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May 6, 2016

Florida Public Service Commission

2540 Shumard Oak Boulevard

Tallahassee, Florida 32399-0850

Re: FPSC Document No. 02768-16

Dear Mary Anne,

PosT OFFIcE Box 12950
PeEnsacoLa, FL 3259 |-2950
TELEPHONE (B50) 432-2451

Fax (B5O) 469-333 1|

JEFFREY A, STONE

Jas{BEGGSLANE . COM

This follows our previous conversation regarding 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 of the 377 page compendium and a DVD containing an electronic copy of the document for

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 of the items in the Reference Compendium, the portion dealing with Plant Scherer is a
small subset of the entire document. The following “road map” may be helpful:

ToC item 1 — In Order No. 23573, the Scherer discussion appears on pages 12 and 13
(RC-12 and RC-13). The effects of the Scherer decision appear elsewhere in the Order.

ToC item 3 — Although the entire transcript of the 10/9/78 workshop is provided, the

excerpt cited in Mr. Connally’s letter begins on page 42 (RC-128).

ToC item 6 — In Order No. 9628, the Scherer discussion appears on pages 6, 7, 10 and 26
(RC-161, 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. 10557, the quoted excerpt is found on page 41 (RC-275).

ToC item 10 — In Order No. 11498, the quoted excerpt is found on page 15 (RC-308).

501 COMMENDENCIA STREET
PENSACOLA, FLORIDA 32502
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I hope the enclosure will be of assistance to you and to the Commission Staff. If you have any
questions, please feel free to contact me.

Very truly yours,

Jeffrey thone

For the Firm

cc: J. R. Kelly, Public Counsel
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. STONE,
Esquires, Beggs and Lane, P. O. Box 12950,
Pensacola, Florida 32576

On _behalf of Gulf Power Company

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 Ww. McWHIRTER, JR., .
Esquires, Lawson, McWhirter, Grandoff & Reeves, 522
East Park Avenue, Suite 200, Tallahassee, Florida
32301

ehalf of the Industrial Intervenor

RONALD C. LaFACE and WILLIAM 1I. HYDE, Esquires,
Roberts, Baggett, LaFace and Richard, P. 0. Drawer
1838, Tallahassee, Florida 32302

Oon behalf of the Florida Retail Federation

DOCUMENT NUMEER-NEATR

’ I -3 %)
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ROBERT VANDIVER, MARSHA RULE and MICHAEL PALECKT,
Esquires, Legal Division, Florida Public Service
Commission, 101 East Gaines Street, Tallahassee,
Florida 32399-0850

on behalf of the Staff of the Florida Public

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 $923,562,000. 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 granted 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 4
party to this docket pursuant to Section 350.0611, Florida
Statutes. i ‘

RC-2
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I. SUMMARY OF DECISION

We authorize Gulf an increase in gross annual revenues of
$11,838,000 for two Yyears beginning September 13, 1990.
Thereafter, we authorize Gulf an increase in gross annual revenues
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 test year net operating
income determines the net operating income déficiency 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 (000's)

GULF ADJUSTMENTS ADJUSTED RATE
BASE

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

B. Accumulated ( _454,964) ( 6,913) ( 448,051)
Depreciation

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

D. Construction Work 14,949 -0 - 14;9ﬂ
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. Plant-In-Service

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.

(000s)
Plant-In-Service per Gulf $ 1,275,624
Adjustments:

1. New Corporate Headquarters ( 3,892)
2. Navy House ( 23)

3. Appliance Division ( 214)

4. Tallahassee Office |« 24)

5. Leisure Lakes ( 142)

RC-8
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6. Plant Scherer ( 52,987)
7. Misc. Plant-In-Service ( 55)
Total Adjustments ( 57.337)

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

1. New Corporate Headguarters

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. 1In
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 proceedings 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 capitalized 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. Navy 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 trainin
space for its employees. There appears to be ample training spaci
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 lease
while the office furniture has been capitalized by the company a
included in rate base. 1In addition, Gulf's-lobbyist has a compan
car which is also included in rate base.

