proceeding, Staff raised several issues concerning 

the Company's proposed coal inventory. Mr. Parsons and Mr. Ludwig 

testified extensively on the subject. 

The first issue concerned the projected purchase prices and 

chargeout prices for coal during the test year. At the 

commencement of the case, all parties stipulated that the issue of 

the price paid for coal produced at the Alabama By·Proqucts 

Company's Maxine Mine would be heard and decided in Docket No. 

820001-EU. The parties further agreed to place subject to refund, 

that amount of the revenue increase awarded, if any, associated 

with the return on working capital, attributable to the Maxine 

<\.coal, pending the outcome of Docket No. 820001-EU. We approve the 

stipulation and implement it b'y placing $13,442 of the Company's 

overall award subject to refund. 
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Ho~ever, a question remains concerning the price paid for 
coal from other sources. In its original filing in MFR B-lZ, Gulf 
projected a 13-month average ending balance for system coal 
inventory of 1,496,714 tons valued at $94,614,317 or $63.2147 per 
ton. However, in Exhibit 240 Gulf indicated that it revised its 
forecast to 1,300,181 tons valued at $83,293,823 or $64.0633 per 
ton. 7his amounts to a reduction in total coal inventory as 
proposed by the Company, of $11,320,494. Although the Company 
settled on a system average price of $64 per ton, evidence adduced 
at the hearing showed that the average price for coal inventory 
for Plant Daniel is approximately $79 per ton. The delivered 
price per ton for the projected test year ranges from a low of 
$75.81 to a high of $85.58 or GEX coal and a lo~ of $82.62 to a 
high of $92.38 for ARCO coal. While this issue was explored at 
the hearing, we conclude that the evidence presented to us raises 
a question but does not resolve it. We, therefore, make a 
carefully limited finding of fact that for the puposes of this 
rate case only, we will accept the purchase and charge out prices 
for coal proposed by the Company as reasonable. However, we 
intend to examine this issue in greater detail, either in Gulf's 
Fuel and Purchased Power Cost Recovery proceedings or in a 
separate investigation. Our acceptance of the Company's proposed 
costs does not preclude us from a prospective adjustment in a 
later, different docket, should we conclude that it is warranted 
on the basis of a complete record on this point. 

Of its total inventory, the Company proposed to allocate 
$12,733,000 to its Unit Power Sales contract. It is the proper 
allocation and we approve it. If we were to make no further 
adjustmeuts, the Company's proposed coal inventory, before 
application of the jurisdictional separation factor would be 
$70,560,823. 

However, the next issue raised by Staff was whether the 
amount of coal in the Company's projected inventory is 
reasonable. Mr. Parsons testified that the Company has for many 
years followed a policy of maintaining its inventory at a 60-day 
nameplate capacity level. This means that assuming all of its 
coal fired generating plant operated at a 100% capacity factor, 
enough coal is on hand to operate the plants for 60 days. 
Assuming a more realistic capacity factor of SO%, this is roughly 
the equivalent of 120 days burn. Mr. Parsons further testified 
tht the projected test year inventory will exceed the 60-day 
nameplate target by 89,985 tons with a value of $5,759,059. Mr. 
Parsons stated it was not possible to precisely achieve the 60-day 
nameplate target and therefore the entire projected inventory 
should be included in working capital. 

During his testimony, Mr. Parsons agreed that several 
different factors ought to be considered in developing a policy 
concerning the proper level of inventory. They include the demand 
for electricity based on historical and projected consumption, the 
reliability of coal suppliers and transportation including such 
things as labor contingencies, c~al mining contingencies, supply 
versus demand for coal, supplier performance history, procurement 
leverage, the cost of maintaining alternative levels of coal, the 
cost of spot coal and the ability of the Company to purchase power 
from other sources and the cost of that power. Mr. Parsons 
testifjed that the 60-day nameplate policy has been continued not 
on the basis of any objective study weighing the importance and 
economic value of those factors; rather, the policy is based on 
the collective wisdom of the Company's management. He further 
testified that because all four operating companies of Southern 
follow the same 60-day nameplate policy, all have agreed to share 
their fuel supplies if one company experiences a fuel emergency. 
Mr. Parsons expressed concern that if Gulf unilaterally changed 
its policy, it might lose .the perogative to call on members of the 
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Southern system if it encountered a fuel shortage. Other than to 

say that the 60 day nameplate target was difficult to achieve with 

precision, Mr. Parsons offered no real defense of that portion of 

inventory in excess of the 60-day nameplate level. He agreed that 

the test year fluctuation above the 60-day nameplate level may not 

be representative of future conditions. 

With all deference to Gulf's management, a policy followed 

by management that has such a tremendous financial impact on 

ratepayers must be substantiated with more than an assertion that 

it is the result of collective management wisdom. We do not wish 

to substitute our judgment for that of management. However, we 

insist that management's judgment be substantiated in a way that 

permits intelligent review of it. In this context, this can best 

be accomplished by performance of an analysis or study that 

identifies all of the major factors that influence development of 

a coal inventory policy, indicates the relative weight that should 

be attached to each factor, and evaluates the benefits and costs, 

in light of these factors, associated with a range of alternate 

coal inventory levels. Tite reasons why a particular factor is 

selected, why a particular weight is attached to it, and how it is 

included in a cost benefit analysis of alternative inventory 

levels should be clearly stated. In the absence of that kind of 

eoopirical support for its position, we find that the Company 

failed to carry its burden of proof with respect to the soundness 

of its 60-day nameplate policy. 

Staff urged us to make two adjustments concerning the 

Company's proposed inventory level. The first adjustment would 

reduce inventory to the Company's stated 60-day nameplate level. 

We accept this adjustment. From the evidence, we conclude that 

the coal inventory fluctuates above and below the 60-day nameplate 

target from one year to the next. The Company presented no 

persuasive evidence as to why the ratepayers should hear the 

fortuity of a test year inventory in excess of the Company's 

stated policy. Therefore, the Company's proposed inventory of 

$70,560,823 is reduced by $5,759,059 to $64,801,764, the 13 month 

average value of the coal inventory at a 60-day nameplate level. 

Staff also urged us to reduce inventory by an amount 

ncessary to bring it down to a 90-day projected burn level. A 

90-day projected burn policy would require the Company to maintain 

sufficient coal on hand to meet the expected burn for the 

imreediately succeeding 90 days. While the 60-day nameplate level 

is a relatively static target, a 90-day projected burn policy 

implies a rolling adjustment. Adoption of Staff's recommendation 

would reduce inventory to 756,649 tons with a value of 

$46,812,917. However, we reject Staff's recommendation for the 

same reason that we rejected the Company's 60-day nameplate 

policy, namely, that it is not supported in the record by the sort 

of objective evidence that would permit us to make an intelligent 

assessment of it. Staff must provide the same sort of analysis in 

support of its proposed inventory policy that we earlier required 

from the Company. 

We are left then with two proposed inventory values, one of 

$64,801,764 based on a 60-day nameplate level, and the other of 

$46,812,917, based on a 90-day projected burn level, the 

difference between the two being $17,988,847. Neither of the two 

policies is supported by sufficient evidence to allow us to say it 

ought to be the policy followed by the Company. We, therefore, 

will reduce the Company's proposed 60-day nameplate value by 

one-half of the difference between it and the Staff's proposed 

90-day projected burn value, $8,994,424. We are in effect 

reducing the Company's proposed inventory value because the 

Company failed to prove that its 60-day nameplate inventory policy 

was a reasonable and prudent policy. In so doing, we neither 
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endorse nor reject any particular coal inventory policy; the record 

does not permit us to determine what the Company's coal inventory 
policy ought to be. However, we cannot permit the Company to 
benefit from its failure to carry its burden of proof. Therefore, 

we have reduced inventory to a level that we believe to be within 

a zone of reassonableness. We hope that we will receive a full 
evidentiary presentation, as outlined above, in the Company's next 
rate case so that we may lay this issue to rest. 

The final issue raised with respect to the coal inventory 
was the proper accounting treatment of base coal in the various 
coal piles maintained by the Company. Base coal is the coal at 
the bottom of the pile that has been pulverized to the point that 

it cannot be used as fuel. The evidence shows that base coal in 
Gulf's generating plants in Florida was included in inventory 
while the base coal at Plant Daniel in Mississippe had been 
treated as a capitalized expense. The base coal in Gulf's Florida 
plants totals 53,000 tons with a weighted average original cost 
per ton of $6.0649, a total value of $321,440. However, including 

base coal in inventory with a test year projected cost of $64.0633 

per ton gives the same coal a value of $3,395,355. Staff 
recommended that no adjustment be made and that this issue be 
thoroughly explored in the Company's fuel adjustment proceeding. 

We accept Staff's recommendation inasmuch as the accounting 
treatment of base coal varies among the investor-owned utilities 

and we can more easily establish a uniform policy with respect to 

this issue in the fuel adjustment proceedings. 

Our adjustments to the Company's proposed coal inventory 

are summarized in the following table and, as shown there, we 
approve a test year coal inventory of $52,582,960. 

Adjustments to Company's Proposed Coal Inventory 

Co.'s origr.al proposed coal 
inventory per MFR B-12 

Adjustment for revised 
forecast per Ex. 240 

Adjustment for UPS contract 

Adjustment to reduce to 
60-day nameplate level 

13 month average 60-day 
nameplate level 

13 ~onth average 90-day 
projected burn level 

Difference between 60-day 
nameplate level and 90-day 
projected burn level 

1/2 difference between 60-day 
nameplate and 90-day projected 
burn level 

60-day nameplate level 
Less adjustment 
Approved coal inventory level 
Jurisdictional separation Factor 

Approved coal inventory level 
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$94,614,037 (system) 

(11,320,494) 

83,293,823 

(12,733,000) 

70,560,823 

(5,759,059) 

64,801,764 

46,812,917 

17,988,847 

8,994,424 

64,801,764 
(8,994,424) 
55,807,340 (system) 

.94223 

$52,582,960 (juris) 
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Heavy Oil Inventory 

Mr. Parsons testified tht the Company maintains a heavy oil 

inventory of 88,000 barrels at a value of $1,182,720 for use at 
the Crist Units 1, 2 and 3 when natural gas is either unavailable 

or more costly than heavy oil. The oil inventory at Crist is 
approximately 27 days burn. The Company also maintains a heavy 
oil inventory of 126,000 barrels with a value of $1,753,222 
(system) at Plant Daniel as Daniel has dual fuel capability. This 

level of inventory is approximately 10 days burn. Staff 
recommended that we include the heavy oil inventory at Crist in 
working capital but exclude the oil inventory at Plant Daniel. 

Staff contends that it is so unlikely that it will ever prove to 

be more economical to burn oil rather than coal at Plant Daniel 
that the oil inventory does not constitute property used and 

useful to serve retail customers. We reject Staff's 
recommendation as it is inconsistent with our policy of 
encouraging all new generating facilities as well as older 
facilities being converted from oil to coal to possess or retain 

dual fuel capability. Therefore, no adjustment will be made to 
the Company's proposed ~eavy oil fuel inventory. 

No. 2 Oil Inventory 

As with their coal inventory, the Company revised its 
forecast for its No. 2 fuel oil inventory, reducing its test year 
value by $144,361. We therefore have included the No. 2 fuel oil 

inventory in the test year rate base at a value of $938,647. 

2. Temporary Cash Investments 

Gulf included $13,453,000 relaied to temporary cash 
investments in working capital on the ground that they are a 
normal part of utility operations. However, inclusion of 
temporary cash investments in working capital will not affect the 
ratepayers only if the Company earns exactly the approved pretax 

rate of return on them, an unlikely event. If the temporary cash 
investments earn less than the approved rate of return, the 
ratepayers make up the difference; conversely, if the Company's 

return on temporary cash investment exceeds its approved rate of 
return, the ratepayers benefit. To prevent subsidization of the 

Company by the ratepayers or vice versa, temporary cash 
investments will be excluded from working capital. Therefore, 
working capital is decreased by a jurisdictional amount of 
$13,453,000. In a similar manner, earnings derived from temporary 

cash investments will be excluded from NOI. 

3. Deferred Debits, Deferred Credits and Operating Reserves 

In calculating its working capital allowance, the Company 

included $4,958,000 ($5,282,000 system) in deferred debits, 
deferred credits and operating revenues. This treatment is 
consistent with Gulf's last rate case and our recent decision in 

Docket No. 820007-EU and Docket No. 820097-EU. Public'Counsel 
objected to inclusion of these items in Working Capital on the 
grouhd they are not used to meet day-to-day operating and 
maintenance expenses. However, we believe inclusion of these 
items in working capital provides a better match between rate base 

and capital structure and therefore will not depart from our 
established policy. 
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Having established the general principle of inclusion, we 
must review each item that falls within this categroy to determine 
whether on its own merits it is properly included in the Company's 
retail rate base. Staff recommended that we eliminate $1,752,000 
from working capital, the amount included by the Company for the 
cost of evaluating a parcel of land for suitability as a nuclear 
plant generation site. We approve Staff's recommendation because 
the Company does not have any current plans to construct a nuclear 
facility at any time in the forseeable future. 

Public Counsel urged us to exclude $1,039,000 from working 
capital; the amount included by the Company for the preliminary 
survey and investigation charges related to the Caryville site. 
Since the site is itself in rate base as plant held for future 
use, we will include the survey and investigation charges in 
working capital. 

4. Property Insurance Reserve 

The Company agreed with the Staff that the unfunded portion 
of the property insurance reserve represents a cost free liability 
to the Company that could be used to reduce working capital 
requirements. Public Counsel asserted that this item should be 
excluded from rate base. We think Staff's approach is correct; 
therefore, working capital is reduced by $1,147,000 so as to treat 
the unfunded portion of the property insurance reserve as a cost 
free liability. 

s. Southern Company Services Charges 

As a member of the Southern Company, Gulf purchases 
services at cost from the Southern Company Services, Inc. This 
arrangement gives Gulf access to the services of experts which 
Gulf, because of its size, cannot afford to retain in house. 
While we have no doubt that the services provided by Southern 
Company Services are valuable, we do question the reasonableness 
of the amount of payments to Southern Company Services budgeted by 
Gulf for the test year. In 1982, Gulf paid Southern a total of 
$13,282,135 while it has budgeted a total of $15,982,000 for 1983, 
an increase of 20.33\. When the Southern Company Services charges 
are differentiated into O&M expenses and capitalized expenses, the 
percentage increases are markedly different: 

Southern Company Services Char~es 

1982 1983 Increase \Increase 

O&M $9,280,000 $10,136,991 $856,991 9.23\ 
Expenses 

Capitalized 
Expenses 4,004,135 5,845,009 1,842,874 46.05\ 

~\ 

To analyze these increases, we first determined that Gulf's 
expected customer growth in 1983 is 3.63\ and inflation is 
expected to be 6.1\; these numbers yield a compound growth rate of 
9.95\. We use this as a standard of reasonableness against which 
to measure the anticipated increases in Southern Company Services 
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charges. The expected increase in O&M expenses of 9.23% meets our 

standard but the 46.05% increase in capi~alized expenses is far in 

excess of what can be accounted for by inflation and customer 

growth. The Company offered no adequate explanation of why 

services from SCS which would be treated as capitalized expenses 

are expected to increase by that amount. In the absence of an 

adequate explanation, we will disallow that portion of the 

increase that exceeds the 13 month average charge for 1982 for 

capitalized services plus 9.95%. The 13 month average for 1982 of 

$2,001;068 (assuming the expenses were incurred ratably over the 

period), plus 9.95% of that amount to account for inflation and 

customer growth is $2,200,174. The 13 month average for 1983 of 

$5,845,009, the amount budgeted by the Company, is $2,922,505. 

The jurisdictional difference is $686,000. We, therefore, reduce 

rate base by $686,000 to eliminate the excessive increase in test 

year SCS services which are treated as capitalized expenses. 

6. Inflation and Escalation Rates 

In another section of this Order, we set forth our reasons 

for reducing the 1982 and 1983 escalation rates used in projecting 

the test year rate base and operating expenses. The effect of 

using lower escalation rates is to reduce working capital by 

$101,000. 

7. Employee Stock Ownership Plan - Accounts Payable 

The Company contends that accounts payable related to its 

Employee Stock Ownership Plan (ESOP) should not be treated as cost 

free liabilities because they represent funds that have been set 

aside to purchase stoc~. Public Counsel asserts that the ESOP 

accounts payable are cost free liabilities. Having considered the 

record of this case, we find that we should consider ESOP accounts 

payable as cost free liabilities until such time as they are 

converted to common stock. The accounts payable are the result of 

an accrual process and the Company does not have any identifiable 

cost that could be applied to the accounts payable. Working 

capital should be reduced by $13,000 to recognize ESOP accounts 

payable as cost free liabilities. 

8. Unamortized Expense Balance 

In another section of this Order we set forth our reasons 

for requiring the Company to amortize expenses related to boiler 

maintenance and turbine inspection over a three year period. The 

unamortized balance of these expenses should be included in 

working capital; therefore, we increase the Company's proposed 

working capital allowance by $4,683,000. 

Unbilled Revenues 

The Company has been accruing and recording unbilled 

revenues for book and financial reporting purposes since 1974. 

All of the parties agree that the related assets and liabilities 

should be included in the working capital allowance since the 

Company actually records unbilled revenues. Previously, we have 

included unbilled revenues if a Company actually records them for 

book and financial reporting purposes. We will continue that 

policy and include the assets and liabilities related to unbilled 

revenues in working capital because the Company actually records 

them. 
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Transition Adjustment 

All parties agreed that no adjustment was necessary to 
remove the effects of the transition adjustment granted in Docket 
No. 820001-EU from working capital since the working capital 
allowance proposed by the Company does not include any amounts 
related to the transition adjustment. 

Materials and Supplies 

The Company proposed to include $12,41,000 for materials 
and supplies in working capital. On a jurisdictional basis, this 
constitutes an increase of .72\ from 1981 to 1982 and 1.49\ from 
1982 to 1983. The Company's projected increases are conservative 
when compared to anticipated inflation rates of 5-7\ for the same 
period of time. The amount proposed by the Company is approved. 

Common Stock Dividends Payable 

In calculating its working capital allowance, Gulf did not 
treat common stock dividends as cost free liabilities. Public 
Counsel asserts that the dividends should be treated as a cost 
free source of funds. According to Public Counsel, the nature of 
these funds changes when dividends are declared and they become an 
ordinary liability of the Company. The Company contends that the 
dividends represent common equity over which the stockholders 
still maintain control. 

In our opinion, common stock dividends should earn a return 
because they represent stockholders' equity until such time as 
they are actually paid. Therefore no adjustment is necessary. 

Caryville Cancellation Charges 

The Company included $1,962,000, the amount of the 
unamortized Caryville cancellation charges, in its proposed rate 
base. Public Counsel believes these charges should be eliminated 
from the rate base as they do not constitute property used and 
useful in serving Gulf's retail customers. 

This issue has also been thoroughly examined in the 
Company's previous two rate cases. In both of those cases we 
found that the Company's "decision to cancel its Caryville 
facility was prudently based upon an economic advantage to Gulf's 
customers associated with purchasing the Scherer capacity in lieu 
of constructing the Caryville facility". (Docket No. 810136-EU, 
Order No. 10557, p. 13.) Nothing of an evidentiary nature has 
been offered in this case to persuade us to reverse our earlier 
findings. Thus, the Caryville cancellation charges will continue 
to be amortized above the line over a five year period, with the 
unamortized balance included in the rate base. As in the past, 
the resulting revenue requirements will continue to be collected 
subject to refund, pending the consummation of Gulf's contract to 
purchase a portion of Plant Scherer. 

H. Total Rate Base 

Based upon total test year net utility plant of 
$562,945,000 and a working capital allowance of $73,951,000, the 
total test year rate base is $636,896,000. 
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NET OPERATING INCOME 

Having established the Company's rate base, the next step 

in the revenue requirements formula is to determine the net 

operating income applicable to the test period. 

The Company has proposed a test year net operating income 

of $51,908,000. Evidence developed during the course of the 

proceeding has led us to increase that amount to $60,015,000. Our 

adjustments are set forth as follows: 

Adjustments to NO! 
$(000) 

Per Company 

A. Operating Revenues $358,792 

Operating Expenses 
B. Operating and 

Maintenance 

C. Depreciation and 

240,644 

Amortization 29,297 

D. Taxes Other Than 
Income Taxes 14,251 

E. Income Taxes 
Currently Payable 6,344 

F. Deferred Income 
Taxes (Net) 10,490 

G. Investment Tax 
Credit 5,858 

H. Gain on Sale of 
Plant 0 _ _...;::...._ __ 

I. Total Operating 
Expenses 306,884 

J. Net Operating 
Income $ 51,908 

A. Operating Revenues 

Adjustments 

$9,142 

(6,340) 

0 

18 

8,408 

(1,051) 

0 

0 

1,035 

8,107 

Customer Sales and Demand Forecast 

As Adjusted 

$367,934 

234,304 

29,297 

14,269 

14,752 

9,439 

5,858 

0 

307,919 

$ 60,015 

Mr. Shearer and Mr. Oerting testified about the Company's 

projected test year peak demand, number of customers, and KWH 

sales. We find that the Company's forecasting methodology and the 

resulting projections are reasonable. Mr. Shearer, Mr. Haskins, 

and Mr. Scarbrough attempted to explain how the billing 

determinants are derived from the forecasts made by Mr. Shearer 

and Mr. Oerting. We find that the Company's proposed billing 

determinants are reasonable and may be used to design tne rates 

approved as part of this proceeding. Most of the projected 

billing determinants are based on historical relationships, 

modified due to known facts. Although we cannot check the test 

year data in this fashion, comparison of 1982 actual data to 1982 
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projected data shows no significant variation. Because the same 
methodology was employed to forecast the 1983 billing 
determinants, we find the projections are reasonable. 

Revenues from Present Rates 

After the Company filed a petition initiating this docket, 
the Commission took final action in the Company's previous rate 
case, Docket No. 810136-EU. In Order No. 10963, we authorized the 
Company to revise its rate schedules to generate $1,374,277 in 
additional gross revenues effective June 17, 1982. During the 
hearing, the Company submitted Exhibit No. 17 P, which is revised 
MFR Schedule E-4(a), showing the additional revenues resulting 
from Order No. 10963. Based on this exhibit, we will increase the 

Company's test year operating revenues by $1,148,000 to reflect 
the rates currently in effect. 