RC-10
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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. 1In
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 $23,860
Accumulated Depreciation 11,193
Depreciation Expense 1,217

5. Leisure Lakes Subdivision (Greenhead Substation)

Oon 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 lLakes 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'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'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. It
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 increasing 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.

Time capacity Available to Retail Customers
January 1990 - May 1992 , 63 megawatts
June 1992 - December 1992 11 megawatts
January 1993 - May 1993 37 megawatts
June 1993 - December 1993 16 megawatts
January 1994 - May 1994 17 megawatts
June 1994 - May 1995 35 megawatts
June 1995 - May 2010 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 iti
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 should 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 $ 52,987,000
Accumulated Depreciation 6,557,000
Acquisition Adjustment 2,317,000
Working Capital ' 2,187,000
O&M - Expenses 722,000
Depreciation Expense 1,701,000
Amortization of Plant

Acquisition Adjustment 73,000
Amortization of ITC ( 96,000)
Other Taxes 245,000
IIC Offset ( 4,792,000)

7. Miscellaneous Plant-In-Service

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 $448,051,000, as
follows:

(000s)

Accumulated Depreciation per Gulf $ 454,964
Adjustments:

Appliance Division ( 7)
Tallahassee Office ‘ ( 11)
Plant Scherer ( 6,557)
New Corporate Headquarters { 338)
Total Adjustments ( 6,913)
Adjusted Depreciation ' $ 448,051

Cc. Net Utility Plant-In-Service

Net utility 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
test year 1990 is $770,236,000.

D. onstruction Work in ogqress (CWT

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 plant 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. -

(000's)
Working Capital per Gulf | $ 81,711
Adjustments:
1. Rate Case Expenses ( 765)
2. Temporary Cash Investments 0

3. Heavy 0il Inventory (
4. Light 0il Inventory (
5. Coal Inventory ( 6,017)
6. Plant Scherer (
7. Caryville Subsurface Study (

8. PIP 169
Total Adjustments : (9,527)
Total Working Capital $ 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
regqulatory treatment of 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 requlated 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 their
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 Ccash 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:

n, . . 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 certai

degree of 1liquidity 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. 1In 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 additional
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 $6,045,000 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. Hea 0il Inventor

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 worklng capital by $59s6, 178 (system), or by $576,462
(jurisdictional).

4. Light 0il Inventory

Gulf has requested that 650,895 gallons of light fuel oil
(system) be included in working capltal. We are of the opinion -
that Gulf has failed to justify its request for 1light 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 requlre 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 power
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 Ccaryville 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 $28,000 reduction in working capital.

8. oductivit rovement Plan IP

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 cmrreni
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. apital 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 Equity 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 College 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 Commission
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 yielq
for June 1990 was 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 reconc1led 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/capltal structure reconciliation that
we discussed abkove and cur review cf the reccrd of tha cost rates
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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%

R — e e e o e e [——
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For a complete breakdown of Gulf's 13-month average capital
structure see Attachment 2.

VI. ISMANAGEMEN

The record is clear: Gulf Power Company admitted that corrupt
practices took place at Gulf Power Company from the early 1980s
through 1988, including but not limited to theft of company
property, use of company employees on company time to perform
services 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, knew 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. (R169) 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

3 3
arnravimately €10,000 worth of appliances Lo Mr. E4 Addiscn, former
L P A 4 ’ ol o4 14
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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 jncreased by the 1986
transactions. :

Oon October 31, 1989 Gulf Power Company entered quilty pleas
to two felony counts in the United States District cCourt 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,
ngystematically, 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, th
Graves contribution in July of 1984, the 1986 Kyle Croft lawsuit
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revealing more informatdgn concernlng 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 198s.