Schedule E and Economy Sales Revenues 

The Company did not include two other sources of revenue in 
projectirii test year operating revenues. First, the Company did 

not include the income it receives from economy energy sales. The 
Company contends one, that economy energy sales cannot be 

forecasted accurately, and two, since the plant out of which 
economy sales are made is always available to serve retail 
customers, that the profits of economy energy sales should go to 

the stockholders rather than to the ratepayers. We disagree 
sharply with the Company's second contention. Since the 
ratepayers are paying the full cost of the generating facilities 

out of which economy energy sales are made, any income derived 

from the use of those facilities should inure to the ratepayers' 
benefit. Therefore, income from economy energy sales will be 
included in test year operating revenues. The real question is 
what level of economy energy sales income to anticipate for 1983. 

While disavowing its accuracy, the Company projected 1983 economy 

energy sales revenue of $345,815. Public Counsel and the FEA 
urged us to examine the level of sales for the years 1976-1982 and 

anticipate economy energy sales of $2,685,000 and $1,018,000, 
respectively. However, the historical figures are somewhat 
misleading because they occurred before the Company sold off much 

of its unused capacity in unit power sales. We are therefore 
inclined to adopt the Company's estimate of $345,815 as the best 

available. Our review of this whole issue has led us to conclude 

that the Commission should institute a generic investigation to 

consider a true up of economy sales forecasts for all electric 
companies in the fuel adjustment clause docket. 

Second, the Company also failed to include $4,905,000 of 
Schedule E capacity credits it receives from its Schedule E 
customers. Again the Company argues that since the ratepayers pay 
for service, not ownership, of the facilities, and since Schedule 

E sales do not affect the cost of serving retail customers, the 

stockholders should receive the benefit of Schedule E capacity 
pay~ents. Again, we disagree with the Company. Since the 
ratepayers must provide a return on the generating facilities from 

which both retail and Schedule E sales are made, capacity payments 

made by Schedule E customers should offset the return provided by 

retail ratepayers. Otherwise, the Company would earn ~ double 
return on a portion of its generating facilities because the 

retail and Schedule E customers would be paying a return on the 
same facilities. For these reasons test year operating revenues 

are increased by $4,905,000 to reflect Schedule E capacity 
payments that will be received by the Company during the test year. 
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Temporary Cash Investments 

Another adjustment that must be made to operating revenues 

is the result of our decision to exclude temporary cash 

investments from working capital. Earnings related to those 

investments must be removed from test year operating revenues. 

Therefore, test year operating revenues are reduced by $2,649,000. 

Adjustments Related to Unused Capacity 

In 1975, Gulf decided to purchase from Mississippi Power 

Co·mpany an undivided one-half interest in Daniel Units 1 and 2 

located in Jackson County, Mississippi, thereby increasing its 

generating capacity by 511 M\L In 1976, it was agreed that Unit 2 

would be deferred from 1979 to 1980 and that Mississippi Power 

Company would complete and own Unit 1 when it became commercial in 

1977. Upon commercial operation of Unit 2, Gulf and Mississippi 

Power would then each own 50% of each unit. Unit 2 was deferred 

again, beginning commercial operation in June 1981. 

Although this Commission never formally approved Gulf's 

purchase of Plant Daniel, we included it in the Company's rate 

base in the last rate case. In this proceeding, Mr. Earl Parsons, 

testifying for Gulf, presented testimony showing that the purchase 

of an interest in Plant Daniel and an interest in Plant Scherer, 

in lieu of constructing a plant on Gulf's Caryville site, is the 

most economic way to meet the expected long term growth in demand 

on Gulf's system. While we do agree that the purchase of Plant 

Daniel is in the long term best interest of Gulf's r9tepayers, it 

is equally clear that the purchase of Plant Daniel created a short 

term over-supply of generating facilities on Gulf's system. In 

its last rate case, Gulf projected that, before the reserve 

margins of all the Southern operating companies were equalized, it 

would have a reserve margin of 66.2% in 1981. For system planning 

purpos~s, a reserve margin of 25% is considered adequate. In this 

rate case, before the reserve equalization process, and before 

all-system sales are considered, Gulf's reserve margin is 

projected to be 55.3% in 1983. Thus, our overriding concern is to 

ensure that the Company made every reasonable effort, in a timely 

fashion, to minimize, if not avoid, imposition of the revenue 

requirements associated with Plant Daniel on retail customers for 

that period of time when the Daniel capacity is not necessary to 

serve them. 

In Gulf's last rate case we penalized the Company for 

failing to prudently identify and quantify the factors affecting 

load growth during the 1970's, because Gulf's failure in that 

regard meant that it did not begin to negotiate off-system sales 

of its unused capacity until 1980. We concluded that had the 

Company acted prudently it would have attempted to arrange 

off-system sales in the late 1970's. We therefore refused to 

impose the revenue requirements associated with the unsued 

capacity at Plant Daniel on the retail ratepayers and adjusted 

test year revenues by $3,099,000. 

In this case, we are presented with a somewhat 4ifferent 

factual situation. Gulf has entered into a Unit Power Sales 

contract (hereinafter referred to as the UPS contract) with 

Florida Power & Light Company and Jacksonville Electric 

Authority. Under the terms of the contract, FPL and JEA will own 
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238 MW of Gulf's share of Plant Daniel and thus be exclusively 
entitled to the output of that portion of the plant, through the 
mid 1990's. Unlike other off-system sales made by Gulf, the UPS 
contract is a firm sale of capacity. The 238 MW will not be 
available to serve Gulf's retail or other wholesale customers 
during the life of the contract. The UPS customers will pay all 
of the fixed and variable costs associated with the 238 MW, 
including a return on Gulf's investment. Because the UPS contract 
is a wholesale transaction, it is regulated by the FERC. Cur sole 
concern is whether Gulf has properly allocated all of the 
investment, operating costs, and revenues associated with UPS out 
of the retail jurisdiction. This issue was thoroughly explored 
during the cross-examination of the Company's witnesses, Mr. 
Carzoli and Mr. Parsons. Mr. Parsons testified that the fixed 
expenses were allocated between UPS and other customers on the 
basis of the ratio of 238 MW to 511 MW or 46.58\. The variable 
O&M expenses are allocated on the ratio of electricity provided to 
UPS and to other customers. Since the UPS customers are expected 
to receive 74.26% of the electricity expected to be produced in 
1983 from Plant Daniel, they were allocated 74.26% of the variable 
costs of the unit. 

In its original filing, the Company allocated $106,869,000 
of rate base investment to the UPS contract as follows: 

Plant in Service 

Accumulated Depreciation 

Net Plant 

Working Capital 

Fuel 
Other 

Total Working Capital 

Rate Base 

System 

$105,131,000 

(15,197,000) 

$ 89,934,000 

12,162,000 
4,773,000 

$16,935,000 

$106,869,000 

During his cross-examination, Mr. Carzoli agreed that as a result 
of the Company's revised coal inventory forecast, an additional 
$571,000 (system) should be allocated to the UPS contract, making 
the total fuel inventory allocation to UPS $12,733,000 (system). 
With that correction, we approve the Cocpany's allocation of rate 
base to UPS. The Company's allocation of $88,663,000 (system) in 
operating revenues and $77,014,000 (system) in operating expenses 
as shown in the following table is also coirect and we approve it: 
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Adjustment to Inccme Statement for the UPS Contract 

Operating Revenues 

Operating Expenses 

Fuel 

Variable O~M 

Fixed O~t-1 

Depreciation 

Amortization of ITC 

Income Taxes-Cum. Pay. 

Deferred Inc. Taxes 

Taxes Other Than Inc. 

Gross Receipts Tax 

Total Operating Expenses 

Net Operating Income 

$ 

Slstem 

88,663 

56,999 

3,114 

3,149 

3,985 

010) 

2, 433 

3,062 

3,252 

1,330 

$ 77! 014 

$ 11 ,649 

Public Counsel contends that Gulf erred in excluding the 

investment associated with the UPS contract from the retail rate 

base. Public Counsel argued that the unit power sales are an 

integral part of the Company's jurisdictional operations and 

should be included in the determination of the Company's revenue 

requirements. To do otherwise, would, in Public Counsel's 

opinion, force the retail ratepayers to subsidize unit power sales. 

However, we have examined the UPS contract and the 

associated cost and allocation from all angles and we come to the 

opposite conclusion. If the proper amounts of investment, 

operating expenses and revenues are allocated to UPS customers, 

retail ratepayers will not only not subsidize UPS customers, but 

on the contrary, they will benefit handsomely from the sales, in 

the sense that they will not have to support the capacity sold in 

a UPS transaction for the life of the contract but the capacity 

will be available to serve them when they need it in the future, 

at a relatively reduced price when compared with the cost of 

future construction. Therefore, we reject Public Counsel's 

argument because the UPS contract is a wholesale transaction, not 

properly included in the retail jurisdiction and because we find 

that Gulf properly allocated investment, operating expenses and 

revenues between the UPS and retail customers. Thus, we find that 

retail customers are not subsidizing UPS customers, and that there 

has been a proper accounting of 238 of the 511 MW's and the 

dollars associated with that capacity. 

We now turn our attention to the remaining 273 MW of Plant 

Daniel owned by Gulf. Under the Intercompany Interchange Contract 

(hereinafter referred to as the IIC) Gulf and the other operating 

companies on the Southern system buy and sell capacity from each 
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other on an annual basis so that each company ends up with the 
same reserve margin, hovering around 25% from one year to the 
next. Under the terms of the IIC signed in November 1981, the 
contract which formed the basis for this rate case filing, Gulf is 
projected to sell 186 ~m to the other members of Southern during 
the peak month of August in 1983. We assume that Gulf's projected 
sale of 186 ~J to the pool was made possible by Gulf's purchase of 
a portion of Plant Daniel. We make this assumption because Plant 
Daniel was the incremental generating source added to Gulf's 
system; and by selling 238 ~~ off-system under the UPS contract 
and 186 MW to the Southern power pool, Gulf brings its projected 
reserve margin in 1983 down to the acceptable level of 23%. More 
importantly, Gulf's system average embedded capacity cost without 
Plant Daniel is $200 per KW,, whereas the test year net investment 
in Plant Daniel is $371 per KW. If Gulf must make off-system 
sales to bring its reserve margin to an acceptable level, as it 
must during the test year, it ought, if at all possible, to sell 
its most expensive capacity off-system, retaining its lower cost 
capacity for the benefit of its retail ratepayers. In this 
proceeding, Gulf failed to prove that its only available option 
was to sell 186 MW of its unused capacity through the ICC. 

Therefore, as we did with the UPS contract, we must assure 
ourselves that this sale of capacity to the Southern pool does not 
require the retail ratepayers to subsidize the purchasers of that 
capacity. The annual revenue requirements associated with 186 MW 
of Plant Daniel are $19,806,409. For the 186 MW it sells to the 
Southern pool, Gulf was projected to receive $12,260,555 over the 
course of the year in capacity payments. Also, we must consider 
the fact that if Gulf did not have capacity from Plant Daniel to 
sell to the pool, it would end up a net purchaser of capacity from 
the pool over the test year. Therefore, in addition to crediting 
capacity payments it received from the 186 MW sale against the 
revenue requirements associated with that capacity, we also credit 
against the revenue requirements the capacity payments Gulf would 
have made during the test year if it had not purchased a portion 
of Plant Daniel. 

Another source of income which should be credited against 
the revenue requirements of the 186 MW comes from the Company's 
projected test year Schedule E and economy sales. The Company 
projects income of $5,206,000 from Schedule E capacity payments 
and $367,000 from economy sales in the test year. We will credit 
a portion of this income against_the revenue requirements of the 
186 MW. The amount credited is based on the ratio of 186 MW to 
the Company's total installed capacity available to make those 
sales of 1,793 MW (the Company's total installed capacity less the 
238 MW allocated to the UPS contract). Thus, we credit $578,125 
of Schedule E and economy sales against the revenue requirements 
of the 186 MW. We allocate only a portion of the Schedule E and 
economy sales income to the 186 MW because Mr. Parsons testified 
that these sales are made from all of the Company's installed 
generating facilities, with the exception of the 238 MW associated 
with the UPS contract, and refused to agree that the sales were 
made primarily from Plant Daniel. 

Having credited all possible sources of income against the 
revenue requirements of the 186 MW, there is still a shortfall of 
$5,722,602 (system). During the test year, the Company would have 
the retail ratepayers support the revenue requirements of the 186 
MW in the amount of $5,391,931, despite the fact that the 186 MW 
is above and beyond the capacity necessary to maintain an adequate 
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reserve margin for Gulf. The shortfall comes about because the 

Company is selling its marginal capacity at average embedded cost 

rates. While the embedded cost rate provision of the IIC may, in 

the long run, benefit Gulf's ratepayers, it will cost them dearly 

in the test year. In effect Gulf's ratepayers are providing a 

reserve margin for other Southern companies's ratepayers at 

average embedded cost rates, supplying the difference between 

average and marginal capital costs themselves. Had the Company 

proved in this case that the short term costs associated with the 

oversupply of capacity due to the purchase of Plant Daniel were 

outweighed by the long term benefits associated with the 

acquisition, and had they proved that disposition of 186 MW via 

the IIC was the best because it was the only possible sale from 

that capacity, our decision today might be different. These 

issues would of course again raise the question of the timelines 

of the Company's efforts to bring about off-system sales on more 

favorable terms. However, the Company has consistently taken the 

position that the retail ratepayers are fully compensated for the 

capacity sold under the reserve equalization process contained in 

the IIC. We simply disagree with that proposition. Therefore, we 

will reduce the Company's revenue deficiency by $5,391,931 so as 

to avoid retail ratepayer subsidization of off-system sales. Our 

adjustment is summarized in the following table: 

Adjustment for Off-System Sale 
of Plant Daniel Capacity 

Revenue requirement associated 
with 186 MW of Plant Daniel 

Net difference in !CC capacity 
payments for 186 MW of capacity 

$12,260,555 capacity payments received 

1,245,127 capacity payments avoided 

$13,505,682 

Revenue Requirements Associated 

with Sch. E and Economy Sales 

( 186 lot\1 X 
1 "7"9! M\'1) 

($5,206,000 + 367,000) 

Net Annual Revenue Requirements 
associated with 186 MW of Plant Daniel 

Jurisdictional Separation Factor 

Jurisdictional Adjustment For Off

System Sale of Plant Daniel Capacity 

$19,806,409 

(13,505,682) 

(578,125) 

$5,722,602 

.94221661 

$5,391,931 

Our adjustment may be somewhat conservative when the 

Company's position under the IIC signed in November 1982 is 

considered. The projected capacity sales by Gulf during the peak 

month in 1983 have been revised downward from 186 MW to 72.4 MW. 

With no change in the level of utilization of Plant Daniel for the 

retail ratepayers, this leaves Gulf a projected reserve margin of 

37.1\ in 1983 corresponding to 88.1 MW of plant that is neither 

necessary to serve retail customers in the test year or off-set by 

an off-system sale. The test ye.ar revenue requirements associated 
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with the 88.1 MW of capacity in excess of a 25\ reserve margin are 
$10,383,281. We would credit $258,011 of income from Sch. E and 
economy sales agasint the revenue requirements of the 88.1 MW. To 
this must be added the adjustment of $3,977,740 which is the 
r~venue shortfall resulting from the sale of the 72.4 MW under the 
IIC. The calculation of these adjustments is set out in greater 
detail in Appendix D. Suffice to say that if we based our 
adjustment on the November 1982 IIC, the adjustment would be 
$14,103,010 rather than the $5,391,931 we approve today. We base 
our adjustment on the November 1981, rather than the November 1982 
contract, only because the latter was received as a late filed 
exhibit after the close of the hearings held in this case and has 
not received the full review given the 1981 contract. 

A portion of Plant Daniel will be used to serve retail 
customers during the test year. After accounting for UPS and IIC 
sales, 87 MW are available to serve retail customers. Mr. Parsons 
testified that of the 1878.5 GWH expected from Plant Daniel in 
1983, 483.5 GWH would be sold to retail customers. This results 
in a capacity or utilization factor of the 87 MW of 63\. Thus, it 
is entirely appropriate for the retail rate customers to pay the 
revenue requirements associated with the remaining 87 MW Of Plant 
Daniel owned by Gulf. 

Fuel and Conservation Revenues 

Since the Company made an adjustment of $139,000 for the 
over-recovery of revenues in its Fuel and Purchase Power Cost 
Recover Factor, no further adjustments are necessary to make fuel 
costs equal fuel revenues in this proceeding. Public Counsel 
advocated the total exclusion of fuel expenses and revenues from 
the calculation of the Company's NOI. We decline to adopt their 
suggestion but note that since fuel expenses and revenues are 
equal, the effect on NOI is the same as excluding them. 

The evidence shows that the Company's conservation costs 
and revenues are equal; therefore, no adjustment to NOI is 
necessary. Again, Public Counsel urged us to exclude conservation 
costs and revenues from the calculation of the Company's NOI. 
Again, we decline to adopt their suggestion with the observation 
that since conservation costs and revenues are equal, they will 
have no effect on the Company's NOI. 

Test Year Operating Revenues 

The effect of the adjustments described above is to 
increase test year operating revenues by $9,142,000. We therefore 
approve test year operating revenues of $367,934,000. 

Operating Expenses 

The Company has proposed test year operating and 
maintenance expense of $306,884,000. We have made several 
adjustments which have the effect of increasing test year 
operating expenses by $1,035,000 to $307,919,000. A discussion of 
our adjustments follows. 

B. Operations and Maintenance Expense 

The Company has proposed test year operating and 
maintenance expenses of $240,644,000. We have determined that 
this amount should be reduced to $234,304,000 as follows. 
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Adjustments to O&M Expenses 
$(000) 

Per Company 

Adjustments 
1. Inflation 
2. Non-recurring Maintenance 
3. Rate Case Expense 
4. Dues 
S. Contributions 
6. Advertising 
Total Adjustments 

Adjusted O&M Expense 

1. Inflation and Escalation Rates 

$240,644 

(2,334) 
0,831) 

( 21) 
(18) 
(27) 

(109) 
$ (6,540) 

$234,304 

In putting its rate case filing together, the Company 

assumed an inflation rate of 10.3% for 1982 and a 9% inflation 

rate for 1983. These assumptions were made during the second 

quarter of 1981. During his cross-examination, Mr. Scarbrough 

stated that the most current estimates for inflation are 5.2\ for 

1982 and 6.1\ for 1983. Public Counsel recommended a 6% inflation 

rate for both years. We approve use of an inflation rate of 5.2\ 

for 1982 and 6.1% for 1983. 

In estimating the level of increase in rate base and 

operating expense it would experience in 1982 and 1983, the 

Company did not utilize simply an expected rate of inflation but 

instead used an escalation rate which is·composed of an inflation 

rate and a 10.9\ wage increase in 1982 and a 9\ wage increase in 

1983. The base figures to which these escalation rates were 

applied have been adjusted to account for expected customer 

growth. As the wage increase reflects expected operating 

conditions during 1982 and 1983, we approve their use. Public 

Counsel suggested that we place a portion of the rate increase we 

grant today under bond subject to refund until the exact amount of 

the test year wage increase is known. Public Counsel urges that 

the record contains no evidence as to the reasonableness or 

fairness of the projected wage increases. However, the Company is 

currently negotiating this issue with its employees' union. We 

will not hold the salary increases subject to refund. It is not 

consistent with the philosophy of a projected test year to select 

one from among many of the Company's projections and place it 

subject to refund until the amount of the actual expense incurred 

can be determined. Staff monitors the Company's return on a 

monthly basis. If test year actual operations differ markedly 

from the Company's projections and the Company has excessive 

earnings, we are fully empowered to order a reduction in rates if 

warranted. 

As revised with the lower inflation rates, we approve of 

the use of escalation factors of 7.2\ in 1982 and 7t in 1983. The 

combined effect of using a 7.2\ escalation in 1982 and a 7% 

escalation in 1983 is to reduce test year operating expenses by 

$2,334,000 (juris.) and working capital by $101,000 (juris.) 
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z. Non-recurring Operating Expenses 

Since we employ a test year approach to ratemaking, we 
must ensure that test year operating expenses are representative 
of the expenses the Company will incur during the period the 
rates will be in effect. However, to say that test year revenue 
requirements should no~ jDclude any non-recurring expenses 
somewhat oversimplifies the issue because, given the nature of 
utility operations; every year will include some periodic 
expenses that will not be incurred the following year. Thus, 
what we really must determine is that the test year revenue 
requirements do not include excessive or unrepresentative 
non-recurring expenses. 

In its filing, the Company included $10,145,000 of 
operating expenses for turbine inspections, boiler maintenance, 
and turbine blade replacements. All of these expenses are 
periodic in nature but they are not usually performed on an 
annual basis at every generating facility. Turbine inspections 
are performed on a cyclical basis over a period of years, and 
boiler maintenance is performed at the same time. Turbine blade 
replacements are done on an as-needed basis. Evidence adduced at 
the hearing showed that of $10,145,000, $6,050,000 are expenses 
which would not normally occur in the test year but which had 
been deferred to the test year due to financial constraints in 
previous years. While we do believe the maintenance associated 
with the $6,050,000 needs to be done, these expenses should not 
be considered normal test year operating expenses. Staff 
suggested that these expenses should be amortized over the 
maintenance cycle of five years. We think three years is more 
appropriate. Therefore, we will reduce test year operating 
expenses by $6,050,000 but allow $Z,Ol7,000 as the test year 
amortization expense. This results in a net decrease of 
$4,033,000 in test year operating expenses. The jurisdictional 
amount of this adjustment is $3,831,000. 

The remaining $4,095,000 covers cyclical expenses which 
would normally occur in the test year. This amount compares 
favorably to the Company's four year average of all non-recurring 
expense items of $4,632,955. Therefore, $4,095,000 of 
non-recurring operating expenses is approved for the test year. 

We caution the Company that both the funds provided on an 
amortized basis and the funds allowed as normal test year 
operating expenses are, in our mind, earmarked for the 
maintenance work for which the Company requested them. Any 
decision to delay or defer the maintenance and put the funds to 
other uses will be viewed with extreme skepticism in subsequent 
rate cases. 

3. Rate Case Expense 

The Company's total rate case expense for this proceeding 
is $409,005; the Company proposed to amortize this over a three 
year period. Public Counsel argued that the rate case expense 
should be divided evenly between the ratepayers and stockholders, 
amortized over a three year period. We disagree with both 
positions. Rate case expenses are a normal operating ~xpense for 
a regulated utility and should be treated as such; it will not be 
split between ratepayers and stockholders. Additionally, the 
amortization period will be two years in view of the frequency of 
the Company's requests for rate relief. Therefore, we approve 
$Z93,835 as the rate case expense for the test year which 
includes $89,333 of expense from the Company's previous rate case 
and one half of the rate case expense of this proceeding. 
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4. Industry Dues 

The Company budgeted $91,369 (system) for industry dues for 

the test year. Our established policy is to allow a company to 

recover industry dues above the line if membership in an 

organization contributes to and facilitates the operation of the 

company to the benefit of the ratepayers. However, we disallow 

dues if the organization is similar to a Chamber of Commerce or is 

a lobbying organization. Applying those criteria in this case, we 

will allow $65,125 of industry dues but disallow $17,617. The 

Company also included $1,108,542 (system) in Electric Power 

Research Institute (EPRI) dues. We will allow the entire 

jurisdictional amount to be recovered because through its 

contribution to EPRI, Gulf supports industry research and 

development. In the past, we have allowed the Company to recover 

Edison Electric Institute dues but in this case the Company did 

not budget any dues for the test year. 

5. Charitable Contributions 

Consistent with our decision on this issue in Gulf's last 

rate case, we remove from operating expenses $27,000 of charitable 

contributions. Gulf may, of course, continue to make 

contributions to charities; our decision merely requires the 

stockholders, rather than the ratepayers, to make the donations. 

6. Advertising Expenses 

In this case, as in Gulf's last rate case, we reduce 

advertising expense by $109,000 to disallow area development and 

institutional advertising expenses. This kind of advertising 

falls within the category of image building and promotional 

advertising as defined by the Commission in Order No. 6465. As 

such, it is disallowed for ratemaking purposes. 

Injuries and Damages Reserve 

In the Company's last rate case, we allowed the Company to 

increase its annual accrual to its injuries and damages reserve to 

$1.2 million. We also decided to remove the cap on this reserve. 

Our decision was based on an examination of claims paid from the 

reserve over the last five years. In this proceeding we again 

reviewed the claims made against the reserve over the last five 

years and we remain convinced that $1,200,000 is the proper annual 

accrual to the fund. We, therefore, approve a test year reseve 

fund of $1,581,000, which is the 13 month average of the fund, net 

of claims and accruals. The fund will remain uncapped, and we 

will continue to monitor its adequacy. No adjustment is necessary. 

C. Depreciation and Amortization 

The Company has proposed test year depreciation expense of 

$29,291,000. This is the proper amount and no adjustment is 

necessary. 
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D. Taxes Other Than Income Taxes 

Effect of Other Adjustments 

This adjustment is mechanical in nature and serves to show 
the effect on taxes other than income taxes of the various other 
adjustments that we have made to the Company's proposed net 
operating income. The effect is to increase taxes other than 
income taxes by $18,000. 

E. Income Taxes Currently Payable 

Changes in Florida Income Tax Law 

The Florida Emergency Excise Tax (Ch. 221, F.S.) will be in 
effect during 1983. The tax paid is allowed as a credit five 
taxable years later. Generally accepted accounting principles 
would dictate deferral of the tax if material. Gulf's 1983 
emergency excise tax is immaterial and should be expensed during 
1983. Future tax expense should be reduced when the credit 
becomes available. Test year current income tax expense is, 
therefore, increased by $77,000. 

Tax Credits Generated For Research and Development 
Expenditures 

Public Counsel has raised for the first time in its 
post-hearing brief the issue of whether tax credits generated from 
research and development expenditures should be taken into 
consideration when arriving at forecasted net operating income. 

The propriety of a p·arty adding new issues after hearing is 
governed by Rule 25-Z2.38(S)(B) which states in part: 

z. Any issue not raised by a party prior 
to the issuance of a prehearing order shall be 
waived by that party, except for good cause 
shown. A party seeking to raise a new issue 
after the issuance of the prehearing order 
shall demonstrate that: he or she was unable to 
identify the issue because of the complexity of 
the matter; discovery or other prehearing 
procedures were not adequate to fully develop 
the issues; due diligence was exercised to 
obtain facts touching on the issue; information 
obtained subsequent to the issuance of the 
prehearing order was not previously available 
to enable the party to identify the issue, and 
introduction of the issue could not be to the 
prejudice or surprise of any party. Specific 
reference shall be made to the information 
received, and how it enabled the party to 
identify the issue; ••. 

Public Counsel has made no effort to demonstrate why the 
issue should not be considered waived. We decline to raise the 
issue on our own motion. The issue is accordingly considered 
waived and we will not dispose of it. 
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IRS Audit Adjustments 

Gulf has proposed that IRS audit adjustments affecting the 

test year should be recognized. Public Counsel states that each 

audit adjustment must be analyzed to evaluate whether they conform 

to prudent utility regulation. 

Any and all known facts that have a measurable effect on 

the test year should be recognized in setting rates. IRS audit 

adjustment affects only tax expense allowed. Since the IRS is the 

governing body determining actual taxes paid, the IRS audit 

adjustments should be recognized. 

Income Tax True-Up 

All parties have agreed that the debt component of the 

allowed rate of return should be trued-up with allowable interest 

expense used to determine income taxes. In order to true-up the 

allowed income tax expense, an adjustment to decrease allowable 

interest expense is necessary. The .interest expense used by the 

Company to compute its income tax liability was $27,642,000, 

although it should have been $28,136,497. Allowable interest 

expense, based upon the approved rate base and capital structure 

is $26,494,110. Therefore, we increase income tax expense by 

$799,842. 

Effective Tax Rate 

Public Counsel asserts that the consolidated effective tax 

rate should be used in arriving at Gulf's revenue requirements. 

According to Gulf, the Company allocates the consolidated federal 

income tax liability in accordance with Security and Exchange 

Commission Rule 45 (c) which provides that a member of the group 

cannot be apportioned a tax liability greater than the liability 

based upon a separate return computed as if the Company has always 

filed a separate return. We find that the effect of filing a 

consolidated tax return should not be recognized. To do so would 

be in error in one or both of the following ways: 1) it would 

allow Gulf's ratepayers to enjoy the tax benefits of deductions 

for which they are not responsible; and 2) it would burden Gulf's 

ratepayers with responsibility for revenues they did not generate. 

Gulf's entire tax liability will ultimately be paid to the 

IRS. The actual dollars allowed in a given period may be offset 

in the future by net operating loss carrybacks or various credits 

carrybac~s. If these dollars are offset, future taxes allowed 

will be reduced by the associated refunds thereby recognizing 

equitable treatment. The appropriate tax rate to be used for 

purposes of computing Gulf's revenue requirements, including the 

revenue expansion factor, is the statutory rate of 48.7\. This 

treatment is consistent with the result in the two previous rate 

cases for Gulf. 

Effect of Other Adjustments 

This adjustment is mechanical in nature and serves to show 

the effect on income tax expense of the various other adjustments 

that we have made to the Company's proposed net operating income. 

The effect is to increase income taxes currently payable by 

$5,843,000. 
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F. Deferred Income Taxes (Net) 

Unrecovered Deferred Taxes Arising Before 1975 

Gulf has certain unrecovered deferred taxes that arose 
prior to 1975 when full normalization tax accounting was mandated 
by Order No. 6917. 

The Company's amortization of these items, until this rate 
case, has been at the composite depreciation rate of the related 
assets at the time full normalization was implemented. Gulf now 
proposes to accelerate recovery of these unrecovered deferred 
taxes to provide for recovery over five years, relying on our 
requirement to flow back over collections resulting from tax rate 
changes over a five year period. 

The Company's argument that Commission policy mandating a 
five year write-back of overfunded deferred taxes justifies a 
five-year recovery of items flowed-through to customers prior to 
normalization is unfounded. Amortization of the write-back over 
the remaining lives of the related assets is prescribed in APB No. 
11 or FERC order 46 FR .May 14, 1981, pg. 26613, 18 CFR2. We 
disagree with th~ rapid recovery of unfunded, unrecorded deferred 
taxes which arose from items that were flowed-through prior to 
full normalization. 

The Company's treatment since 1975 is congruent with FERC 
treatment (46 FR .May 14, 1981, p. 26613:18CFR 2) of reverse 
flow-through and should continue. Therefore, we decreased 
deferred income tax expense $1,051,000. 

Flow-Back of Deferred Taxes 

The change in corporate income tax rate to a 46\ rate 
requires a decision as to the proper amount of time over which to 
flow back deferred taxes which were created at 48\. In Order No. 
10557, issued February 1, 1982, were required Gulf to flow back 
these deferred taxes over a five year period. Gulf again requests 
that the excess deferred taxes be flowed back over the life of the 
assets to which they relate. Public Counsel supports continued 
application of the period required in Order No. 10557. We find 
that we should continue to require the flow back over a five year 
period. This treatment is the same as required by Order No. 
10557, conforms to our policy on this issue in other cases, and 
conforms to Rule 25-14.5, F.A.C. The Company's test year 
adjustment to reduce deferred taxes by $389,077 is in compliance 
with Rule 25-14.5, F.A.C. 

Income Tax Effect of AFUDC 

Public Counsel originally proposed that 100\ of the income 
tax effect of AFUDC be recorded below-the-line in arriving at the 
Company's revenue requirements. In its post-hearing brief, Public 
Counsel states that the issue is moot, as the synchronization of 
income taxes for NOI purposes with the capital structure will 
properly account for the above-the-line deferred taxes associated 
with AFUDC. ' 

The debt portion of AFUDC earnings is treated as an offset 
to interest expense, both recorded below-the-line. Since the tax 
effect of interest expense is recognized above-the-line, it 

RC-322 



ORDER NO. 11498 
DOCKE7 NO. 820150-EU 
PAGE 30 

follows that an offset to interest expense should also be 

recognized in tax expense above-the-line. The interest expense 

allowed for NOI purposes should be synchronized with that inherent 

in the capital structure. 

Effect of Other Adjustments 

This adjustment is mechanical in nature and serves to show 

the effect on deferred income tax expense of the various other 

adjustments that we have made to the Company's proposed net 

operating income. The effect is to increase deferred income taxes 

by $1,866,000. 

G. Investment Tax Credit (Net) 

Job Development Income Tax Credits 

Public Counsel has proposed that the interest expense used 

to calculate the test year income tax expense include int~rest 

imputed to Job Development Investment Tax Credits (JDIC). This 

issue is essentially the same as that raised with regard to the 

rate of return to be assigned to JDIC as part of the capital 

structure. The issues should be resolved consistently. Interest 

expense will not be imputed to JDIC for purposes of calculating 

income tax expense. 

7he amortization of investment c.redit should match the 

depreciation of the asset that created the credit. IRC 46(f)(6) 

precludes a taxpayer from amortizing the credit prior to placing 

the asset which created the credit into service. Disallowance of 

the credit is possible if any other treatment is applied. 

Public Counsel believes that to allow the qualified 

progress JDIC in the capital structure, at the overall rate of 

return after taxes, and not amortize the credit until construction 

is complete, and the property is placed in service, is unfair to 

the ratepayer. Public Counsel also contends this treatment is not 

the intent of Congress on the grounds that IRC Section 46(f) was 

written prior to the qualified progress expenditure section of the 

Cude [IRC Section 46(d)] and, therefore, Congress could not 

consider its ramifications. We do not agree. Congress would have 

rewritten Section 46(f) if their intent was that different 

treatment be applied to qualified progress JDIC as opposed to 

other JDIC. 

Public Counsel asserts that Gulf has failed to begin 
amortizing Qualified Progress Expenditure investment tax credits 

on the date that plant goes into service, the date those credits 

become available. Exhibit 2M, however, does not reflect the 

figures cited by Public Counsel. According to the record, Gulf 

begins amortizing investment tax credits in the year the plant is 

placed in service. No adjustment is necessary. 

H. Gain or Loss on Sale of Plant 

In Order No. 10306, we established a policy of requ1r1ng 

gains or losses from the disposition of utility property to be 

amortized over a five year period. However, the Company 

anticipates a loss of $Zl,917 on the sale of utility property in 

1982 and no gains or losses of this nature in 1983. Therefore, no 

adjustment is necessary. 
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I. Total Operating Expenses 

Total operating expenses for the test year, as adjusted 
herein, are $307,919,000. 

J. Net Operating Income 

The net operating income for the test year is derived by 
subtracting total operating expenses of $307,919,000 from 
operating revenues of $367,934,000. Thus we approve test year net 
operating income of $60,015,000. 

Public Counsel raised the question of whether th~ Company 
had property accounted for non-utility operations conducted on 
utility property. Having reviewed the evidence on this point, we 
find that the Company has properly accounted for non-utility 
operations on utility property during the test year and no 
adjustment is necessary. 

FAIR RATE OF RETURN 

The Commission must establish the fair rate of return which 
the Company should be authorized to receive on its investment in 
rate base. The fair rate of return should be established so as to 
maintain the Company's financial integrity and to enable it to 
acquire needed capital at reasonable costs. 

Capital Structure 

The ultimate goal of providing a fair return is to allow an 
appropriate return on equity investment in rate base. Because, as 
a general rule, sources of capital cannot be clearly associated 
with specific utility property, the Commission has traditionally 
considered all sources of capital (with appropriate adjustments) 
in establishing a fair rate of return. 

The establishment of a utility's capital structure serves 
to identify the sources of capital employed by a utility, together 
with the amounts and cost rates associated with each. After 
establishing the sources of capital, all capital costs, including 
the cost of equity capital, are weighted according to their 
relative proportion to total cost of capital. The weighted 
components are then added to provide a composite or overall cost 
of capital. The weighted cost of capital multiplied by the net 
utility rate base produces an appropriate return on rate base, 
including a return on equity capital in rate base. The return is 
also sufficient to recover the annual cost of other types of 
capital, including debt. 

Since a return on all sources of capital is provided by 
this treatment, actual debt and similar capital costs are not 
included in test year operating expenses, but are treated '~elow 
the line." This assures that such capital costs are not double 
counted for ratemaking purposes. 

An appropriate capital structure is both economical and 
safe. Such a capital structure should minimize the cost of 
capital by obtaining capital through an appropriate balance 
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between debt and other components of capital. The capital 

structure used for ratemaking purposes for a particular company 

should bear an appropriate relationship to the actual sources of 

capital to the Company. 

Consistent with our decision to employ a projected test 

period in this case, we have decided to utilize the capital 

structure projected by the Company to be in place through 1983. 

We have adjusted the system capital structure to remove capital 

that is not being utilized to fund the jurisdictional rate base. 

Such adjustments are necessary to reconcile rate base with capital 

structure. 

We have determined to use a 13-month average capital 

structure with average cost rates. The parties initially 

disagreed on this issue; Gulf argued that year-end cost rates 

should be utilized, while the remaining parties maintained that 

average cost rates vere appropriate. We believe that a 13-month 

average capital structure with average cost rates best represent 

the sources of funds used to finance Gulf's rate base. A 13-month 

average capital structure is a better representation of a 

utility's financing mix than a year end capital structure under 

most circumstances. Since capital must be raised in separate 

components, a single point in time may be too heavily weighted 

with one type of capital. A 13-month average capital structure 

smooths the effects of a particular incremental addition of 

capital. The utilization of average cost rates is especially 

appropriate in a case such as this one in which a fully projected 

test year is employed. 

Gulf proposed that its capital structure be comprised of 

long-term debt, preferred stock, common equity, customer deposits, 

tax credits and deferred taxes. There is no short-term debt 

included because Gulf has no projected outstanding short-term debt 

for the 1983 test year. 

Mr. Larkin, Public Counsel's witness, proposed the same 

components with the exclusion of Job Development Investment Tax 

Credits (JDIC), arguing that excluding JDIC would lower the 

weighted cost of debt and increase the weighted cost of equity. 

For the reasons that follow in the discussion on tax credits, we 

find that Gulf's capital structure should include JDIC as well as 

the other components proposed by Gulf. 

Approved Capital Structure and Fair Rate of Return 

Based on our review of the record, we approve and adopt the 

following capital structure and indicated capital costs: 
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GULF POWER COMPANY 

Cost of Capital - 13-Month Average 

Test Year Ending 12/31/83 

Percentage of Weighted 
Class of Capital $Amount Total Capital Cost Rate Cost Rate 

1. 
2. 
3. 
4. 
5. 
6. 

7. 

8. 

Long term debt 
Short term debt 
Preferred stock 
Customer Deposits 
Common Equity 
Tax Credits - Zero 

Cost 
Tax Credits-Weighted 

Cost 
Deferred Income Taxes 

TOTAL 

281,146,610 
-o-

53,770,592 
7,659,532 

169,277,229 
1,548,454 

40,662,102 

82,831,481 

44.14 
-o-
8.44 
1. 20 

26.5 8 
.24 

6.39 

13.01 

$636,896,000 100.00 

9.21\ 
-o-
8.:n 
7.84 

15.85 
-o-
9.69 

-o-

4.07\ 
-o
.70 
.09 

4.21 
-o-
.62 

-o-
9.69\ 

RANGE OF RETURN ON EQUITY 

RANGE OF OVERALL RATE OF RETURN 

14.85% - 16.85\ 

9.41\ - 9.98\ 

Capital Structure Component Cost Rates and Amounts 

To fully establish a capital structure, we must identify 
the sources of capital to be included and establish the amount 
and cost of each source. 

Long-Term Debt 

Gulf had originally proposed the use of an average balance 
of long-term debt of $393,187,000 on a system basis in 
conjunction with a year-end cost rate of 9.20%; however, Gulf in 
its brief, proposed the use of an average cost rate for 
long-term debt of 9.21\. Public Counsel's witness proposed an 
average balance for long-term debt of $271,986,000 on a 
jurisdictional basis with an average cost rate of 9.28\. 

The FEA's position was that long-term debt should consist 
of $393,187,000 on a system basis at an average cost rate of 
8.78\, utilizing a substitute Plant Daniel adjustment based upon 
recent debt and preferred costs, rather than the adjustment 
calculated by Mr. Scarbrough. 

Included in Gulf's proposed capital structure was certain 
debt related to Gulf's Unit Power Sales from Plant Daniel. 
Consistent with our decision to remove Plant Daniel UPS from 
jurisdictional consideration in this case, we have removed 
$56,200,000 of long-term debt from Gulf's capital structure at 
the 10.43\ rate provided for by the UPS contract. 

Based upon our reconciliation of the utility's capital 
structure with its approved rate base, we find the appropriate 
long-term debt component to be a 13-month average balance of 
$281,146,610 with an average cost rate of 9.21\. 
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Preferred Stock 

Gulf proposed that the preferred stock component of its 

capital structure consist of an average amount of $77,105,000 on 

a system basis at a year end cost rate of 8.29%. Public Counsel 

recommended that preferred stock consist of $53,927,000 on a 

jurisdictional basis at an average cost rate of 8.61\, which 

does not include an adjustment for UPS. The FEA recommended an 

amount of $77,105,000 on a system basis at an average cost rate 

of 8.08%. 

Included in Gulf's proposed capital structure was certain 

preferred stock related to Gulf's Unit Power Sales from Plant 

Daniel. Consistent with our decision to remove Plant Daniel UPS 

from jurisdictional consideration, in this case, we have removed 

$12,321,000 of preferred stock from Gulf's capital structure at 

the 10.15% rate provided for by the UPS contract. 

C~nsistent with our adjustments to the rate base, we find 

that the appropriate amount and cost rate for preferred stock 

are $53,770,592 and 8.31%, respectively. 

Customer Deposits 

Gulf proposed customer deposits in the average amount of 

$8,687,000 on a system basis at a cost rate of 7.84%, which is 

the effective cost rate when the deposits of inactive customer 

accounts are considered. Public Counsel proposed that 

$6,086,000 (jurisdictional basis) of customer deposits be 

included in capital structure at the same cost rate of 7.84%. 

TI1e FEA also utilized the 7.84% cost rate with $8,687,000 (on a 

system basis) of customer deposits. 

Consistent with our reconciliation of rate base to capital 

structure, we find that the appropriate amount of customer 

deposits to be included in the capital structure is $7,659,532. 

Recognizing that the utility pays no interest on customer 

deposits held in inactive accounts and that these funds are 

therefore cost-free, we find that the appropriate cost rate for 

customer deposits is the effective cost rate of 7.84%. 

Short-Term Debt 

As stated earlier, Gulf has no projected outstanding 

short-term debt for the test year. 

Return on Equity Capital 

To arrive at an overall fair rate of return, it is 
necessary that we utilize our judgment to establish an allowable 

return on common equity capital. 

Gulf's position was that it had $236,141,000 (system 

basis) of common equity at a cost rate of at least 17.i%. 

Public Counsel took the position that the utility had 
$159,909,000 (jurisdictional basis) of common equity and that a 

cost rate of 15.05% was appropriate. The FEA took the position 

that Gulf had $236,141,000 (system basis) of common equity and 

that 14.7% was a fair and reasonable return. 
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Amount of Common Equity 

Consistent with our adjustments to the Company's proposed 
rate base, we find that the appropriate amount of equity capital 
is $169,277,229. 

Cost of Equity Capital 

Dr. Arthur T. Dietz, a witness for Gulf, relied on a 
discounted cash flow (DCF) model and a risk premium analysis in 
measuring the utility's cost of equity capital. He applied a 
modified DCF model to determine the cost rates for Gulf's two 
sources of equity capital: 1) capital contributions from the 
Southern Company and 2) retained earnings. Since Gulf is a 
wholly-owned subsidia,ry of the Southern Company, a 
publicly-traded holding company, Dr. Dietz relied on market data 
for the Southern Company in utilizing his DCF model.' He 
testified that, including an allowance for issuance costs, his 
DCF calculation resulted in a cost of new common eq~ity for the 
Southern Company of 18\. 

Based on his two assumptions, Dr. Dietz concluded Gulf's 
cost of retained earnings was between 15.5\-18.4\. When he 
utilized these two components along with Gulf's projected 
70\/30\ split between new equity and retained earnings for 
acquiring new capital, Dr. Dietz concluded that Gulf's cost of 
common equity was at least 17.5\. 

Mr. Charles A. Benore, another Gulf witness, calculated 
the Company's cost of common equity utilizing a DCF model, a 
risk premium analysis and a financial integrity test. Mr. 
Benore's DCF approach used the industrial companies represented 
by the Standard & Poors 400 Index as a proxy for measuring 
Southern Company's risk. He stated that this was a valid 
approach because he considered the Southern Company, and 
therefore Gulf, to be at least as risky as the average 
industrial company. Utilizing the current yield for the 
Standard & Poors 400 Index of 5.7\ as the yield component for 
his DCF model along with the projected 1983 nominal growth in 
GNP of 10.5\ as his growth component of his DCF model, Mr. 
Benore arrived at 16.2\ as Gulf's appropriate cost of common 
equity before adjusting for issuance costs. After an adjustment 
of 5\-10\ for issuance costs, Mr. Benore estimated a cost of 
common equity of 17.1\-18.0\. 