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
con51dering 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 pre51dent 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. Croft)] 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. 1In carrying out his duties as Senior Vice
President, he committed illegal and unethical acts on behalf of the
utility. Therefore, Gulf Power Company Wwas 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. Oon January
5, 1989, the Audit Committee of the Gulf Power Board of Directors
adopted a resolution to reiterate 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 employees 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 employees
ignored the Code or failed to take it seriously. (R214-15) ‘ﬂ
believe the 1989 measures should have been- in effect in 1984 a
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 Baker-Childers
Report. (R128) An outside 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. 0f 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. (R181) 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)

RC-27




ORDER NO. 23573
DOCKET NO. 891345-EI
PAGE 28

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 goocds
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 a
demonstrable impact on rates or service from the mismanagement.
(Gulf Power Brief at 110; See Id. at 107-138) 1In 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. 1In
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 OT right carries
with it by implication everything necessary to
carry out the power or right and make it
effectual and complete.

RC-28



ORDER NO. 23573
DOCKET NO. 891345-EI
PAGE 29

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 (50) 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 (NOT)

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 NOI.

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:

JURISDICTIONAL NET OPERATING INCOME

(000's)
Gulf Adjustments As Adjusted
* VIII. Operating Revenues $ 255,580 108 $ 255,688
* TX. Operating Expenses
A. O&M ‘ 113,382 762 - 114,144
B. Deprec. & 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

b ] = f—— ]

*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 $108,000 to $255,688,000. Our
adjustments to revenues are as follows:

(000's)

company Test Year Revenues : $ 255,580
Adjustments:
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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 -0~
E. Revision of 0S-I and 0S-II Revenue 66

F. Revision of OS-III and 0S=IV Revenue ____ ( 6)
Total Adjustments $ 108

Adjusted Operating Revenue - $ 255,688

A. PXT Misbjilling

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. 1In
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 lLogo

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 O0S-T and 0s-1X

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 0S-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 (O&M
Gulf has proposed total O&M expense of $113,382,000. We have

determined that this amount should be increased by $762,000 to
$114,144,000 as follows:

(000's)
Operating and Maintenance Expenses
Per Company $ 113,382
Adjustments: |
1. Navy House ' . ( 8)
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2. Plant Scherer-Net of IIC Offset 4,070
3. Out-of-Period, Non-Recurring, etc. ( 190)
4. Industry Association Dues ( 20)
5. Current Rate Case Expenses ( 250)
6. Cogeneration & Industrial Programs ( 426)
7. Good Cents Incentive Program ( 50)
8. Presentation/Seminars Program ( 55)
9. Shine Against Crime ( 92)
10. Economic Development ( 687)
11. Lobbying Expenses ( 264)
12. IRS, Grand Jury, etc. ( 5)
13. Research & Development Projects ( 32)
l14. Transmission Rents ( 423)
15. Labor Complement Vacancies ( 403)
- 16. Productivity Improvement Plan ( 339)
17. Employee Relocation & Development Programs ( 56)
18. Management Perks ( 65)
19. Caryville Subsurface Study 57
20. Pension Expense 0
21. Retirement Medical and Life Insurance 0
Total Adjustments 762
Adjusted O&M Expenses $ 114,144

1. Navy House

As discussed eaflier, we find 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.

Oon 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 $4,070,000.
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3. OQut of Period, Non Reéurring 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-recurring expenses. Since these
expenses affect all functional categories 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 lobbying (1/3 of $58,133 total dues), and $643
associated with miscellaneous organizations that were not
identified by the company except as "Organization to be joined in
1990."

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 $ 248,000
Legal Services 164,000
Meals and Travel 37,000
-Paid Overtime 7,000
Other Expenses* 544,000
Total ) $1,000,000

EEmIsImImIRIRIERR

*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. 1In Gulf's last rate
case, in Order No. 14030, we allowed a two Yyear amortization
period. In Gulf's 1982 rate case, in Order No. 10557, we allowedy
a three year period. In the FPUC-Fernandina Beach Division rati
case, we approved 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 1load
factor customers have 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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7. 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.