In his risk premium analysis, Mr. Benore concluded a cost 
of common equity of 17.1\ by adding his risk premium of 5.1\ to 
the 12.0\ projected yield for long-term u.s. Government bonds in 
1983. In analyzing the return required by his financial 
integrity test, Mr. Benore first concluded that Gulf should 
increase its bond rating from its present A to an AA in order to 
enable it to raise capital more favorably in the future. After 
analyzing the several financial indicators associated with bond 
ratings and financial integrity, Mr. Benore concluded that Gulf 
would need to earn at least 18\ on commo~ equity if it were to 
have an opportunity to achieve an AA bond'~ating. Considering 
each of his tests and giving the greatest weight to his 
financial integrity test, Mr. Benore recommended that Gulf be 
allowed to earn at least 17.5\ on common equity. 

Mr. Miller, FEA's cost of capital witness, based his 
recommendation on the results of his DCF analysis. First, Mr. 
Miller compared Gulf with 94 other electric utility companies 
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whose cost of capital he said represented a good approximation 

of the cost of common equity capital to Gulf. Mr. Miller found 

that the cost of equity capital for the 94 companies was 

14.8%-15.6% based upon a dividend yield of 12.1% plus a growth 

rate of from 2.7\-3.5\. Based on his comparative regression 

analysis of these companies, Mr. Miller concluded that Gulf's 

cost of common equity was 0.3\ below the 94 utility average and 

that; therefore, a reasonable range for the cost of common 

equity to Gulf was from 14.5\-15.3%. Mr. Miller's second DCF 

analysis was based on the utilization of the Southern Company as 

a proxy for Gulf. Finding a May-July, 1982 average Southern 

dividend yield of 13.2\ and an expected growth rate of 
1.8\-3.0%, Mr. Miller determined a cost of common equity in the 

range of 15.0%-16.2%. Because he considered Gulf less risky 

than the Southern Company, Mr. Miller concluded that Gulf's cost 

of equity should be 0.6\ less than the cost to the Southern 

Company. When considering both of his DCF approaches, Mr. 

Miller recommended that the cost of common equity to Gulf, 

including an issuance allowance of 0.2\, was in the range of 
14.7\-15.5%. 

Mr. Parcell, Public Counsel's witness, relied upon a DCF 

analysis and a comparable earnings analysis in determining 

Gulf's cost of common equity. Utilizing a DCF analysis based 

upon a five-year historical period for both his yield 

(11.5\-12.5%) and growth (1.5\-2.5%) components and an issuance 

allowance of 4.3%, Mr. Parcell concluded that the cost of common 

equity to the Southern Company was 13.6%-15.6\. In his 
comparable earnings analysis, Mr. Parcell examined the return on 

common equity for the past five years for the Standard & Poors 

400 Industrials. As a result of his analysis, Mr. Parcell 

determined that the industrial group has earned 15.0%-15.5\ on 

common equity for the past five years. Based upon reported 

stock rankings, Mr. Parcell found that the electric utility 

industry in general was less risky than the industrial group and 

that, therefore, the appropriate cost of common equity for Gulf 

based on comparable earnings would be in the range of 
14.0%-15.0\. Taking into consideration the results of both his 

DCF model and comparable earnings approach, Mr. Parcell 
concluded that a reasonable return on common equity for Gulf 

would be in the range of 14.5%-15.6\ and that the midpoint of 

15.05% be us~d to determine Gulf's overall cost of capital. 

In this proceeding, we have heard expert testimony (all 

using variations of the DCF model) proposing returns on equity 

ranging from 14.5% to 18.0\. 

From its analysis of the testimony and exhibits of each of 

the witnesses on this subject, as well as other record evidence, 

our Staff recommended that a reasonable cost of equity capital 

for Gulf lies within a range of 15.8\ to 17.4%, with the futher 

recommendation that, giving greater weight to the somewhat lower 

returns produced by the witnesses' DCF models, we set 16.5% as 

the appropriate cost of equity capital for the purpose of 
calculating an overall rate of return. 

We find the return on equity capital of 16.5% recommended 

by the Staff is slightly high in view of money markets at the 

time of our decision. 

RC-329 



ORDER NO. 11498 
DOCKET NO. 820150-EU 
PAGE 37 

Lastly, we note that there has been a continuing downward 
trend in long-term interest rates and the rate of inflation over 
the some seven months that have elapsed from the filing o£ this 
case to the date of our decision. We note further, that there 
exists a strong relationship between the direction taken by 
these rates and the cost that investors demand for the use of 
their equity capital. 

Considering the testimony and exhibits presented in this 
case; as impacted by the factors discussed above, we find that 
the appropriate and reasonable cost rate of common equity 
capital for Gulf Power Company is 15.85\, which, although 
slightly below the range recommended by our Staff~ is well 
within the overall range of 14.5\ to 18.0\ testified to by the 
witnesses in this case. 

Tax Credits - Weighted Cost 

Gulf proposed that its c~pital structure be comprised of 
long-term debt, short-term debt, preferred stock, customer 
deposits, common equity, 3' Investment Tax Credits, Job 
Develcpment Investment Tax Credits (JDIC) and deferred income 
taxes. Mr. Larkin, Public Counsel's witness, proposed the same 
components with the exclusion of JDIC, arguing that excluding 
JDIC will lower the weighted cost of debt and increase the 
weighted cost of equity. Mr. Larkin stated that were JDIC not 
available to Gulf, it would be required to raise an equivalent 
amount of capital from alternative sources, which, presumably, 
would include additional debt. Such debt capital, urges the 
Public Counsel, would require interest payments which would be 
deductible in determining above-the-line income taxes. Thus, 
Public Counsel asks that the Commission exclude JDIC from the 
capital structure and impute the hypothetical reduction in 
income tax expense in calculating the utility's above-the-line 
income taxes. 

Mr. Larkin stated that were JDIC not available to Gulf, it 
would be required to raise an equivalent amount of capital from 
alternative sources, which, presumably, would include additional 
debt. Such debt capital, urges the Public Counsel, would 
require interest payments, which would be deductible in 
determining above-the-line income taxes. Thus, Public Counsel 
asks that the Commission exclude JDIC from the capital structure 
and impute the hypothetical reduction in income tax expense in 
calculating the Company's above-the-line income taxes. 

Gulf asserts that $48,345,000 of JDIC, on a system basis, 
should be included in the capital structure at the Company's 
overall rate of return. Gulf states that the cost rate for JDIC 
is controlled by provisions of the Internal Revenue Code and the 
Internal Revenue Service (IRS) regulations, which require a 
return ·~ot less than the taxpayer's overall cost of capital 
(determined without regard to the credit)." Gulf argues that 
the Public Counsel's hypothetical interest expense imputation is 
clearly improper and impermissible under the IRS regulations and 
would jeopardize Gulf's ability to continue to take the JDIC. 
Gulf submits that it has calculated the return on JDIC in the 
only manner consistent with the applicable statutes and IRS 
regulations and argues that placing the revenues.associated with 
the "before tax" calculation of JDIC subject to refund would 
serve no useful purpose and would undermine the Company's 
financial integrity by placing a cloud over a portion of its 
revenues. 
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On the basis of the record in this case, we find that JDIC 

is presently required by Internal Revenue Service regulations to 

earn not less than the overall rate of return and be treated as 

if supplied by the common shareholders. In order to achieve a 

return equal to the overall rate of return, JDIC must earn an 

after tax return in the same manner as the funds supplied by 

common shareholders. However, under Public Counsel's proposed 

imputation of interest to JDIC supplied capital, JDIC capital 

would earn less than the overall rate of return and thereby 

subject the utility to the possible violation of Internal 

Revenue Service Regulations and therefore loss of JDIC. 

According to the Public Counsel, the treatment of JDIC he 

has proposed has been followed by regulatory bodies with the 

JDIC adjustment being upheld on appeal to the Federal Courts. 

It also appears, though, that the IRS has not been a party to 

any of those actions and that no definitive decision on the 

issue has yet been reached. Ruling requests on the imputation 

of interest to JDIC capital have been filed with the IRS but, to 

date, no ruling on the issue by the IRS has been forthcoming. 

Should the IRS rule that the interest imputation on JDIC is 

consistent with its regulations, we believe that imputing such 

interest is the appropriate regulatory treatment and shall do 

so. Within 30 days after the date of this Order Gulf shall file 

with this Commission for approval a letter request for ruling on 

this issue to be subsequently submitted to the IRS. 

Accordingly, we shall hold the revenues associated with this 

proposed adjustment subject to refund for the period of twelve 

months. Should an IRS ruling approving the interest imputation 

be received a refund of the twelve months revenue, or 

$1,811,819, shall be ordered. 

Tax Credits - Zero Cost 

We have determined that it is appropriate to include zero 

cost investment tax credits in the capital structure. FEA is 

opposed to this treatment but we have included these tax credits 

since they are a source of funds to the Company. 

Deferred Income Taxes :·~ ••"1 

All parties except FEA agreed that deferred taxes are a 

source of funds to the Company and, as such, should be included 

in the capital structure. 

Conservation Award 

In Gulf's previous two rate cases we granted the Company 

10 additional basis points on the overall rate of return reward 

for its.sup~rior efforts in conservation. Rather than consider 

it in this .,Foceeding, all parties agreed to sever that issue 

from this- case and consider it in the Company's Conservation 

Cost Recovery Proceedings. 
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REVENUE EXPANSION FACTOR 

The purpose of the revenue expansion factor (NOI 
multiplier) is to gross up or expand the Company's net operating 
income deficiency to compensate for income taxes and revenue 
taxes that the Company will incur as the result of any revenue 
increase. We find that an NOI multiplier of 1.980261 should be 
used in this case. It is developed as follows: 

Revenue Requirement 

Gross Receipts 

Regulatory Assessment Fee 

Net Before Income Taxes 

Income Taxes 

Rev_enue Expansion Factor 

NCI Multiplier 

REVENUE DEFICIENCY 

100.0000% 

(1.5000) 

(.0625) 

98.4375 

(47.9391) 

50.4984% 

1.980261 

Having determined the Company's rate base, the test year 
NCl, and the overall fair rate of return, we can now calculate 
any excess or deficiency of revenues. Multiplying the rate base 
value of $636,896,000 by the fair overall rate of return of 
9.69% yields an NOI requirement of $61,715,000. The adjusted 
NCI for the test year amounted to $60,015,000, resulting in an 
NOI deficiency of $1,700,000. Applying the appropriate NOI 
multiplier of 1.980261 to this figure yields a deficiency of 
$3,366,000 in gross annual revenues. We find and conclude that 
Gulf Power Company should increase its rates and charges so as 
to generate this amount of additional annual revenues. The 
Company is therefore authorized to do so. 

RATE STRUCTURE AND RATE DESIGN 

Having ascertained the Company's revenue requirement and 
the amount of revenue increase necessary, we now turn our 
attention to rate design. We must determine the rate of return 
currently earned by each rate class, the increase in revenue 
requirement allocated to each class, and how each class' revenue 
responsibility will be spread between the customer, energy, and 
demand charges. In this rate proceeding, we have also reviewed 
the continued appropriateness of several aspects of the 
Company's rate structure. We begin first with the cost of 
service studies presented in this case. 
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Cost of Service Methodology 

In this rate case, several cost of service studies based 

on different demand allocations were presented to us for 

consideration: the 12 coincident peak method (12 CP), the 12 

coincident peak and one-thirteenth weighted average method (12 

CP & Avg.), a seasonally differentiated method whereby demand 

allocators are weighted to reflect utilization of facilities by 

season, an annual peak method, and a three summer peak method. 

We continue to believe that the 12 CP & Avg. method is the 

best demand allocation methodology to use in Florida. Because 

Gulf buys and sells reserve capacity from other Southern 

operating companies based on the level of its monthly reserve 

margins, which, in turn, are the result of the size of Gulf's 

monthly system peaks, the size of all monthly peaks have an 

important impact on the cost of serving Gulf's retail 

customers. Thus the majority of production costs should be 

allocated on the basis of each class' contribution to all of the 

monthly peaks. Additionally, one-thirteenth of production costs 

should be allocated on the basis of each class' average demand 

so that each class will pay for some portion of the production 

plant it uses, even if the usage is not coincident with the 

system peak. This is consistent with our view that some of the 

production plant costs, such as coal handling equipment, while 

allocated on the basis of demand, vary more with the amount of 

KWH produced than with the demand placed on the system. 

In designing rates, we have selected the Staff Requested 

cost of service study (Ex. 246) and the adjusted class rates of 

return that result from that study shown on Ex. 16G. The major 

differences between the Staff Requested and the Company's 12 CP 

& Avg. study are that the Staff Requested study does not 

recognize the concept of a minimum distribution system, 

allocates EPRI and other industry dues on the basis of energy, 

allocates conservation costs on the basis of energy, and 

allocates miscellaneous service charge revenues in the same 

manner that the costs associated with the service charges are 

allocated. The Staff's treatment of all of these items is 

correct. 

Both the Company and Air Products objected to the 

allocation of conservation costs on the basis of energy, 

contending that these costs should be directly assigned to the 

customer classes for which the costs were incurred. However, on 

a number of occasions, we have stated our policy that since all 

customers benefit from conservation programs, the costs of 

approved conservation programs should be recovered from all 

customers based on KWH consumption. Mr. Carzoli acknowledged 

during his cross examination that if a group of conservation 

programs results in a reduction of of peak demand which, in 

turn, causes the avoidance or deferment of capacity related 

costs, all customers would benefit by lower demand or energy 

related costs. He agreed that if a group of conservation 

programs results in a lower monthly system peak than the Company 

would have had without the conservation programs, the payments 

Gulf would make or receive for reserve capacity to or from other 

Southern operating companies would be affected. He also agreed 
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that to the extent that conservation programs result in 
decreased system peaks and thus a reduced need to purchase 
additional reserve capacity, all customers benefit from the 
conservation programs. 

The Company and Air Products also argued that the 
Commission should select a cost of service study for use in 
designing rates that recognized the concept of the minimum 
distribution system. Mr. Pollock and Mr. Carzoli testified that 
certain portions of the distribution system must be in place so 
the utility can provide service if and when the customer desires 
it, and that this portion of the distribution system should be 
classified as customer rather than demand related. Public 
Counsel took the opposite position. Iri-the last three electric 
utility rate cases; we have determined that only the meter and 
service drop portion of the distribution system are properly 
classified as customer related. The evidence presented by the 
Company and Air Products has not persuaded us to change our 
minds. For this reason, we selected the Staff Requested cost of 
service study, which does not recognize the minimum distribution 
system concept, for use in this proceeding. 

The Staff Requested study shows a rate of return for the 
OS-III class of 32.97\ at present rates. This class is composed 
of traffic signals, cable TV amplifiers, and other facilities 
with similar operating characteristics. Evidence adduced at the 
hearing tended to show that the return for this class is so high 
because of the way in which service drops were allocated in the 
cost of service study. Service drops were allocated based on 
the average number of customers; in the OS-III class, the 
customer is a municipality who has several traffic signals or 
numerous streetlights served by one bill. However, Mr. Carzoli 
agreed that some form of service drop is required for each light 
or signal, and that by using the'average number of customers to 
allocate service drops, a much smaller number of drops than 
those actually installed for the class, was allocated to it. 
Mr. Carzoli stated that the return for the class was thereby 
significantly overstated. He did not attempt to adjust or 
recalculate the rate of return for this class because the 
Company needs to make an analysis to determine a more accurate 
allocation of service drops"for the outdoor lighting classes. 
Because of this inaccuracy in the cost of service study, a rate 
decrease for this class is not warranted. 

Allocation of the Revenue Increase 

The results of the Staff Requested 12 CP and 
one-thirteenth weighted average demand cost of service study 
show the following rates of return (ROR) earned by the various 
customer classes: 

RC-334 



ORDER NO. 11498 
DOCKET NO. 820150-EU 
PAGE 42 

Rate Code 

RS 

GS 

GSD 

Rate Schedule 

Residential 

General Service 

General Service Demand 

Present ROR/Index 

8.71\/ .92 

16.01%/1.70 

10.55%/1.12 

LP(GSLD) 

PX 

General Service Large Demand 10.30%/1.09 

OS I- I I 

OS III 

Total Retail 

High Load Factor 

Street Lighting 

Outdoor Lighting 

7.63%/ .81 

9.01%/ .96 

32.97%/3.50 

9.42%/1.00 

We have granted the Company an overall increase of 

$3;366,000. Staff recommended and we approve that miscellaneous 

service charges be increased to full cost, that the poultry farm 

transition rate be increased 25%, and that the remainder be 

allocated to the RS and PX classes whose present rates of return 

are the farthest below parity. The RS and PX classes receive 

increases of 1.01% and 3.79% (with fuel) as a result of this 

process. 

The class rates of return with the revenue increase fully 

allocated are: 

Rate Code Rate Schedule AEEroved ROR/Index 

RS Residential 8.99\/ .93 . 
GS General Service 16.13%/1.67 

GSD General Service Demand 10.57%/1.09 

LP(GSLD) General Service Large Demand 10.30%/1.07 

PX High Load Factor 8.99%/ .93 

OS I-II Street Lighting 9.04%/ .94 

OS III Outdoor Lighting 32.97%/3.41 

Total Retail 9.69%/1.00 

Load Research 

Load research is used to estimate class contributions to 

monthly system coincident peak demands and class noncoincident 

demands for those classes of customers not equipped with 

magnetic tape meters. These estimates are used to develop 

allocation factors for demand-related items in the cost of 

service studies, such as generation, transmission and · 

distribution plant, and related operation and maintenance 

expenses. 
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For this rate proceeding, Gulf found it necessary to , 
conduct load research for the RS, GS, GSD and the LP rates 
classes. Gulf contends that the load research results are 
adequate for all classes. In its last rate case, Docket No. 
810136-EU, we criticized Gulf for the poor quality of its load 
research. In this case, the quality of the load research for 
some clasess has been vastly improved. 

Gulf selected probability samples for the RS, GS, GSD and 
a part of the LP class. We are therefore able to evaluate the 
statistical precision of the load research results. The 
precision of the load research for the classes at the 90\ 
confidence level were » 10.79% for the RS class, ± 11.1\ for the 
GSD class, ± 5.8\ for the LP class and t 53\ for ihe GS class. 
With the exception of the GS class, we find this level of 
precision acceptable at the present time. Testifying in support 
of the Company's position, Mr. Shearer stated that he considered 
± ~3\ at the 90% confidence level an acceptable level of 
precision for the GS class, in view of the small size of the 
class. In the absence of a cost benefit analysis demonstrating 
that the costs of attaining precision of t lOt at the 90% 
confidence level for the GS class clearly outweighs the benefits 
of doing so, we cannot accept his proposition. 

However, we intend to open a generic investigation to 
determine what criteria for acceptable load research ought to be 
established by the Commission. In the meantime, we accept the 
load research proffered by Gulf with the realization that the 
precision of the class rates of return shown in the cost of 
service studies rises and falls with the accuracy of the load 
research performed for that class. 

Customer Charges 

The Company proposed to increase customer charges from 
those set in the previous rate case approxim~tely one year ago. 
However, the Company did not carry its burden of proof with 
respect to the customer unit cost data filed in this case. In 
its original filing of customer unit costs, the Company included 
costs attributed to a minimum distribution system, EPRI and 
other industry dues, energy conservation costs, and the 
uncollectibles cost. When these items are removed from customer 
unit costs, as they should be, the unit costs for the GSD class 
and the GSLD class of $12.40 and $23.13 appear to be 
unreasonably low. Conversely, the GS class customer unit cost 
of $8.42 appears to be too high. In the absence of reliable 
customer unit cost data, customer charges will remain at their 
present levels. They are as follows: 

Rate Code Rate Schedule AEEroved Customer Charge 

RS Residential $ s.oo 

GS General Service $7.00 

GSD General Service Demand $19. so 

LP(GSLD) General Service Large Demand $27.00· 

PX High Load Factor $60.00 
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Demand Charges 

At the present time, Gulf's three demand classes, GSD, LP 

(GSLD), and PX all have demand charges of $5.00 per KW per 

month. The Company proposed to increase them and inaugurate 

seasonally differentiated demand charges. 

The demand unit costs for these classes are $8.13 for GSD, 

$9.11 for LP (GSLD), and $11.73 for PX. We believe demand 

charges should move in the direction of unit costs. When demand 

charges are set below unit costs, the difference is recovered 

through the energy charge with the result that high load factor 

customers subsidize lo~ load factor customers. Because we have 

not increased the revenue requirements of the GSD and LP classes 

and have given a relatively small increase to the PX class, an 

increase in demand charges is a reallocation of revenue 

responsibility within each class. Therefore, to minimize the 

impact on low load factor customers, we will increase the demand 

charges to $6.25 per KW per month for the GSD and LP classes. 

On the other hand, rate PX is an optional rate for high load 

factor customers. Thus, we approve an increase of 50\ of the PX 

demand charge to $7.50 per K\1 per month. 

We reject the Company's proposal of seasonally 

differentiated demand charges. The cost of services submitted 

in this case showed that in 1981 two of the winter month system 

peals were 87\ of the annual system peak which occurred during 

the summer month, which implies that Gulf may well become a 

winter peaking system. To institute a lower demand charge in 

the winter months sends customers the wrong signal and we do not 

want customers to make long term decisions in anticipation of 

seasonally differentiated demand charges. Seasonal demand 

charges are also inconsistent with the 12 CP and Average cost 

allocation methodology we have endorsed. 

Energy Charges 

Air Products raised the issue of whether Gulf's proposed 

energy charges were properly calculated and took the position 

energy charges should recover only energy costs and should not 

be used to recover any fixed costs. While we agree i~ theory, 

we must be fair to both high and low load factor customers and 

move in a gradual fashion toward demand and energy charges set 

at full unit costs. 

Service Charges 

The Company proposed to increase service charges from 

$13.00 to $16.00 for initial connection, normal reconnection, 

and disconnection after cause, the collection charge from $4 to 

$6 and the meter tampering fee from $25.00 to $30.00. The 

Company submitted a cost analysis for each charge as part of the 

MFR's. Staff reviewed the analyses and recommended that the 

increases be approved. We agree that the proposed charges are 

cost based and the charges proposed by the Company are approved. 
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TOD Rates 

Several issues were raised concerning TOD rates. Staff 
and Public Counsel proposed that mandatory TOD rates be 
est&blished for customers with demands in excess of 2,000 KW per 
month. The Company stated that it was uneasy and wary of the 
idea but it did not think that it was improper to establish 
mandatory TOD rates for this group of customers. We approve the 
proposal with the proviso that no customer affected by it will 
pay more than 10% above the non-TOD rate in any month. We 
approve mandatory TOD rates because they are more cost based 
than standard rates and will provide a superior price signal to 
customers. TOD rates will encourage large customers to change 
their load patterns in a manner which may reduce the Company's 
peak capacity requirements. For large customers, additional 
metering costs are either zero because the meters are already in 
place, or small relative to the cost savings, due to the 
potential shifts in usage. 

Air Products stated that while it had no theoretical 
objection to mandatory TOD rates, it was concerned that 
mandatory TCD rates for large customers only would result in 
interclass subsidies. The concern of Air Products is unfounded. 
The load factor method used to calculate TOD rates results in a 
revenue neutral rate. Class revenues under mandatory TOD rates 
will be exactly equal to what they would be with standard 
rates. 

As in its last rate case, Gulf proposed several 
modifications of their summer and winter peak periods used for 
time of day rates. The Company wanted to shorten the summer peak 
period from April through October to June through October but 
ltmgthen daily summer peak periods which are now 12 AM through 
10 PM to 10 AM through 10 PM. Gulf wanted to lengthen the 
months considered winter from the current November through March 
to November through May, but shorten the winter daily peak hours 
which are now 6 Al-l to 10 AM and 6 PM to 10 PM by eliminating the 
6 PM t~ 10 PM peak period. The Company argued that the proposed 
peak periods more closely match its actual peak demand periods. 

As we said in the last rate case, we made a deliberate 
decision to treat the state as one pooled system and therefore 
established uniform statewide peak periods in Docket No. 
780793-EU. With sufficient interconnections between utilities, 
there is no question that treating the state as one system will 
lead to greater economic benefits than treating each individual 
utility as an island. Gulf introduced no evidence that 
contradicts our opinion that it should be given every 
encouragement to interconnect more strongly with the rest of 
Florida. Gulf's proposed peak periods are inconsistent with our 
policy of statewide uniformity and therefore are rejected. 

Public Counsel raised the question of whether the on 
peak/off peak price differentials proposed by the Company for 
rates RST and GST were so large as to discourage participation 
in these voluntary rates. Public Counsel need not fear that 
large on peak/off peak differentials will discourage 
participation in TOD rates. Customers whose usage is more on 
peak than that of the class as a whole, will never benefit from 
TOD rates, no matter what the differential. Customers whose 
usage is more off peak than the class as a whole, will 
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benefit from TOD rates no matter what the differential. Thus 

increasing the differential will simply increase the amount of 

savings realized by customers who do benefit from TOD rates. 

Using the load factor method and an estimate of the on 

peak/off peak ratios of the billing determinants for these 

classes, Staff calculated on peak/off peak differentials for 

rates RST and GST. When the Company submits its rates for final 

approval, it must also submit to Staff its working papers used 

to calculate the rates so that the estimated ratios of billing 

determinants may be checked. 

The final issue with respect to TOD rates is the minimum 

term of service requirement. The Company is concerned that 

customers will opt for TOD rates for a few months when their off 

peak usage is greatest and then switch back to the standard rate 

when their percentage of consumption that is off peak declines. 

To prevent this, the Company proposed a minimum five-year term 

of service for rate PXT and a minimum one-year term of service 

for all other TOD rates. We believe that a one-year term of 

service for customers opting for TOD rates for the first time 

would unnecessarily discourage customers from trying TOD rates. 

7herefore no minimum term of service requirement may be imposed 

on customers opting for TOD rates for the first time. The 

Company may impose a minimum one-year term of service on 

customers the second time they opt for a TOD rate. Since we 

have decided to establish mandatory TOD rates for customers with 

demands in excess of 2,000 KW, all PX customers will now take 

service on a TOD rate. Therefore, the five year term of service 

requirement that is part of rate PX will also apply to PXT 

customers. 

Outdoor Service Rates 

The Company and Staff agreed that the street and outdoor 

lighting rates, OS-I and OS-II, are reasonably cost based, and 

Staff recommended no changes in the Company's proposed rates if 

the class was not allocated an increase. We find that the rates 

are reasonably cost based and approve them as proposed by the 

Company. For the sake of clarity, the charge currently known as 

the facilities charge will be designated as the fixture charge. 

Deregulation of Outdoor Lighting 

During the course of these proceedings, the Commission, on 

its own motion, raised the issue of whether the Company should 

continue to install outdoor lighting fixtures as part of its 

regulated enterprise. Several questions were raised concerning 

this issue: (1) Is it fair for an electric utility to provide 

this service at embedded cost rates if its competitor, a private 

electrical contractor, must offer the same service based on 

current costs? (2) Should an electric utility continue to 

devote some of its increasingly expensive capital to a service 

that is not essential to the provision of electricity to its 

customers? (3) If this service is deregulated and private 

contractors effectively compete with the Company, what steps can 

or should be ta~en to ensure that only energy efficient light 

fixtures are installed on the Company's system? (4) .What, if 

any, adjustments should be made for those customers currently 

receiving outdoor lighting service on a nonmetered basis? While 
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these questions were raised at the hearing, and the Company 
stated that it was not opposed to deregulation, the issues were 
not adequately explored, and since this issue affects all 
investor-owned utilities, we intend to open a generic docket on 
this subject. 

Poultry Farm Transition Rate 

Before Gulf's last rate case, poultry farm customers were 
billed on the residential rate. In the last rate case, we 
determined that these customers should ultimately be served on 
the GS rate and established a transition rate for them. The 
question in this case is whether to continue the transition rate 
or move the customers to the GS rate. The Company proposed to 
move them. However transferring these customers to the current 
GS rate would increase their bills by 36\ with fuel and 58\ 
without fuel. An increase of this magnitude is not warranted. 
A transition rate will be continued for this class; but the 
energy charge of the present transition rate will be increased 
by ZS\ over present revenues without fuel. 

Minimum Bill Provision 

For many years Gulf's tariffs that included a separately 
stated demand charge also included a ratchet provision that 
required a customer to pay a minimum level of demand charges 
every month regardless of whether his actual demand attained 
that level. In Gulf's last rate case, we eliminated these 
ratchet provisions because we believe they are a disincentive to 
conservation. The tariffs containing a separately stated demand 
charge filed for our approval in this case contain the following 
provision: 

Minimium Monthly Bills- In consideration of 
the read1ness of the Company to furnish such 
service, no monthly bill will be render~d 
for less than the Customer Charge plus the 
Demand Charge. For determination of Minimum 
Monthly Bills only, the billing demand shall 
not be less than seventy-five percent (75\) 
of the capacity required to be maintained. 

At the hearing, Mr. Haskins testified that the effect of this 
provison is to require a customer to pay on a monthly basis his 
energy charges plus the highest of either his actual demand plus 
the customer charge, or the customer charge and the demand 
charge times ZO KW, or the customer charge and 75\ of the 
capacity required to be maintained, the third provision applying 
only if the customer has signed a contract. The Company feels 
that it has the option to require a general services customer to 
sign a contract if it has to make an unusual investment to serve 
that customer and the Company believes it may not recover that 
investment through the normal co~rse of operations. The 
Company's present policy is to require all customers with 
minimum monthly demands in excess of 500 KW to sign a contract. 
Although on its face the minimum monthly bill provision applies 
to all customers, in practice it is applied only to customers 
with large demands or customers who, in the opinion of the 
Company, require an unusual investment. We are troubled by this 
provision for two reasons. First, to those customers to whom it 
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is actually applied; it functions as a ratchet, albeit a low 

one. The Company has available to it another means of ensuring 

that it recovers unusual investments it must make to serve a 

particular customer. It may require such a customer to make a 

Contribution in Aid of Construction. There is no support in the 

record for the proposition that every large customer imposes a 

risk of unrecovered investment such that a special contract or 

mininmum bill provision must be applied to him. 

Our second concern arises from the fact that this is a 

blanket provision contained on every demand tariff that i~ not 

uniformly applied to all customers. At best this gives the 

appearance of arbitrary treatment by the Company and it violates 

the principle of uniformity of tariff application. 

For both of these reasons the minimum bill provision in 

its present form must be eliminated. However a minimum bill 

provision should be retained for those customers who, for 

economic reasons, opt for a rate for which they do not qualify. 

This will discourage customers from migrating to rate schedules 

designed for customers with dissimilar load characteristics, and 

thus preserve the homogeneity of the rate classes. The Company 

shall include a minimum bill provision of this type in the final 

tariffs it submits for approval as a result of this proceeding. 

Transformer Ownership Discounts 

Transformer ownership discounts are needed because the 

demand charge for each rate schedule includes costs associated 

with all the transformations necessary to provide service at the 

secondary distribution level. If a customer takes service at a 

voltage level higher than the secondary distribution level and 

thus provides his own transformation, a credit is warranted to 

cover those transformation costs not required to serve him. The 

current transformer ownership discounts are 2Si per KW for 

customers taking service at primary voltage and 70i per KW for 

those receiving service at transmission level. The Company 

proposed a uniform discount of 40i per KW. The method used by 

the Company to develop the uniform discount is not correct and 

we disagree with the concept of a uniform discount since there 

are differences in cost between service at primary voltage and 

transmission level. Because of this and because of the size of 

the revenue increase we have granted, the present transformer 

ownership discounts, which were developed less than a year ago, 

will be retained. 

Voltage Level Discounts 

At the present time, Gulf does not have voltage level 

discounts in its tariffs. Mr. Haskins acknowledged that 

customers who receive service above the primary distribution 

level absorb costs related to line and transformation losses 

that would otherwise be incurred by the Company, and the only 

reason the Company does not provide such discounts is a desire 

for tariff simplicity. However the difference in the costs of 

serving these customers should be recognized and we therefore 

approve discounts of 2\ for customers served at transmission 

level and 1\ for customers served at primary level. 
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Standby Service 

St. Regis Paper Company intervened in this proceeding and 
offered the testimony of Mr. Harold Cook on the subject of 
standby and auxilliary rates for cogenerators and small power 
producers. Mr. Cook contended that because cogenerators do not 
require continuous firm service they should not be assessed the 
same demand charges required from firm customers. He 
recommended a special rate for cogenerators, the main feature of 
which is a percentage reduction of demand charges equivalent to 
the Company's percentage reserve margin used for system planning 
purposes. 

In other recent rate cases (see Docket Nos. 820007-EU and 
820097-EU), we achieved a similar result by removing all 
ratchets and minimum bill provisions from the demand tariffs and 
then establishing the otherwise applicable TOD rate as the 
standby rate for customers who produce their own power. We 
think this course preferable to Mr. Cook's proposal because it 
gives cogenerators an incentive to schedule maintenance during 
off peak periods; and if a cogenerator has a forced outage 
during a peak period he will be assessed the full cost of 
providing service to him. We will continue our policy in this 
case. As we have removed the generally applicable minimum bill 
provision, and since Gulf's present standby and auxiliary 
service rate is the otherwise applicable TOD rate, no further 
adjustment is necessary. 

GS anci GSt Breakpoint 

At the present time the breakpoint between rates GS and 
GSD is 20 KW. This is the point at which a customer begins to 
incur a separately stated demand charge. There was some 
suggestion that perhaps the breakpoint should be raised to SO 
KW. Staff recommended that the breakpoint not be changed at 
this time because of the lack of evidence as to what the 
breakpoint ought to be. We accept Staff's recommendation and 
accordingly make no change. 

Elimination of Rate LP(GSLD) 

Gulf has four rate schedules for commercial and industrial 
customers, GS, GSD, LP(GSLD), and PX, the latter an optional 
rate for high load factor customers. Gulf proposed to eliminate 
rate LP and place all General Service demand customers on GSD 
except those opting for rate PX. This proposal does not comport 
with sound rate design and we reject it. 

The reason for having various General Service rate 
schedules is that the cost to serve customers varies depending 
on the customers' load characteristics. Mr. Pollock testified 
that the size, the delivery voltage, and the timing and rate of 
consumption are critical load characteristics. He agreed that 
in deciding whether to combine two groups of customers, the most 
important factors to consider are size, load factor, and 
coincidence factor. By definition, the demands of LP customers 
are greater than GSD customers, and it was Mr. Pollock's opinion 
that the load and coincidence factors of the two classes, as 
shown on Ex. 203 are significantly different for rate design 
purposes, and indicate that it would be unwise to combine the 
two rates. 
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The ratio of load to coincidence factor is the most 

important determinant of cost causation because it relates 
timing of demand to load factor. Ex. 203 shows that these 
ratios are 55.9 for rate GSD and 71.2 for rate LP. The 
coincidence factors for rate GSD and rate LP are 61.5\ and 72.9\ 

respectively; the load factors for the two rates are 32.0\ and 
46.5\. In view of the large differences between the ratios of 

the two factors, as well as between the factors themselves, the 
two rates should not be combined. If the rates were combined, 
the result would be a much less homogeneous rate class with 
respect to the load characteristics critical for cost 
causation. 

The Company wanted to eliminate rate LP because the it has 

moved closer to rate GSD in the last few rate cases. The 
Company contended that the analysis in Ex. 17G justified the 
elimination of the rate but we are unable to find anything in 

the exhibit that does so. There will always be some customers 
who will find it more economical to migrate to another rate 
schedule because of their particular load characteristics. It 
is not necessarily desirable to move these customers to another 
rate schedule as they may be more expensive to serve than the 
customers on the rate schedule to which they wish to move. For 
this reason we have retained a minimum bill provision for 
customers who opt for a rate for which they are not otherwise 

qualified. 

Reactive Demand Charge 

Gulf proposed to set the reactive demand charge at $1.40 

per KVAR for KVAR's in excess of those which would have occurred 

if the customer had a 90\ power factor. Currently the charge is 

$1.00 per KVAR. As we did in the last rate case, we reject the 
Company's proposal because it is based on the customer's, rather 

than the Company's, cost. Ex. 17R shows that it cost the 
Company approximately $1.00 per KVAR per month to correct a 
power factor by 10\. Mr. Haskins testified that the Company 

proposed a charge of $1.40 per KVAR because that is what it 
would cost a customer to buy and install the necessary 
capacitors to correct his power factor to 90\. In this context 
the customer's cost is irrelevant; we will continue to base the 

charge on the Company's cost and therefore there will be no 
change in the present charge of $1.00 per KVAR per month. 

Qualifying Load Factor for PX 

Rate PX is an optional high load factor tariff which 
presently requires a customer to contract for a demand of at 
least 7500 KW and maintain an annual load factor of 75\. 
Customers who opt for this rate would otherwise be served on 

rate LP. 

The Company wanted to increase the qualifying load factor 
for this rate from 75\ to 80\, on the ground that this was 
necessary to keep the qualifying load factor close to the 
economic breakeven load factor between rates LP and PX. The 
Company indicated that it has designed the PX rate with an 
economic breakeven load factor of 86-87\. However our goal in 
rate design is to achieve rate classes with homogeneous load 
characteristics so as to base rates as closely as possible on 
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cost and avoid imposing costs on any customer for which he is 
not responsible. The average load factor of the LP class is 
46.5\. If an LP customer has a load factor of 75%, he is closer 
in load characteristics to PX customers than LP customers and 
should be eligible for rate PX. Therefore the qualifying load 
factor of 75\ will be retained. 

Elimination of the Seasonal Service Rider 

The Company has had an optional Seasonal Service Rider in 
effect for several years. The rider is designed to apply to a 
customer that is highly seasonal in nature, such as the hotels 
and motels along the beaches in the Company's service territory 
that operate only in the summer, and have essentially zero 
consumption during the winter months. Currently there are 
thirty-seven customers opting for service under this provision. 

Essentially customers taking service on this rider agree 
to pay an additional $1.00 per KW of billing demand during the 
summer months, and in exchange, the Company waives the minimum 
billing demand provision of the customers' tariff. Because we 
have eliminated the minimum bill provision for all customers who 
qualify for a rate, this rider is no long~r needed and therefore 
is eliminated. 

Conservation Costs in Base Rates 

In the recent FP&L rate case, Docket No. 820097-EU, we 
removed conservation costs from base rates and provided that all 
conservation costs be recovered through the Conservation Cost 
Recovery Clause. We did so to promote ease of identification of 
such costs, comparison of such costs between companies, and 
customer understanding. We will continue that policy in this 
case and thus all conservation costs will be removed from Gulf's 
base rates. 
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Legal Issues 

Use of a Fully Projected Test Year 

Public Counsel raised several legal issues during the 
course of this proceeding. The first was whether use of a fully 
projected test year is permissible under Florida law. As we 
have determined several times in the recent past, use of a fully 

projected test year is permissible under Florida law. The issue 

in this case differs slightly in that Gulf's case is based on a 

fully projected test year rather than a projected test year that 
is concurrent vith the rate case. However, the purposa of 
setting rates for an electric utility is to provide an adequate 
return on equity and compensation for the reasonable costs of 
providing electrical service. Rates are set for the future, not 

for the past. To be adequate for the future, rates must be 
based on measures of investment and expense that will provide an 

aclequate return during the time the rates will be in effect. 

These principles have been clearly recognized by the 
Florida Supreme Court. In rejecting the use of a year-end rate 
base to offset attrition, the Court specifically authorized the 
use of an attrition allowance. Yet, measures of attrition 
inherently involve the use of projected data. The distinction 
between use of an attrition allowance in conjunction with a test 

year and the use of projected data is a difference in degree 

rather than kind. It is no more speculative to project changes 
in the factors that affect attrition than it is to assume that 
attrition in the future will precisely mirror attrition in the 
past. 

The use of an historic test year with an attrition 
allowance, the use of a currently projected test year with an 

attrition allowance, or the use of a fully projected test year 
are different methods to produce the same result. Each is 
intended to provide a representation of the period in which the 
new rates, if any, will be in effect. We have determined in 
this case that Gulf's fully projected 1983 test year constitutes 

a valid basis for setting rates for 1983 and beyond. With the 
adjustments made herein, we conclude that Gulf's projected 1983 

test year is based on reasonable projections and assumptions and 

thu~ permits us to set reasonable rates for the period in which 
they will be in effect. 

Effective Date and Hotice of New Rates 

The next issue raised by Public Counsel was the effective 
date of the new rates. This issue was definitively settled by 
the Florida Supreme Court in Gulf Power Company v. Cresse, 410 

So. 2d 492 (Fla. 1982), in which the Court ruled that the 
effective date of new rates is the date on which the issues were 
decided and the official vote was taken. 

Public Counsel also urged us to require the Company to 
give ratepayers notice of the rate increase between the time the 

increase is granted and the new rates become effective. We find 

that the provisions of Sec. 366.04(1), F.s. permit us but do not 
require us to do so. At the present time, investor-owned 
utilities provide bill stuffers concerning the proposed rates 
and the service hearings when their application for a rate 
increase is filed with the Commission. They are also required 
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to place quarter page legal notices in newspapers throughout 
their service territory. In addition, the Commission posts two 
legal notices, and issues press releases during the course of 
the proceeding. We find this to be sufficient notice and will 
not, as a matter of policy, require the Company to give 
additional notice of this proceeding 

Payment of Previous Accounts Required 

The next legal issue is whether, in light of Rule 
25-6.105(8), F.A.C., the following provision contained in Gulf's 
tariff is valid: 

Fa -Applications 
or serv1ce Wl not e accepte y t e Company 

until the applicant has paid to the Company all 
sums at any time owing and then unpaid by him for 
service or bills rendered by the Company for any 
purpose, whether at the premises applied for or at 
any other premises (Eighth revised tariff sheet 
4.13, paragraph 2.6; MFR Vol. II, page 724.) 