8. Presentation/Seminar Program

Gulf had budgeted $55,429 for its Presentation/Seminar‘
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 changeouts
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-requlated 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. Lobbving 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. S, Grand Ju ExXpenses

At the time of its filing, Gulf identified $615,000 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 0&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, 1990. 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 0&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'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 until 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:

Year Actual Amount
1984 $ 263,066
1985 121,536
1986 113,552
1987 ’ 285,361
1988 . 205,287
1989 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 $268,112, the amount of the
1986-1989 average yearly expense for relocation. Therefore, Gulf's
1990 budget 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. Ca ille Subsurface Stud

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 results in a $57,000
increase in O&M expense. 1In addition, we have previously made a
$28,000 adjustment in working capital for 1/2 year in 1990.

20. Pension Expense

[l

Gulf presented three projections for pension expense in 1990
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 pelieve that the pensi
cost will probably be greater than ($11,020). Since the 19
pension costs’ are still estimates and the 1987-1989 trend o
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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'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'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:

(000"'s)

Depreciation and Amortization

Expense Per Company $ 47,701
Adjustments:
1. Appliance Division ( 12)
2. Tallahassee Office ( 1)
3. Leisure Lakes ‘ ( 5)
4. Plant Scherer ( 1,774)
5. New Corporate Headquarters ( 101)
Total Adjustments 893
Adjusted Depreciation &

Amortization Expense $ 45,808
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Cc. 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 exclusion 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 fo]
the net tax effect of other adjustments we have made to ne!
operating income. We made a combined interest reconciliation
adjustment and jnvestment tax credit interest synchronization
adjustment, increasing income tax expense by $672,000. The effect

of these adjustments results 1n an increase of $529,000 in income
taxes currently payable.

E. Deferred Federal Income Taxes (Net)

The company has projected $1,621,000 in deferred Federal
Income Tax expense for 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 $96,000,
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 100.000000
Uncollectible Accounts ( 0.113300)
Gross Receipts Tax ( 1.500000)
Regulatory Assessment Fee ( 0.125000)
Net Before Income Taxes 98.261700
State Income Tax Rate 5.5000%
State Income Tax 5.404394
Net Before Federal Income Taxes 92.857307
Federal Tax Rate 34.000%
Federal Income Tax 31.571484
Net Operating Income 61.285822
Net Operating Income Multiplier 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 $861,159,000
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 vear amounted to $61,085,000 resulting in an NOI deficiency of
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$8,660,000. Applying the appropriate NOI multiplier of 1.631699 to
this figure yields a deficiency of $14,131,000 in gross annual
revenues. :

As discussed earlier, we have reduced Gulf's return on equity
by fifty (50) 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:

AN

(000s)
After 50 Basis
Point Reduction
Adjusted Jurisdictional Rate Base $861,159 $861,159
Required Rate of Return 8.10% 7.94%
Required Net Operating Income 69,746 68,341
Adjusted Achieved Test Year
Jurisdictional Net Operating Income 61,085 61,085
Jurisdictional NOI Deficiency 8,660 7,255
Revenue Expansion Factor 1.631699 1.631699
Revenue Increase 14,131 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 fOLs
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 interinm
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 using 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:

(000s)
Interim at Interim at

8.26% Rate 8.10% Rate Amount to
of Return of Return be Refunded

Jurisdictional Adjusted ‘

Rate Base $ 785,912 $ 785,912
Required Rate of Return 8.26% 8.10%*
Required Net Operating

Income 64,916 63,659
Jurisdictional Adjusted NOI 61,392 61,392
NOI Deficiency (Excess) 3,524 2,267
NOI Multiplier 1.631699 1.631699
Revenue Deficiency (Excess) 5,751 3,699 $ 2,052
Required Return on Equity 13.00% 12.55%

*Without 50 Basis Point ROE Reduction

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
ridec but Gulf's entire 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" 1logo, 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
welectropoints" 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 Offic
yet did not receive Good Cents certification because of a smali
amount of backup gas power. This practice was contrary to th
commission's policy regarding fuel neutrality.
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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
promotlon 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 "Good Cents" home to other
homes which contained gas appliances. According to the ads, the
"Good Cents" 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 v1olatlons, we warn Gulf and other
utilities under our jurlsdlctlon 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 detérmine 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'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 w1th 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 costsw

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. (0'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 fr01
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 0S classes for at
least recreational 1lighting 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 0S-I/0S-II and
the expenses [associated] with these facilities will be allocated
to 0s5-I/0Ss~-II.