Because the tariff provision states that service may be withheld 
until the applicant has paid all bills rendered by the Company 
for~ purpose, it conflicts-with sections (b) through (f) of 
Rule 25-6.105(8), Fla. Admin. Code. Mr. Haskins testified that 
the Company applied the tariff provision in conformity with the 
Commission's rule. However the tariff must be revised in the 
following manner so that on its' face it is consistent with the 
Commission's rule: 

Pa 'ment of Previous Accounts Re uired -Ap~lications 
or service will e accepte y t e Company until 

the applicant has paid to the Company all sums at 
any time owing and then unpaid by him for service 
~~~~~ of the same class rendered by the Company 
~er-&R~-~~r~&~es, whether at the premises applied 
for or at any other premises (Eighth revised tariff 
sheet 4.13, paragraph 2.6; MFR Vol. II, page 724). 

Rebuttal Testimony 

The final legal issue raised by Public Counsel concerned 
the prefi led "rebuttal" testimony of Mr. Carzoli on the issue of 
recognizing a minimum distribution system in the cost of service 
study. No other witness had testified on the subject. Public 
Counsel objected to Mr. Carzoli's "rebuttal" as improper Gulf 
argued that it had the option to file the testimony either as 
revised direct testimony or as rebuttal. Public Counsel's 
objection was overruled. 

In a major rate case, a utility files both its petition 
and its prefiled testimony well in advance of the scheduled 
hearing. After reviewing the company's filing and direct 
testimony, and conducting discovery, Staff and intervenors place 
matters at issue, and may present testimony on the issues they 
raise. In some cases the utility has filed revised dir~ct 
testimony aimed more precisely at the issues raised by other 
parties or simply identified a witness as available to testify 
on an issue. In other cases, such as this one, the utility 
filed "rebuttal" testimony regardless of whether the witness of 
any other party testified on the issue. 
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This latter practice of filing "rebuttal" testimony when 

no other witness speaks to an issue is improper for two 

reasons. First, while Florida case law does not fully define 

rebuttal testimony, it is described as evidence responsive to 

that presented by another party, not testimony that should have 

been presented in the case-in-chief. See Driscoll v. Morris, 

114 So. 2d 314 (Fla. 3rd DCA, 1959), Atris v. Siso, 188 So. 2d 

344 (Fla. 3rd DCA, 1966), and King Pest Control v. Bin~er, 379 

So. 2d 660 (Fla. 4th DCA, 1980). In other words, a ut1lity 

should file its direct case in its initial presentation and 

limit rebuttal to refuting evidence presented by other parties. 

Rebuttal testimony is not proper if another party does not 

present evidence on an issue nor should it be used to fill gaps 

in the utility's presentation of its case-in-chief. 

Although rebuttal testimony should not be presented 

unless it is truly responsive to evidence offered by another 

party, the Commission has the discretion to allow it in any 

event. See Driscoll v. Morris, su~ra. But care must be taken 

to prevenr-preJUdlce to other part1es in that situation. This 

may be accomplished by allowing surrebuttal to the rebuttal 

testimony. However this brings us to the second reason why 

rebuttal testimony should be carefully limited. By allowing a 

utility to bolster its direct case on rebuttal, rather than file 

revised direct testimony, the Commission should properly allow 

surrebuttal to other parties. Otherwise, no responsive 

testimony might ever be heard and the right to counter or rebut 

the Company's case would be frustrated. Surrebuttal, however, 

unduly extends the hearing process and we wish to avoid it 

wherever possible. 

While Mr. Carzoli 's "rebuttal" testimony appears 

improper, it does not prejudice the interests of any party to 

allow it to remain in the record. Public Counsel did not 

request an opportunity for surrebuttal. More importantly, Mr. 

Carzoli's "rebuttal" testimony was for naught as we rejected the 

_substance of it, and adhered to our previous policy of not 

recognizing the concept of a minimum distribution system in a 

cost of service study. In this case, we will treat Gulf's 

actions as based on a misunderstanding of how to respond to the 

prehearing process and allow Mr. Carzoli 's "rebuttal" testimony 

to remain in the record. In the future we intend to require 

utilities to file revised direct testimony if they wish to 

respond to an issue raised by another party and that party does 

not offer its own witness on the subject. 

TVA Power 

The final legal issue is one that we raised on our own 

motion. It has periodically been suggested that Gulf, through 

the Southern Company, purchase power from the TVA with a view 

towards reselling it to penisular Florida utilities and thereby 

reduce Florida's dependence on oil fired generation. 

Alternatively, it has been suggested that Florida utilities 

contract directly with TVA and that Gulf wheel the power from 

TVA to penisular Florida. 

Neither of these options appears to be legally .. 

available. The TVA is organized and governed by a special act 

of Congress beginning at 16 u.s.c. Sec. 831 (1982 Supp.). 

Section 831 (n) (4) (A) states: 
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Unless otherwise specifically authorized by 
act of Congress the Corporation shall make no 
contracts for the sale or delivery of power 
which would have the effect of making the 
Corporation or its distributors, directly or 
indirectly, a source of power supply outside 
the area for which the Corporation or its 
distributors were the primary source of power 
supply on July 1, 1957. 

Since the TVA was not a primary source of power supply to 
Florida in 1957, the statute clearly precludes the TVA from 
making a direct contract for the sale of power to a Florida 
utility with Southern merely wheeling the power from the TVA to 
Florida. As the statute also prohibits the TVA from becoming an 
indirect source of power supply beyond the 1957 boundary, any 
type of contractual link between the TVA, Southern, and a 
Florida utility would be suspect. 

CONCLUSIONS OF LAW 

In addition to the foregoing, we reach the following 
conclusions of law: 

1. Gulf Power Company is a public utility within the 
meaning of Section 366.02, Florida Statutes, and is subject to 
the jurisdiction of the Commission. 

2. This Commission has legal authority to approve and 
use a projected test period for ratemaking purposes. The 
calendar year 1983 is an appropriate test period for this 
proceeding. · 

3. The adjustments to rate base made herein are 
reasonable and proper. The value of the Company's rate base for 
ratemaking purposes is $636,896,000. 

4. The adjustments made herein to the calculation of net 
operating income are reasonable and proper. For ratemaking 
purposes, Gulf's net operating income for the test period is 
$60,015,000. 

5. The fair rate of return on equity capital for Gulf of 
15.85% lies in a range of 14.85% to 16.85. A return of 15.85% 
should be use~ to determine revenue requirements. 

6. The range of reasonableness for the overall fair rate 
of return for the Company is 9.41% to 9.98% with a midpoint of 
9.69% to be used for ratemaking purposes. 

7. Gulf Power Company should be authorized to increase 
its rates and charges by $3,366,000 in annual gross revenues to 
provide it an opportunity to earn a fair rate of return of 9.69\. 

8. The rate schedules prescribed and approved herein are 
fair, just and reasonable within the meaning of Chapter 366, 
Florida Statutes. 

9. The new rate schedules should be effective for 
billings rendered for meter readings taken on or after December 
22, 1983, which is thirty (30) days after the date of the vote 
of the Commission upon the Company's petition. 

RC-348 



ORDER NC. 11498 
DOCKET NO. 820150-EU 
PAGE 56 

10. Gulf Power Company should be ordered to file with the 

Commission for approval a letter request for a ruling on the 

imputation of interest to JDIC capital to be submitted to the 

IRS. Should an IRS ruling approving the imputation of interest 

to JDIC capital be received within twelve (12) months of the 

date of this Order, a refund of the revenue requirement 

associated with this matter should be ordered in the amount of 

$1,811,819. Accordingly, $1,811,819 of the total rate increase 

awarded by this Order should be subject to refund. 

11. The return associated with that portion of working 

capital attributable to coal procurred from the Alabama 

By-Products Company's Maxine Mine should be subject to refund 

pending the outcome of a hearing on this matter in Docket No. 

820001-EU. Accordingly, $13,442 of the total rate increase 

awarded by this Order should be subject to refund. 

12. The refund condition established in Order No. 9628, 

applicable to revenues associated with the Caryville 

cancellation charges as a result of the ratemaking treatment 

afforded those charges in Order No. 9628, Order No. 10557, and 

this Order should be continued. 

Accordingly, it is 

ORDERED by the Florida Public Service Commission that the 

findings of fact and conclusions of law set forth herein are 

approved. It is further 

ORDERED that the petition of Gulf Power Company for 

authority to increase its rates and charges is granted as set 

forth in this Order. It is further 

ORDERED that Gulf Power Company is hereby authorized to 

submit revised rate schedules consistent herewith, designed to 

generate $3,366,000 in additional gross revenues annually. The 

CoMpany shall include with the revised rate schedules all 

calculations and workpapers used in deriving the revised rates, 

including the workpapers that show the development of the 

billing determinants used to derive the TOD rates approved 

herein. It is further 

ORDERED that the revised rate schedules authorized herein 

shall be reflected upon billings rendered for meter readings 

taken on or after December 22, 1982. It is further 

ORDERED that the Company provide to each customer a bill 

stuffer describing the nature of the increase. It is further 

ORDERED that Gulf Power Company file with the Commission 

for approval a letter request for a ruling on the imputation of 

interest to JDIC capital to be submitted to the IRS. 1be letter 

request shall be submitted to the Commission for approval within 

thirty (30) days of the date of this Order. Should an IRS 

ruling approving the imputation of interest to JDIC capital be 

received within twelve (12) months of the date of this Order, a 

refund of the revenue requirement associated with this matter 

shall be made in the amount of $1,811,819. Accordingly, 

$1,811,819 of the total rate increase awarded by this Order is 

subject to refund and the Company shall file a corporate 

undertaking. It is further 
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ORDERED that the ret~n associated with that portion of 
working capital attributable to coal procurred from the Alabama 
By-Products Company's Maxine Mine is subject to refund pending 
the outcome of a hearing on this matter in Docket No. 
820001-EU. Accordingly, $13,442 of the total rate increase 
awarded by this Order is subject to refund and the Company shall 
file an appropriate corporate undertaking. It is further 

ORDERED that the refund condition established in Order 
No. 9628, applicable to revenues associated with the Caryville 
cancellation charges as a result of the ratemaking treatment 
afforded those charges in Order No. 9628, Order No. 10557, and 

this Order is continued. 

BED 
PS 
MBT 

By ORDER of the Florida Public Service Commission, this 

11th day of January 1983. 

( S E A L ) 
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APPENDIX B 

SCHEDULE SUMMARIZING ADJUSTMENTS TO RATE BASE 

Adjusted Rate Base Per 
MFR B-3b, Col. (80 p.31) 

Adjustments 

Temp. Cash Investment 

Clearing Accounts 

$(000) 

Caryville Study & Equipment 

Prel. Surv. & Investment 

Inv. & Dam. Res. 

Other Deferred Cr. 

Common Stock Dividend 

ESOP 

Nuclear Site PS&I 

Property Ins. Res. 

Caryville PS&I 

Coal Inventory 

Oil Inventory 

Deferred O&M Expense 

CWIP 

Caryville Plant Site 

Caryville Cancel Chg. 

Unit Power Sales 

Inflation 

Oil & Coal Inv. 

SCS Charges 

Total Adjustments 

Adjusted Rate Base 

RC-352 

Company 

$674,607 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$674.607 

Approved 

$674,607 

(13,453) 

0 

0 

0 

0 

0 

0 

(13) 

(1,752) 

(1,147) 

0 

(13,901) 

0 

4,683 

0 

0 

0 

{538) 

(101) 

{10,803) 

(686) 

(37,711) 

636.896 
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APPENDIX C 

SCHEDULE SUMMARIZING NOI ADJUSTMENTS 

Adjusted NOI Per MFR C-2d 
Col. (8) P. 190 

Adjustments 

PX, RS & OS Rates 

Taxes Other Than Income 

Inflation 

Unit Power Sales 

Schedule E 

Economy Sales 

Capacity 

Temporary Cash Inv. 

Caryville Rev. & Exp. 

Non Recur. Maint. 

Rate Case Expenses 

Dues 

Contributions 

Advertising 

so. Co. Charges 

1982 Tax Law 

Amort. of ITC 

Unfunded Def. Tax 

Int. SYNCRHO 

$(000) 

Adj. Related to Unused Capacity 

Tax Effect of Above Adjustment 

Income Taxes Current 

Total Adjustments 

Adjusted Net Operating Income 

*Tax Rate= 48.7% 
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Company 

$51,908 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

$51.908 

Approved 

$51,908 

1,148* 

(18)* 

2,334* 

0 

4,905* 

346* 

0 

(2,649)* 

0 

3,831* 

21* 

18* 

'27* 

109* 

0 

( 77) 

0 

1,051 

(800) 

5,392 

(7,531) 

8,107 

60.015 
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July 1983. Total Available Capacity 

July 1983 Firm Peak Demand 

Reserves 

1820 MW 

1327.6 1-1W 

492.4 ~M 

% Reserve Margin 492.4/1327.6 = 37.1% 

Maximum reasonable reserve margin: 

Projected reserves 

less 25% reserve margin 

Excess Reserve: MW 

492.4 MW 

-331.9 MiV 

160.5 1-IW 

less July 1983 equalization -72.4 l\IW 

Unequalized Reserves above 25% 88.1 MW 

25% X 13.27.6 = 331.9 

Summary of Alternative Plant Daniel Adjustment 

88.1 MW Reserves above 25% $ 10,383,281 

Shedule E and Economy Sales Credit 

88.1 
X (4,90s,ooo + 346,ooq) $ (258 '011) 1793 

72.4 MW Equalization shortfall $ 3,977,740 

Total Daniel Adjustment $ 14,103,010 

,. 

RC-354 
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• .. 

88.1 HW of Plant Daniel 

Investment - Plant Daniel 

Net Investment - P!ant Daniel 

Ratio of 88.1 t-1W to Total Daniel MW 

88.1 ~1W 

511 ~'IW 

238 ~M Unit Power Sales (UPS) 

Ratio of 88.1 ~1W to 238 ~mr UPS 

88.1 MW 
238 l\'IW 

1983 Net Investment Associated with 

88.1 MW of Plant Daniel 

Equity Return (16.5% CE + 10.15% PS) 

X Revenue Expansion Factor 

1983 Net Investment for 88.1 MW Daniel 

$ 189,661,281 

.1724 
$ 32,698,941 

$ 12,733,000 

.3702 
$ 4,713,350 

$ 37,412,291 

6. 20go 
$ -----2,319,562 

1.980261 

$ 37,412,291 

Incremental Daniel weight~JDebt Return (10.43%) 5.49% 
$ 2,053,935 

X Revenue Expansion Factor 

Fixed Expenses 

Total Fixed O&M Expesnes 

X NOI Factor 

Ratio of 88 .l t-.n~ to Total Capci ty of 
Daniel 88.1 

Til 

X Revenue Expansion Factor 

$ 

$ 

$ 

,,.._._, n"""'"'"'" Pr.-nni,·RmP.nt for 88.1RG-35Snic1 

1.015873 

21,144,945 

51.3% 
10,847,357 

.1724 
1,870,161 
1.980261 

Revenue 
Requirements 

$ 4·2,593,338 

$ 2,086,537 

$ 3,703,400: 

s 10 '38 3' 1 :~~ l 
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Adjustment for 72.4 MN Equalization Capcity Payment Shortfall 

1. Revenue Requirements Associated lvi th 
72.4 MW of Plant Daniel 

2. 1983 Interchange Contract Capacity Payments 

3. Revenue Requirements Associated 'vi th 
1983 Schedule and Economy Sales 

72.4 
1793 X ($4,905,000 + $346,000) 

4. Net Jurisdictional Revenue Requirements 
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(3,779,036) 

(198, 704) 
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Gulf Power Company 
75 North Pace Boulevard 
Post Office Box 1151 
Pensacola FL 32520·1151 
Telephone 904 434-8331 

Douglas L. McCrary 
Pres1dent 

Mr. R. w. Scherer, President 
Georgia Power Company 
Post Office Box 4545 
Atlanta GA 30302 

Dear Bob: 

December 9, 1983 

Re: Gulf Ownership in Plant Scherer 

the southern electric system 

As you know, after we received the inadequate rate 
increase from the Florida Public Service Commission late last 
year, we discussed with you and members of your staff the 
possibility of Gulf modifying or withdrawing altogether from its 
contract with Georgia Power Company to purchase a 25% interest in 
Units 3 and 4 at Plant Scherer. We knew that with the level of 
rates granted in that case Gulf's interest coverages could be 
below the minimum level required in the indenture, thus 
prohibiting us from issuing bonds in amounts necessary to finance 
our portion of the project to completion. In addition, our load 
growth projections have declined significantly from the time we 
initially committed to the purchase of an interest in both Units 
3 and 4. Consequently, we felt that we must conduct additional 
economic analyses before making a final decision. 

We have completed our analyses \'lhich continue to show 
that the Scherer capacity is overwhelmingly the lowest cost 
alternative for providing the future electrical requirements of 
our customers. Due to these significant cost advantages and 
because of several workshops, hearings, and orders in which the 
Florida Public Service Commission has clearly supported our 
participation in the Scherer capacity, we strongly believe and 
trust that the Commission will grant Gulf sufficient revenues to 
finance our part of the Scherer project and maintain our 
financial integrity. 

However, due to the decline in Gulf's load growth 
projections, the management of Gulf Power Company has decided to 
limit Gulf's participation in Plant Scherer to 25% of Unit 3 
only, if this arrangement is agreeable to Georgia Power Company. 
Our studies show that our present estimates of future demand on 
Gulf's system do not support our participation in Unit 4 at Plant 
Scherer. 
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Douglas L. McCrary 

Mr. R. w. Scherer December 9·, 1983 

If you are agreeable to this modification in our 
agreement, please signify your approval on the enclosed copy and 
return to us for our files. We stand ready to consummate the 
agreement as soon as we receive your ~pproval and the Securities 
and Exchange Commission grants its final approval of the amended 
contract calling for Gulf's participation in 25% of Unit 3 only, 
rather than 25% of Units 3 and 4 at Plant Scherer. 

Your kind consideration and cooperation in this matter 
is greatly appreciated. 

dbm 

Enclosure 

cc: Georgia Power Company 
J. H. Miller, Jr. 
H. G. Baker, Jr. 
A. w. Dahlberg 
w. Y. Jobe 

Gulf Power Company 
E. B. Parsons, Jr. 
A. E. Scarbrough 

be: The Southern Companv 
E. L. Addison ~ 

Sincerely, 

4¢?~~ 
D. L. McCrary 

Agreed: 

R. vl. Scherer, President 
Georgia Power Company 

Date 

Florida Public Service Commission 
J. P. Cresse 
G. L. Gunter 
s. I..eisner 
J. R. Marks, III 
K. Nichols 
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In tht~ Matter of GEORGIA POWER COMPANY GULF ... , Release No. 23448 ... 

Release No. 23448 (S.E.C. Release No.), Release No. :J5~23448, 31 S.E.C. Docket 621, 1984 WL 472458 

Securities and Exchange Commission (S.E.C.) 

PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 

SECURITIES AND EXCHANGE COMMISSION (S.E.C.) 

In the Matter of 

GEORGIA POWER COMPANY 

Atlanta, Georgia 

GULF PO\VER COMPANY 

Pensacola, Florida 

(70-6573) 

October 10, 1984 

MEMORANDUM OPINION AND ORDER AUTHORIZING SALE AND ACQUISITION OF UTILITY ASSETS AND 

DENYING REQUESTS FOR HEARING 

I.Jm.rg_cJ.!l!;;~ioiJ. 

"'I Gulf Power Company ('Gulf) proposes to purchase from Georgia Power Company ('Georgia') a 25% interest in Unit 3 

of the Robert W. Scherer coal-fired generating plant now under construction in Monroe County, Georgia. The electric utility 

unit includes a 50% undivided interest in the property and facilities to be used in common by Units 3 and 4. 1 Gulf and Georgia 

arc subsidiaries of The Southern Company, a registered holding compuny. 

Gulrs contract with Georgia is for a sale at cost, including carrying charges based upon a weighted incremental monthly cost of 

Georgia's capital. The cost of the 25% at April 18, 1984 was estimnted to be $67,047,000. After closing, Gulf will pay currently 

25% of the construction costs incurred by Georgia in completing Unit 3. Gulf estimates that the total cost of acquiring and 

constructing its 25% of Unit 3 (including estimated allowance for Gulf funds used during construction) will be approximately 

$182 million. 

Georgia would credit to Gulf 25% of investment tax credits eamed by Georgia prior to such closing with respect to Unit 3, or 

about $3.3 million. Gulf also will assume enough of Georgia's federal and state income tax liability on the proposed transaction, 

so that Georgia will have no after-tax book gain as a result of the proposed transaction. This allocation is estimated at $2.5 

million. 

Excluding combustion turbines, Georgia owned, at the end of 1983, about I 0,000 megawatts (mw), of generating capacity in 

service. 2 Georgia is not the sole owner of all its generating facilities. In the case of the newer plants in service, 91.6% of Units 

I and 2 of Scherer, 45.7% of Wansley and 49.9% of the nuclear Hatch plant are owned, in specified percentages, by others. 

They are Oglethorpe Power Corporation, Municipal Electric Authority of Georgia, and the City of Dalton, nonprofit companies 

serving Georgia's rural cooperatives and municipalities that acquired from Georgia their interests in these units, at cost, when 

under construction. 3 They are also 54.3% co-owners of the two units of the nuclear Vogtle plant, which Georgia is constructing. 

The Vogtle nuclear units total about2,300 mw capacity, of which Georgia will own 1,060 mw. Scherer Units 3 and 4, also 

under construction, are each of 818 mw capacity, of which, us noted, 204.5 mw in Unit 3 is under contract to Gulf. Georgia 

is sole owner of projects under construction consisting of two hydroelectric facilities of 175 mw capacity and a large pumped 

storage unit.~ Its 1984 budget of$1.5 billion tor plant additions includes $830 million for generating facilities. 
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In the Matter of GEORGIA POWER COMPANY GULF ... , Release No. 23448 ... 

Georgia is the agent for the co-owners to construct and, on completion, to operate the jointly owned plants. Its s.ales of interests 

in these plants included an obligation by Georgia to purchase declining fractions of energy from the co-owners after operation 

is commenced until such time as the co-owners are expected to require the eneq,>y for their own needs. As Georgia docs not 

now need the energy so purchased, nor its own entitlement, it has by contracts arranged to sell, also in declining fractions, the 

energy output from these plants to non-affiliated utility companies (described us nonterritorial sales). The same arrangements 

have been made with respect to Scherer Unit 3, in which Gulf is to purchase a 25% interest. In 1983, Georgia generated 53.3 

billion kwh and purchased 3.5 billion. It sold 53.4 billion kwh, of which 7.1 billion represented nonterritorial sales. 

•2 Excluding a combustion turbine, Gulf owned, at the end of 1983, I ,430 mw of generating plants in Florida, and half, 500 

mw, of a new plant of its associate, Mississippi Power Company. It generated 7.7 billion kwh in 1983 and sold or interchanged 

about 7.4 billion kwh, of which about 1.3 billion were in nonterritorial sales. It has no other generation under construction. 

Gulf's Florida plants are small and aging. In 1978, it deferred indefinitely n proposed new generating plant in Florida, in favor 

of participating in Scherer.-' 

Gulf had, at the end of 1983, net utility plant of $685 million and its capital structure consisted of: 

(In millions) 

Long-term debt $382 53.7% 

Preferred stock 76 10.8% 

Common stock 253 35.5% 

$711 100.0% 

and no short-term debt. 6 Its revenues were $433 million and net income, afier preferred dividends, of$35.5 million. Its bond 

coverage ratio was 2.9 times, with a Moody's rating of A, compared to Georgia's Baa. Gulf is capable of financing the purchase 

and cqnstruction. 

The application-declaration was filed Murch 3, 1981 and was duly noticed (HCAR No. :!20~0. 22 SEC Docket() 19, April 27, 

1981 ). The record has been supplemented and the proposal has been amended. Initially, the agreement of February 19, 1981, 

provided lor Georgia to sell to Gulf25% of Units 3 and 4 of the Scherer plant. The amendment cancelled its proposed purchase 

in Unit No.4. In the meantime, construction of Unit No.3 continued. When filed, the cost of25% of both units was less than 

$5 million. By April of this year, as noted, the cost of a 25% interest in UnitJ totaled about $67 million. 

Objections to the proposal were filed by Ratewatch, 7 which contends that the price is not adequate, and raises other issues. The 

Georgia Consumers' Utility Counsel ('CUC') also filed an appearance and objections. CUC states that the proposed transaction 

need not be 'at cost' as a matter of law, and urges that Georgia should earn a profit on the sale, which, it is stated, would or may 

benelit consumers under a 1981 Georgia statue. 8 Both Ratewatch and CUC request a hearing. 

They raise no material issues of fact relevant to the requirements under the Act. A hearing will therefore be denied. '.l Their 

objections are without merit, all as indicated below. 
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The sale of an undivided interest in the plant under construction makes Gulf a party to a construction contract, whereby Georgia 

will complete the plant and be reimbursed currently by Gulf for 25% of the construction costs, after transfer. This construction 

contract is subject to Section 13(b) of the Act, which requires that the construction be performed at cost. However, Section 

IJ(b} does not apply, as such, to the price for the transfer of the property. Rule 80(b), adopted in 1936 10 , excluded 'utility 

assets' from Section 13. 

*3 We note that the agreement of sale signed February 19, 1981, was subject only to approval by this Commission. Very little 

had then been spent by Georgia on Unit 3. Georgia continued with construction as required by the agreement. Georgia advanced 

the necessary funds, and under the contract it will be compensated by Gulf for all costs, including its capital charges. These 

construction costs of Georgia thus may be considered subject to Section IJ(b), as having been incurred for Gulrs account, 

subject to reimbursement after our approval. 

To the extent that the contract with Gulf is deemed not for services but a transfer of utility assets, the acquisition by Gulf is 

subject to Section 10. The principal issue is related to price, as to which Section IO(b) provides that we approve the acquisition 

unless: 

'(2) in case of the acquisition of securities or utility assets, the consideration, including all fees, 

commissions, and other remuneration, to whomever paid, to be given, directly or indirectly, in connection 

with such acquisition is not reasonable or does not bear a fair relation to the sums invested in or the earning 

capacity of the utility assets to be acquired or the utility assets underlying the securities to be acquired;' 

The provisions of Section I 0 apply to all acquisitions, from non-affiliates as well as associate companies in a system. But in 

the case of an acquisition from an nssociate company, the Act has been interpreted not to permit a sale at a profit. The price 

is limited to cost. This interpretation has long been followed in the administration of the Act. 11 This is not the type of case 

that suggests that a reexamination is appropriate. 12 It was, as applied to current transfer, merely a corollary of one of the 

reforms imposed on utility companies by the Act and related legislation to eliminate past inter-company profits from the plant 

accounts of substantiully ull utility companies in the United States. 13 This requirement was directed to operating companies, 

under Section 208 of the Federal Power Act, Title II of the statute of which the Holding Company Act is Title I. It was 

included in the list of abuses in Section I (b)( I) of the Act, characterized as 'paper profits from inter-company transactions.' This 

Commission's :wthority under Section 15 of the Act of require utility subsidiaries of registered holding companies to eliminate 

past intercompany profits was affirmed in .Am.~r.kn!l PQ.wer & __ Light Cornnany v. SEC. sunra. !·I Such major writedowns also 

required corresponding adjustments of capitalization under the Act. They were considered in the Commission's orders on 

financing and reorganizations under the Act. Georgia wrote off 12% of its plant and Gulf 61%. 1' There is no basis for the 

contention or suggestion that the transfer to Gulf should be at a price that rcnects a 'profit' above cost. 

Ratcwntch makes the alternative suggestion that the application be denied in the expectation that Gulf would purchase equivalent 

capacity from Georgia in another plant under construction. Aside from the two small hydroelectric facilities, Georgia has under 

construction the two coal-fired Units 3 and 4 of Scherer and the two nuclear Vogtle units. One cannot seriously expect that Gulf 

would take an interest in Georgia's nuclear plant under construction. The decision to replace its coal-fired project in Florida by 

participation in Scherer was made in 1978. lii Unit 3 of the Scherer plant is scheduled to be completed in 1987 at an estimated 

cost of about $802 million. Unit 4 is scheduled for service two years later at a cost of 6% higher, largely because of additional 

carrying charges. Total investment in Unit 4 is currently about $20 million or 2.3% of its estimated cost; it is now $270 million 

for Unit 3, or about 33% of its estimated cost. Ratewatch, disagreeing with the proposed agreement, is urging, in effect, that 

by our disapproval Gulf may be compelled to accept a 25% interest in the higher cost Unit 4. Rntewatch considers a sale to 

Gulf of a 25% interest in Unit 4 of greater advantage to ratepayers of Georgia. It is fair to assume for like reasons that Florida 

consumers served by Gulf would prefer Gulrs choice of Unit 3. 
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*4 We have no such regional preference, and, above all, the Act does not give us a dispensation to favor Georgia over Gulf, 

as Ratewatch would have us do. We have no authority to review the merits of Georgia's construction program, 17 nor which 

generating facilities under construction Georgia should retain and which or how much it shall sell. In the present case the choice 

has been made by agreement between Georgia and Gulf, and our function is to review the transaction to determine whether the 

terms comply with the standards of the Act, and they do. lit We note also that in a recent decision the Georgia Commission 

stated that in the next financing it will review Georgia's construction program, ['! and our decision today does not limit the 

extent of that review nor what Ratcwatch may submit to the Georgia Commission. 

Ratewatch argues that we cannot grant our approval without an environmental impact statement under the National 

Environmental Policy Act of 1969 (NEPA ): 20 As we have previously determined, our limited authority with respect to 

linancings subject to Sections 6und 7 2·1 and acquisitions subject to Section I 0 12 docs not make NEPA applicable. We have no 

licensing authority over generating facilities, where they are to be built or the adequucy and need for the f.1cilities. Georgia has 

chosen the construction site for all four Scherer units, located in Monroe County in Central Georgia, with total capacity of3272 

mw, of which Gulf is acquiring 204.5 mw. Georgia determined the type of units to be built and their priority, and construction 

will continue us plunned, unaffected by the transfer to Gulf or to other co-owners. All units will be operated by Georgia and all 

the electricity generated will enter the transmission network in centnd Gcorgiu. The trunsfer of ownership to Gulf, as proposed, 

divides responsibility for providing cupitnl for Unit3 between Georgia and Gulf, in accordance with present estimates of their 

relative needs in the 1990's. 13 It has no bearing on the environmental effects of the Scherer units either in construction or when 

in operation, and our approval oft he transer is not the kind of 'Federal actions' involving NEPA, as heretofore decided. 

Finally, CUC has called our uttention to a Georgia statute, 2'1 passed in 1981, which provides recovery for Georgia ratepayers 

of their cush contribution to the cost of construction and a portion of the profits on u transfer of ownership of any electric utility 

plant. He requests that we identify what part of the transaction is a transfer of a utility asset subject to Section IO{b)(2) and what 

part is a 'construction contract' subject to Section IJ(b). It is stated thut such identification might be helpful in determining 

'profit' under the Georgia statute. 

As we said before, Georgia's obligation to complete the plant for Gulfs account is a construction contract within Section 13(b) 

oft he Act, and the transfer of the constructed part of the fhcility must also be made, as proposed, at cost. The computation of 

the transfer price, which is consistent with the Act, includes the incremental cost of capital employed by Georgia and certain 

tax udjustments, involving both investment tax credits and other income tax effects. The price will exceed Georgia's lax basis 

for the property, which creates the need for tax adjustments, and will differ in some respects from Georgia's book value. The 

certificate under Rule 24, which will be filed atler the transfer, will provide a detailed price computation as of the closing date, 

which will be uvailable to the Georgia Commission for any assistunce it may provide in the application of the Georgia statute. 

"'5 The fees and expenses to be incurred in this transaction are expected not to exceed $175,000 for Georgia and not to exceed 

$2,500 lor Gulf. No state or federal commission, other than this Commission, has jurisdiction over the proposed transaction. 

IT IS ORDERED, uccordingly, that the application, as amended be, and it hereby is, granted effective forthwith, subject to the 

terms and conditions prescribed in Rule 24 promulgated under the Act; and 

IT IS FURTHER ORDERED that the requests for heuring be, and they hereby are, denied. 

By the Commission. 

Shirley E. Hollis 

Acting Secretary 
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Footnotes 

Ownership of common facilities will be adjusted nmong the co-owners on completion so thnt the common facilities will be owned 

in the same proportion us the genemting units, the u(Uustmcnt to be based on cost. 

-, lnclmling its hnlf interest in an Alabama gcncmting subsidiary, jointly owned by it ami Alabama l'ower Company, also an llSSociatc 

compuny in the Southern System. 

{lcorcia l'g_wcr Company, HCAR No. 21709,20 SFC Dnd;cl 1·1-~ I ( SqHcmh<.:r 5. 19SO I; ~_!IOIJI:gi;ti~VI~~.;r(•.'\HI!!\!U- IICAR Ntt. I '1751. 

I 0 S! .( · Dt1.;kc1 '109 (Nm em her 11, I 'l7h); und (i\;r•rgii\ p,,,y.;_rJ'•'Hll'm•.;., l !C ;\R No. I K750, il .',;H · I Joc~d 2-1 ( IJcccmbcr .\I. 1'17·1 ). 

4 'l11c pumped storugc project is for 847.8 rnw. That is not additional capacity. It provides only ndditinnal peaking cupacity. 

5 Scc_(h!lfJ!mYcr .. Cmmmny, Flo. Comm. Docket No. 800001-EU(CR}, On!ctNQ •. 96.Za (November 10, 1980), at(>. 

ri Its current short tcm1 borrowing nuthorizution is $7(1 million. ].:ill;_S!liiL!ud:!.J.iJmlllill!Y. HCAR No. 23253. 3U 1\!: C l lod;.:t l 01 (\larch 

:! I. 1'1~-1). 

7 Rutcwutch is an unincorporntcd nrganizntion of Georgia citizens orgnnized to promote just and reasonable utility rules. 

8 <iiomgi<l l ·t>,k Anllntatcd. ~ -1(, :' lll.l(c) ( 1984). 

9 ~cc I !.;~rir1g ,,)I;C. 67 i L~d II 'I I. 1192. 93 (lll.h Cir. 19112); UJ~.~!llll_lt~J!IC\Il!JI)'JI~}. IICi\R No. 217h(,, 21 SEC Dod.ct :iXO 

( { kloh~r 2'). 19XU),I!!]'d \lltbQ!ll.!!.(lUli!m...! krring \ < srr. 6 71 l:.1d 11'1·1 (llC. l 'ir .. 11)/\! I; r\S.S.IlC of'\Vt~S. (\I!JjJill!t;JS,)IlL \, .)L(. 

516 1'.2d 711. 71-f H• (D.C. Cir. 1975) Lk!J.I~!.;J)h!'l!~.!!:•mr•ltlYJ•fi~U.l!l\\·J\J!Uil!\,J:et·. 503 F.2ll 1:~50. 11C•7 M\ C\rd Cir. 197-1); 

Sgc nls.Q_(ii!Jf.)t_g!.<;:<Li!_il~~i~5 .. C•l!l!l!;•r!L\·I'I'(:. -Ill I•.S. 7-17. 75-1--55 i llJ7~); ~·(!yri[L;JI)Jy~th:LlL\. SL(. ·154 F.2d 941. 95·1·· 

5h (IH' Cir. 1971 ). 

I 0 Rule lJ-13-1, HCAR No. I 25 (March 30, 1936), rcdesignuted Rule 80, IICAR Nn. 2694 (April 18, 1941 ). 

II ~Qm.'i!Jiidatcd Gl!s Supply Com-, IICAR No. 22910, '27 !lol'~~~ ll J.l. !I 15 ('\pr\1 1'2. 198.'\); Central and South West Com., 

IICAR No. 22(,35, :!I• SH.· Dockd 17-L 180-!ll (St:pkmbt:r !!• .. I'!K:!); _KetU!!!:h ... rmYcr Comnany, IICAR No. 22392, :!4 SFC 

Dol·k.,t W•J<J (I ..:hmary 18. I'll(!); New .Jc~cv l'o~ver & Light Co., HCAR No. 145M> (Januury 30. 1%2}; l'bi!l!.•k!ph1t\:•l, .ll SIT 

'793. lifll---(1:! 11'.150); Cill.l.lhril-!gtiili;.!;tric I_J~p.l!l!Y, HCAR No. 7406 (May 13, 1947); W~s\:1~:\i!~.U!iU!i~·;_,l),,. 21 ~>IT 566. 

57J ( 1'1.15); 'JJlt:.'!:\.'!'!.)!.'.\!s:.\.i;r-;,S;JJv1:Jrio,:_~,:!~. 1-1 SLC 7:\1. 7-11-7-1-1 ( IIJ·I:\1; !HJ\~Ib<IJ\)l.lgJL(I;J~_C\1,. I I SEC 'ill!. 921-'!22 ( 19·12); 

l'<tbJi~_;jo,'t \ t\.:\;_(·(~ll_1fli!ll.L''0Jt\!i• .. n••J. 11 SFC :!'llL 31)2 -:>o'< t t•n:!l; und ~~\\J:nglnti'LI'••~\1-:r.(~l . J SLC' J(l(, ( l'J-'~l-

12 In .C!l.tnhrJ!!g~:Jik.illi~l,jg!J.LCompany. id. ut 2, the Commission said: 

' ... viewing the system usn whole, the proposed tmnsl'er 11111 profit must be regarded in the nature of u write

up which would be properly classilicd in Account 1117 nf the Unililrm System of Accounts prescribed for 

electric utility companies hy the Fedeml Power Commission und recommended by the Nmional Associution 

of ltnilroad und Utilities Commissioners. Under the circumstnnces and considering the potentialities ol' ubuse 

present in the intru-syslcm profits ofthc nuture involved here (!;.L Section l{b) of the Act), we arc of the opinion 

that the proposed trunsaction should be so modified us to elimitmtc its inllationury uspccts.' 

13 \IHb"ri~>lll)'••_llt:EAJjg[!l <,.\•, _\. tiL(' .. 15X I .2d 771.! Is! Cir. 19-lf>), ~cr!, .. dcnicd, 33 I l '.S. H2.7 ( I'J-171; N•.lflh~\~~!<;tnJ:I~t;trio; < ·,,_, _ 

LJ\ .. 3:21. t:.S. II II ( t 'J-J.Ii: (,':illliu:~Ji\t:On.:g•'U)'ow~rt·,,, 1 .. YPL !50 1'.:2d :'5 ('ilh Cir. l'J-15 ). cert. denied. 316 l.'.S. 7Kl ( 19-l(•l. The 

latter cnse includes a concise review of curlier decisions and the legislative background. The Federal Communications Act and the 

Nmionul Gas Act contained parallel provisions. l/nit.t;t.L~!'*~~-•,_N\!1\ .. Y.!ltk.J:y!<;ph~,!!!c.t•• ... :>21• L•.S. f•.>l! ( I'N6J, involved a tr:u1sfer 

ofprnpcrty to u subsidiary. The subsidiary was ordered to write oil' the pro lit to its parent (AT&T), und the Supreme Court uffinncd, 

noting, 'the Fcdemll'ower Commission, the Securities and Exchange Commission, und some stutc Commissions (sec the opinion of 

the New York l'uhlic Service Commission in the instunt case) huve taken the same position concerning intcmllilintc tnmsnctions us 

hus the Fedcml Cmnmunicutions Commission.' ld, nl 655 n.l:\. 

~~ Sec ulsn Floridu Power & Light Co., HCAR No. 2874 (July II, 1941 ), l:h>rj\]Ul'• .. ~\l~r)(;_Ligl)t(,,_,,. 15 SIT X5 ( l'l-U), and JJ<_,,:j<j;,t 

l'•!'Wf};;,Lig)JL(.',,, }0 SLC ·HlX ( 1'1-l-'1). 

15 (_\o;ou-gr;tJ'i'''~T('p!JJniJU~- X Sl' C 6.~6. (i(..! (t(i i I 'I~ l) and \.igl[_l'o,l\_1\;f.\.."\!mPim.\. I 0 SH: 151, 156<'>!l (I IJ.·IIl. Cmnmonwealth and 

Sou them Corpomtion, the parent or both, und the other party in these proceedings, made I he capitul contributions needed to maintuin 

a minimum common equity. :md dividend restrictions were imposed to ussure lhut equity would increase. 

16 Sec letter orGulf Power Company to Florida l'ublic Service Commission dated August 25. 1978 and noted in ~wcr Company, 

Florid !I Commission Docket No. 80000 1-EU(CR), Order No. %28 (November I 0, 1980), at 6. 

17 Sec l!I\~_So .. •ulh~nL!.'•.'I'lPil!!). I!C.'\1~ No .. 217M> .. 21 SIT Dot:l-d :;~o C(ktoh<.:r I 0. 19~01, nll'd without opinion. ! l~rrillg_y,_~fC 

I• 71 F.2d ~N-1 (D.C. t:ir. I 'iii I). l-luving concluded that we huvc no uuthority to review the merits of Georgia's construction program, 

we deny l~atewutch's Motion lhr Production of Documents, the subject-mutter of which wus limited solely to soliciting infonnntiun 

about Georgia's constructiqn progmm. 
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1 !{ We note llmtthe urrnngcment with Gulris not unlike that extended to non-afliliated co-owners. Georgia had sold 16.5'}(, of Scherer 

Units 3 and 4, which in 1')80 it reacquired at cost, and sold the co-owners 15.5% of Units I and 2, also at cost. !J.£QrgiilJ~m\'er 

Couml!!l.Y..IICAR No. 21709, ~0 SI..C' Uttd,.:t IH I (Sc:ptcmlkr 5. !')Stll. 

19 !J~.&ii!J~um;.r..wmlll.!l!!Y· Ga. Pub. Ser\'. Comrn. Docket No. 3457-U Order (June I, 1984), at 13. 

2() Section 102(2)(C) ofNEI'A requires the statement in case of'tm~jor Federal actinns signilieuntly nllccting the quality of the human 

cn\'ironmenl.' 
21 ;'jee.Jhc Southem Company, IICAR No. 21665, 10 sLC Uock"t 7lJ'I. oO l 02 !July 2·1. I 'IXO): l'lw_St_nt!IJ<.~rnCH111pa11~. II C.,\ R No. 

2171•h. :~1 SI·C Doc·~cl .11iiJ-·-X2 t(klohcr 2ll, l'l!lO),U!'JJtl\i!.hD.!l!.QDi.niJ.m,JI~.r•:i!nL\,.S!}. 672 F.ld !l'J-1! D .. C. Cir. 191! IJ. 

11 Northern Stutes Power Co., HCAR No. 22334, 2·1 SFt·· llt•ck~t -lK6. -19-1-'15 ~.!kc"lllh~r .23. It) X I). 

23 Gcorgiaund Gulfhave alrcudy contrncled 1o sell uboul 88'V.,ofthc cnpucity ofUnit 3 to non-nlliliutcs through 1992, with sulcs phasing 

out over the following three ycurs. The encct is to postpone tlu: uvailnbility oflhc gcncrution to Gulfumil needed. 

24 (lwrgia Code Aflllnlah:d.;i -162···11J.!(c) (1984). 

Release No. 23448 (S.E.C. Release No.), Release No. 35-23448, 31 S.E.C. Docket 621, 1984 WL 472458 
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The following Commissioners participated in the disposition of this matter: 

APPEARANCES: 

BRAULIO L. BAEZ, Chairman 
J. TERRY DEASON 

RUDOLPH"RUDY"BRADLEY 
CHARLES M. DAVIDSON 

JOHN T. BUTLER, ESQUIRE, Steel, Hector & Davis LLP, 200 South Biscayne 
Blvd., Suite 4000, Miami, Florida 33131-2398 and R. WADE LITCHFIELD, 
ESQUIRE, and NATALIE F. SMITH, ESQUIRE, 700 Universe Boulevard, Juno 
Beach, Florida 33408 
On behalf of Florida Power & Light Company (FPL). 

NORMAN H. HORTON, JR., ESQUIRE, Messer, Caparello & Self, P.A., Post 
Office Box 1876, Tallahassee, Florida 32302-1876 
On behalf of Florida Public Utilities Company (FPUC). 

RUSSELL A. BADDERS, ESQUIRE, Beggs & Lane, Post Office Box 12950, 
Pensacola, Florida 32591-2950 
On behalf of Gulf Power Company (GULF). 

JAMES A. MCGEE, ESQUIRE, Progress Energy Florida, Post Office Box 
14042 St. Petersburg, Florida 33733 and BONNIE E. DAVIS, ESQUIRE, 
Progress Energy Florida, 106 East College Avenue, Suite 800, Tallahassee, 
Florida 32301 
On behalf of Progress Energy Florida (PEF). 

JAMES D. BEASLEY, ESQUIRE, Ausley & McMullen, Post Office Box 391, 
Tallahassee, Florida 32302 
On behalf of Tampa Electric Company (TECO). 

JON C. MOYLE, JR., ESQUIRE, and WILLIAM H. HOLLIMON, ESQUIRE, 
Moyle, Flanigan, Katz, Raymond and Sheehan, P.A., The Perkins House, 118 
North Gadsden Street, Tallahassee, Florida 32301 
On behalfofThomas K. Churbuck (CHURBUCK). 
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JOSEPH A. MCGLOTHLIN, ESQUIRE, VICKI GORDON KAUFMAN, 
ESQUIRE, and TIMOTHY J. PERRY, ESQUIRE, McWhirter,- Reeves, 
McGlothlin, Davidson, Kaufinan & Arnold, P .A., 117 South Gadsden Street, 
Tallahassee, Florida 32301 
On behalf of Florida Industrial Power Users Group (FIPUG). 

PATRICIA A. CHRISTENSEN, ESQUIRE, Associate Public Counsel, Office of 
Public Counsel, c/o The Florida Legislature, 111 West Madison Street, Room 
812, Tallahassee, Florida 32399-1400 
On behalf of the Citizens of the State of Florida (OPC). 

ADRIENNE E. VINING, ESQUIRE, WM. COCHRAN KEATING, IV, 
ESQUIRE, and JENNIFER RODAN, ESQUIRE, Florida Public Service 
Commission, 2540 Shumard Oak Boulevard, Tallahassee, Florida 32399-0850 
On behalf of the Florida Public Service Co11ltllission. 

FINAL ORDER APPROVING UNIT POWER SALES AGREEMENTS BETWEEN 
FLORIDA POWER & LIGHT COMPANY AND SOUTHERN COMPANY 

FOR COST RECOVERY PURPOSES 

BY THE COMMISSION: 

I 

Case Background 

Florida Power & Light Company (FPL) currently purchases 955 MW of capacity from 
Southern Company (Southern) via unit power sales (UPS) agreements set to expire on May 31, 
2010. The existing UPS agreements are for coal-fired generation from Southern's Scherer and 
Miller units in Georgia. After adjusting for losses on Southern's side of the interface, FPL 
receives 930 MW of capacity. Three new UPS agreements between FPL and Southern are 
scheduled to take effect on June 1, 2010, and continue to December 31, 2015. The new UPS 
agreements would also provide 955 MW of firm capacity, with FPL receiving 930 MW at the 
interface. The new UPS agreements would provide 165 MW of coal-fired capacity from the 
Scherer unit, with the remaining 790 MW of capacity from Southern's natural gas-fired Harris 
and Franklin units in Georgia. 

FPL requested our approval for cost recovery of the new UPS agreements as part of its 
annual fuel adjustment filing with the Commission. At the conclusion of the hearing held in this 
docket on November 8 and 9, 2004, we rendered a bench decision on all issues with the 
exception of Issue 14C, which addresses approval of the new UPS agreements. We requested a 
written recommendation on Issue 14Cand the parties were provided the opportunity to file briefs 
supporting their positions on that issue by December 1, 2004. Based on the evidence presented 
at the hearing and in consideration ofthe parties' post-hearing briefs, we addressed Issue 14C at 
our January 4, 2005 Agenda Conference. This Order memorializes our decision regarding FPL's 
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request for approval of its new UPS agreements with Southern. We have jurisdiction over this 
matter pursuant to Sections 366.04, 366.05, and 366.06, Florida Statutes. 

FPL's New UPS Agreements 

Accon:ling to FPL, the p:urpose of the new UPS agreements is to retain as many of the 
benefits of the existing contracts as possible. While FPL rimynot have been able to retain all of 
the benefits of the existing UPS agreements, the new UPS agreements do provide some fuel 
diversity, enhanced reliability, and opportunities for economy energy purchases. Specifically, 
the new UPS agreements provide for: (1) the purchase of 165 MW of coal-fired and 790 MW of 
gas-fired capacity and energy, with the right of first refusal to purchase additional coal-fired 
energy if made available; (2) a short-term commitment which allows FPL to further explore 
ownership of new solid fuel generation; (3) enhanced reliability through geographic and fuel 
supply differences; and, (4) the retention of firm transmission rights within the Southern system. 

FPL states that the benefits of the new UPS agreements, such as fuel diversity, enhanced 
reliability, and opportunities for economy energy purchases, are difficult to quantify. We agree. 
A pure dollar and cents cost-effectiveness comparison suggests that a self-build option would be 
more cost-effective by approximately $69-$93 million. Therefore, we are faced with the 
decision of how much of a premium should be paid for the types of benefits provided by the new 
UPS agreements. The concept is similar to that of purchasing car insurance. You pay a 
premium for something you hope to never use, but are glad you have it if needed. We estimate 
that the "premium" would equate to approximately 0.02 cents/kwh, or about 20 cents/month per 
residential customer over the 5.5 year term of the UPS agreements. 

Since the 1990's, the majority of new generation additions in Florida and the nation have 
been natural gas-fired units. No new coal-fired generating units have been constructed for quite 
some time, either in Florida or in the Southern system. FPL's reliance on natural gas for future 
generation additions is the highest of any Florida investor-owned utility. The coal units that 
support the existing UPS agreements, the Scherer and Miller units, are being retained for use by 
the original owners for their native load customers. This fact is supported by the testimony of 
FPL's witness Hartman who stated that going into negotiations, FPL wanted to buy all coal-fired 
energy, but Southern only wanted to sell gas-fired energy. In essence, while the amount of coal
fired capacity is reduced from 930 MW to 165 MW, some fuel diversity is preserved for FPL at a 
time when Florida's utilities are highly dependent on natural gas-fired generation. When 
compared to the self-build alternative, the new UPS agreements increase fuel diversity on FPL's 
system. In addition, the right of first refusal for additional coal-fired capacity provides additional 
fuel diversity opportunities. FPL is currently studying the feasibility of adding coal-fired 
generation to its system and has committed to provide a report on that subject to the Commission 
by March 2005. The short term nature of the new UPS agreements allows a window of time for 
FPL to more fully analyze the potential for constructing coal-fired generation during the 2010-
201 5 timeframe. 

Both the existing and the new UPS agreements enhance reliability through geographic 
and fuel supply differences. FPL has been allocated a share of the Florida/Georgia transmission 
interface and is currently utilizing this transmission capacity to import power under the existing 
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UPS agreements. This amount of transmission import capacity will not change with the new 
UPS agreements. Under the new UPS agreements, 930 MW of power will be imported from the 
Southern region, just like the existing UPS agreements. IfFPL did not extend the contracts, the 
500 kV lines would remain in place, but FPL would be required to make its share of the interface 
capacity available for purchase by third parties. The existing UPS agreements are based entirely 
on coal-fired- energy. As diseussed above, fuel diversity is enhanced by the new UPS 
agreements. While the new UPS agreements have a significant portion of capacity that is gas
fired, the fuel is delivered via a gas transportation network that is outside of Florida, providing 
enhanced fuel supply reliability. 

The benefits associated with the firm transmission rights should improve compared to the 
existing UPS agreements. According to witness Hartman, the transmission rights associated with 
the existing UPS agreements are bundled with the capacity payments and are not transferable 
within the Southern system. The new "roll-over" transmission rights, if approved, would be 
billed separately pursuant to Southern's Open Access Transmission Tariff (OATT). FPL may 
request alternate transmission paths that allow additional economy energy transactions. 
Alternate firm transmission paths could be requested with 24 hours notice and non-firm requests 
with only a one hour notice. The additional economy purchases are estimated to provide 
between $36 to $83 million dollars in savings to FPL's ratepayers. Witness Hartman did 
acknowledge that the maximum level of savings assumed, $83 million, was substantially greater 
than FPL's recent history of out-of-state economy energy purchases and that the minimum level 
of$36 million is more in line with FPL's recent historical experience. Witness Hartman used the 
maximum and the average values of economy energy savings to arrive at the range of $69 to $93 
million dollar net cost figures. Using the maximum and the minimum figures for economy 
energy purchases would result in a range of net cost of $69 to $117 million, respectively, when 
compared to the self-build option. However, if natural gas prices were to rise significantly 
during the 2010 to 2015 time frame, the savings from economy energy purchases could surpass 
the estimated maximum level and possibly mitigate the additional costs of the contracts. The 
table below summarizes the three scenarios: 

-··-- --

Cost above self-build 153 153 153 
Economy energy purchases 83 60 36 
Net total cost* 69 93 117 

Witness Hartman also stated that he was doubtful that FPL would be able to secure 
equivalent firm transmission rights if the roll-over rights were not granted because FPL would be 
at the end of the line behind several other entities requesting transmission access. Ifthis were to 
happen, even the minimum amount of economy energy purchases would be in jeopardy. The 
reverse would also be true. Without firm transmission rights, FPL may not be in a position to · 
make econ9my sales to Southern. Therefore, it appears that the primary benefit of the new UPS 
agreements is the retention of firm transmission rights within the Southern system. Witness 
Hartman testified several times that whoever owns the transmission rights receives all of the 
benefits of economy energy transactions and that "[i]fwe own the transmission rights, how much 
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we share with our customer is a matter ofthe fact that they get all of it ... [a]ll of the benefits of 
the transmission rights." 

One additional benefit of the new UPS agreements is the fact that all three contracts are 
fully dispatchable by FPL. We are unsure if this same provision is contained in the existing UPS 
agreements. -In essence, the generating units defined in the contracts are under the direct control 
ofFPL, as ifFPL owned the units. As such, FPL-can even make sales from these units when it is 
economic to do so. FPL stated in response to Staff Interrogatory No. 43 that "[i]f the dispatch 
cost of the plants under contract is lower than the market price, but higher than our own system 
marginal costs, we would dispatch the plants under contract to the extent we can sell the output 
into the market." It is unusual for a purchased power contract to also provide for the opportunity 
to produce revenues for the original buyer; however, the ability to dispatch the units is worthless 
unless FPL has the transmission rights to deliver the power. 

FPL stated many times that the benefits of the UPS agreements should flow to the 
customers. Therefore, we find that, as a condition of approval, any gain on sales to third parties 
that utilize the transmission rights associated with the UPS agreements shall be credited 100% to 
FPL' s ratepayers. If FPL negotiates the purchase of additional coal capacity and energy from 
either the Miller or Scherer units, the same conditions shall apply. In order to not penalize FPL, 
the gains on such sales shall not be included in FPL's calculation of a three year rolling average 
for purposes of establishing the threshold for other economy sales pursuant to Order No. PSC-
00-1744-PAA-EI, issued September 26,2000, in Docket No. 991779-EI, In re: Review of the 
appropriate application of incentives to wholesale power sales by investor-owned electric 
utilities. Such a conditional approval will ensure that the value of all of the benefits that are not 
quantifiable today will flow to FPL's ratepayers in the future. 

Other parties to the proceeding, Churbuck, OPC, and FIPUG, contend that FPL did not 
provide sufficient evidence to justify approval of the new UPS agreements. We disagree and 
believe that the record is sufficient for us to render such a decision. No matter how long or in 
what detail one considers the evidence, we are faced with the decision of how much of a 
premium should be paid for the types of benefits provided by the new UPS agreements. We 
have the information and expertise needed to make a decision based upon the economic impact 
of the new UPS agreements and a description of the benefits they will bring to FPL's ratepayers. 

In summary, the new UPS agreements continue many of the benefits associated with the 
current UPS agreements. Access to coal-fired energy via firm transmission rights appears to be 
the greatest benefit to FPL's ratepayers. Therefore, based upon the evidence presented at the 
hearing and in consideration of the parties' post-hearing briefs, we find that the new UPS 
agreements between FPL and Southern shall be approved for cost recovery purposes, subject to 
the conditions set forth above. 

Based on the foregoing, it is 

ORDERED by the Florida Public Service Commission that the Unit Power Sales 
Agreements between Florida Power & Light Company and Southern Company, which are 
scheduled to take effect on June 1, 2010, and continue. to December 31, 2015, are hereby 
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approved for cost recovery purposes, subject to the conditions set forth in the body ofthis Ord~r. 
It is further 

ORDERED that this is an ongoing docket that shall remain open. 

By ORDER of the Florida Public Service Commission this 24th day of January, 2005. 

BLANCA S. BA YO, Director 
Division of the Commission Clerk 
and Administrative Services 

By. ~~ Kay Fl, Chief 
Bureau of Records 

(SEAL) 

AEV 

NOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW 

The Florida Public Service Commission is required by Section 120.569(1), Florida 
Statutes, to notify parties of any administrative hearing or judicial review of Commission orders 
that is available under Sections 120.57 or 120.68, Florida Statutes, as well as the procedures and 
time limits that apply. This notice should not be construed to mean all requests for an 
administrative hearing or judicial review will be granted or result in the relief sought. 

Any party adversely affected by the Commission's final action in this matter may request: 
1) reconsideration of the decision by filing a motion for reconsideration with the Director, 
Division of the Commission Clerk and .Administrative Services, 2540 Shumard Oak Boulevard, 
Tallahassee, Florida 32399-0850, within fifteen (15) days of the issuance of this order in the 
form prescribed by Rule 25-22.060, Florida Administrative Code; or 2) judicial review by the 
Florida Supreme Court in the case of an electric, gas or telephone utility or the First District 
Court of Appeal in the case of a water and/or wastewater utility by filing a notice of appeal with 
the Director, Division of the Commission Clerk and Administrative Services and filing a copy of 
the notice of appeal and the filing fee with the appropriate court. This filing must be completed 
within thirty (30) days after the issuance of this order, pursuant to Rule 9.110, Florida Rules of 
Appellate Procedure. The notice of appeal must be in the form specified in Rule 9.900(a), 
Florida Rules of Appellate Procedure. 

RC-371 



BEFORE THE PUBLIC SERVICE COMMISSION 
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The following Commissioners participated in the disposition of this matter: 

BRAULIO L. BAEZ, Chairman 
J. TERRY DEASON 

RUDOLPH "RUDY" BRADLEY 
CHARLES M. DAVIDSON 

LISA POLAK EDGAR 

NOTICE OF PROPOSED AGENCY ACTION 
ORDER APPROVING UNIT POWER SALES AGREEMENTS BETWEEN 

PROGRESS ENERGY FLORIDA. INC. AND SOUTHERN COMPANY 
SERVICES, INC. FOR COST RECOVERY PURPOSES 

BY THE COMMISSION: 

NOTICE is hereby given by the Florida Public Service Commission that the action 
discussed herein is preliminary in nature and will become final unless a person whose interests 
are substantially affected files a petition for a formal proceeding, pursuant to Rule 25-22.029, 
Florida Administrative Code. 

CASE BACKGROUND 

Progress Energy Florida, Inc. (Progress) currently purchases 414 MW of capacity and the 
associated energy from the Southern Company (Southern) under two unit power sales (UPS) 
agreements. These agreements were executed in 1988, and are set to expire in May 2010. The 
existing UPS agreements consist of coal-fired generation from Southern's Scherer and Miller 
units, located in Georgia. 

As a part of its annual fuel adjustment filing in Docket No. 040001-EI, Progress 
requested Commission approval for cost recovery of the anticipated extension of the existing 
UPS agreements with Southern. At the time, Progress had not yet finalized the agreements with 
Southern, but rather filed a Letter of Intent with Southern to extend the existing 1988 UPS 
agreements. At the prehearing conference for Docket No. 040001-EI, held on October 25, 2004, 
the Prehearing Officer ruled that the Commission would not address the issue until an agreement 
was finalized and filed with the Commission. 
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On November 24, 2004, Progress signed two new UPS agreements with Southern, which 
will replace the existing agreements upon their expiration. The two new UPS agreements consist 
of 424 MW of capacity, including 74 MW of coal-fired capacity from tlie Scherer unit. The 
remaining 350 MW of capacity will be provided by Southern's natural gas-fired combined cycle 
unit, Franklin 1, also located in Georgia. The term for each agreement is June 1, 2010 through 
December 31,-2015. 

On December 13, 2005, Progress filed a petition requesting a fmding from the 
Commission that entering into the UPS agreements is a reasonable and prudent action by 
Progress to maintain its 20 percent reserve margin. Progress also requested recovery of the 
energy and capacity costs associated with the agreements, subject to Commission review of the 
actual expenses in the annual Capacity and Fuel Cost Recovery Clause proceedings. We have 
jurisdiction over this subject matter pursuant to Sections 366.04, 366.05, and 366.06, Florida 
Statutes. 

UPSAGREEMENTSBETWEENPROGRESSANDSOUTHERN 

Progress currently purchases 414 MW of capacity from the Southern Company 
(Southern) under two UPS agreements which will expire on May 31, 2010. The capacity 
consists of coal-fired generation from Southern's Miller and Scherer units, located in Georgia. 
In order to maintain its 20 percent reserve margin, Progress has entered into two new UPS 
agreements with Southern, scheduled to take effect June 1, 2010, and expire December 31, 2015. 
These agreements would provide 424 MW of capacity, including 74 MW of coal-fired capacity 
from the Scherer unit, and the remaining 350 MW provided by the natural gas-fired Franklin 1 
combined cycle unit, also located in Georgia. Progress has also obtained a right-of-first refusal 
for additional coal-fired capacity to replace all or part of the natural-gas fired capacity, should 
additional coal-fired capacity become available. 

The UPS agreements specify different levelized capacity charges for the coal-fired and 
natural gas-fired capacity. These charges include: capital costs, costs of non-environmental 
capital additions, fixed O&M, and allocated overhead expenses. Any applicable changes in law 
which impact environmental costs will be borne by Progress. Progress will also be charged fixed 
gas transportation costs to deliver gas to the Franklin unit, and transmission costs to the Florida
Georgia interface. Energy charges under the agreements are set based on delivered fuel costs 
multiplied by the actual heat rate at the Scherer unit (heat rate varies according to the coal mix 
burned) and a guaranteed heat rate at the Franklin unit. 

As a condition precedent for the UPS agreements, Progress must obtain firm transmission 
service to the Florida-Georgia interface. Transmission under the existing 1988 UPS agreements 
was provided under bundled service, which included roll-over rights to the transmission access. 
In November 2004, Progress requested firm transmission service from Southern under the terms 
of Southern's Open Access Transmission Tariff (OATT). A transmission agreement must be 
reached by February 2006, unless both parties agree to extend the deadline. Progress has the 
right to terminate both UPS agreements if transmission access is not granted under acceptable 
terms. 
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Cost-Effectiveness 

. Progress provided a cost-effectiveness analysis of the new UPS agreements, which 
compares expansion plans with and without the UPS agreements, from year 2010 until 2055. 
Progress used a 45-year analysis to represent the five year term of the contract, followed by the 
assumed 40-year life of a coal-fired generating unit added to the plan following the expiration of 
the agreements in 2015. The UPS agreements defer the need for one combined cycle unit from 
2010 to 2011, defer a second combined cycle from 2012 to 2018, and change the timing of 
subsequent units. Progress' analysis included the cost savings benefit of economy purchases 
made possible by the transmission access on Southern's system associated with the UPS 
agreements. Through the five year UPS contract term, 2010 through 2015;the net present value 
(NPV) analysis shows a significant savings of $133 million, even if economy sales are not taken 
into account,. due to the deferral of two generating units. Progress stated that this savings would 
increase to a NPV of $145 million with the inclusion of savings from economy purchases. 
Progress' 45-year comparison of the two expansion plans resulted in a negative $5 million NPV, 
with a base case economy energy purchase assumption. Progress performed a sensitivity 
analysis assuming a fifty percent economy purchase reduction, which resulted in a negative $11 
million NPV over 45 years. 

We have reviewed Progress' cost-effectiveness analysis and believe it is based on 
reasonable assumptions. We note that the NPV outcome of the analysis is highly dependent on 
the time period used in the analysis, because the timing of several units is altered by the inclusion 
of the UPS agreements in Progress' expansion plan. The benefits projection for the years 2010 
through 2015 is more certain than the potential costs based on a 45-year analysis. Therefore, we 
place more credence on the short-term benefits of the contracts. 

Non-Price Benefits 

We agree with Progress that the UPS agreements have several non-price benefits, which 
are difficult to quantify, including: 

• Transmission Access and Economy Energy: The UPS agreements allow Progress 
to exercise its roll-over rights and maintain transmission access to the Southern 
system and beyond. This provides access to potential economy energy purchases 
and sales, and increases reliability. Progress believes that the UPS agreements 
will provide the opportunity for increased economy purchases because a portion 
of the capacity is natural-gas fired. The Franklin unit will not be dispatched over 
as many hours as a coal-fired unit, providing Progress with excess transmission 
capacity that may be used to transport economy energy in the hours when 
Progress is not taking energy from Franklin. 

• Fuel Diversity: Although the UPS agreements provide less coal capacity than the 
existing agreements, more coal capacity is provided than under the self-build 
option. Placing this coal-fired capacity under contract will reduce the exposure of 
Progress' ratepayers to fuel price volatility. Progress has also obtained a right-of-
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first refusal on additional coal capacity to replace all or part of the Franklin 
natural-gas fired capacity. 

• Planning Flexibility: The UPS agreements offer planning flexibility compared to 
a self-build option. Progress has obtained a right to extend a portion of the 

- contracted capacity to 2017, or it can let the agreement expire. The contracts also 
give Progress additional time to ·study the cost-effectiveness and feasibility of 
adding coal-fired capacity. Progress provided information on two recent internal 
and external analyses of the impact of adding coal-fired capacity to Progress' 
system. Progress assumed that the in-service date of a coal-fired unit would be 
moved up from year 2017 to 2015 in its expansion plan with the UPS agreements. 

• Reliability: The UPS agreements increase reliability by: 1) adding an outside 
source for natural gas transportation; and, 2) providing access to energy from 
Southern's system and beyond. The Franklin agreement allows Southern to 
provide energy from alternate units in case of a forced outage or if Southern 
chooses not to dispatch the Franklin unit. If Southern provides energy from an 
alternate source, Progress will receive a discount on the energy charge. 

In summary, the UPS agreements provide a NPV savings of between $133 million to 
$145 million over the life of the contracts, due to the deferral of two natural gas-fired combined 
cycle units. Further, the agreements provide several non-price benefits, including: 1) access to 
transmission on Southern's system; 2) the potential for savings from economy energy purchases; 
3) fuel diversity; 4) increased reliability; and, 5) planning flexibility. We believe that the fuel 
diversity and planning flexibility afforded by the agreements are of particular importance due to 
the volatility and forecasting uncertainty of natural gas prices. The coal-fired capacity from 
Southern's Scherer unit will reduce Progress' ratepayers exposure to fuel price volatility, while 
the timing of the contracts will give Progress the flexibility to defer several natural gas-fired 
plants and potentially move up the in-service date of a coal-fired unit .. Given the more certain 
up-front NPV benefits and additional non-price benefits, we believe the UPS agreements are 
worth the risk that an expansion plan that includes the agreements may have a negative NPV of 
between $5 to $11 million through 2055. Accordingly, we find that entering into the UPS 
agreements is a reasonable and prudent action by Progress to maintain its 20 percent reserve 
margin. Therefore, we hereby approve cost recovery of the energy and capacity costs associated 
with the UPS agreements between Progress and Southern, subject to our review of the actual 
expenses in the annual Capacity and Fuel Cost Recovery Clause proceedings. 

Based on the foregoing, it is 

ORDERED by the Florida Public Service Commission that the Unit Power Sales 
Agreements between Progress Energy Florida, Inc. and Southern Company Services, Inc., which 
are scheduled to take effect June 1, 2010, and expire December 31, 2015, are hereby approved 
for cost recovery purposes as set forth in the body of this Order. It is further 
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ORDERED that the provisions of this Order, issued as proposed agency action, shall 

become final and effective upon the issuance of a Consummating Order unless an appropriate 

petition, in the form provided by Rule 28-106.201, Florida Administrative-Code, is received by 

the Director, Division of the Commission Clerk and Administrative Services, 2540 Shumard Oak 

Boulevard, Tallahassee,·Florida 32399-0850, by the close of business on the date set forth in the 
11Notice of Further Proceedings" attached hereto. It is further 

ORDERED that in the event this Order becomes final, this docket shall be closed. 

By ORDER of the Florida Public Service Commission this 14th day of March, 2005. 

BLANCA S. BA YO, Director 
Division of the Commission Clerk 
and Administrative Services 

By.~~ KaYFl.Chief 
Bureau of Records 

(SEAL) 

AEV 

NOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW 

The Florida Public Service Commission is required by Section 120.569(1), Florida 

Statutes, to notify parties of any administrative hearing that is available under Section 120.57, 

Florida Statutes, as well as the procedures and time limits that apply. This notice should not be 

construed to mean all requests for an administrative hearing will be granted or result in the relief 

sought. 

Mediation may be available on a case-by-case basis. If mediation is conducted, it does 

not affect a substantially interested person's right to a hearing. 
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The action proposed herein is preliminary in nature. Any person whose substantial 
interests are affected by the action proposed by this order may file a petition for a formal 
proceeding, iri the form provided by Rule 28-1 06.201, Florida Administrative Code. This 
petition must be received by the Director, Division of the Conunission Clerk and Administrative 
Services, 2540 Shumard Oak Boulevard, Tallahassee, Florida 32399-0850, by the close of 
business on April4, 2005. 

In the absence of such a petition, this order shall become final and effective upon the 
issuance of a Consummating Order. 

Any objection or protest filed in this/these docket(s) before the issuance date of this order 
is considered abandoned unless it satisfies the foregoing conditions and is renewed within the 
specified protest period. 

RC-377 