In his prefiled testimony on how a cost of service study is
performed, Mr. O'Sheasy stated that sCertain 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 0S-I/0S-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 denied
conservation cost recovervy 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 Powver.

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.
(0'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 from 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 0S-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 0S-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 KWw. For 0S-1/0S-
II, the rate base and NOI from the staff-requested 12 CP and 1/13th
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 bas
- 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 Industrial 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 voltage 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.

RC-51



ORDER NO. 23573
DOCKET NO. 891345-EI
PAGE 52

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 investment. Thus, 12/13ths or 92.3
percent of the inventory has been classified as demand-related and
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'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. Thes
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.

12 CP TLOAD FACTORS

Actual Actual Projected
1987 1989 1990

PXT Class as a whole 7 101 95 107
PX/PXT Customers on the

SE Rider : 101 91
PX/PXT Customers not on the

SE Rider 100 - 97
LP/LPT Class as a whole - 83 83 84

LDP/LDPT Custcomers con the

—aam
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SE Rider 80 83
LP/LPT Customers not on the

SE Rider 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)

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

We are concerned about Gulf's departure from the policy (MFi
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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 "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 classes 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 0S-II).

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

The O0S-III class will be brought down to 2.34 times
parity.

RC-55




ORDER NO. 23573
DOCKET NO. 891345-EI
PAGE 56

The balance of the increase will be spread across the
remaining classes to retain as closely as possible their
existing relationships.

Attachment 4 sets forth the approved spread of revenue
increase by class. Attachment 5 provides the approved rates by
class.

c. Seasonal Rates

The company currently has seasonal rates for the RS and GS
rate classes. These seasonal rates do not track the company'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
pbased 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 ) 8.00
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 Unit Cost Current Charges Approved Charges
LP/LPT 447.83 - 51.00 225.00

PX/PXT 1,222.21 146.00 570.00

E. Transformation Ownership Discounts

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-

+ 3 Tarmd ~ed
reak demand c¢harge; an anergy-related preducticn plant and
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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 pased 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 pDaily 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 genefation output (KW) and daily on-peal
period load reduction (KW) that are used in -the formula must occur —
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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:

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

to:

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' revenue
responsibility as approved herein, all charges except the customer

143w P O U 1er =ama) o b= o
charge chould ke decreased or incresased by the (same) percentage
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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 2
different value for the forced outage rate used to develop th
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 scenerio, the rates for standby service

W s - £ = - 1T mdemn A 3 4+ +
sheuld ke recowvering the full demand-relatesd unit ccost.
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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 maintenanc
_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 revenues
The ratchet provision should not be waived for maintenance pow
used during the peak hours that determine Gulf's IIC payments o1
revenues because the cost impact continues for three years.
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H. Supplemental Fnergy (SE) Rider

1l. 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
o §
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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 customers 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 1is 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 lLocal 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 cCharges

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 (0S)

1. Elimination of 0OS General Provisions

The company proposes to eliminate the general provisions
pertaining to replacement of lighting systems on the oOutdoor
Service Rate Schedule (0S). 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 (0S-
I) and Outdoor (0S-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 0S-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 0S-ITT

The language in the 0S-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 0S-III rate.

N. Sports Fields Rate

Since the company's last rate case, sports fields taking
service on Rate Schedules GS and GSD were allowed to transfer to
the 0S-III rate schedule. The company has now proposed an 0S-IV
rate for sports fields.

In deriving the 12 CP and NCP allocators for O0S8-IV, the
company assumed that all recreational 1lighting 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 such
data using load research meters. The 0S-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 0s-1V
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 0S-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 September 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 ang charges by $14,131,000 beginning September
13, 19932, -
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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 cCommission 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 cCompany shall include in each
customer's bill, 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 0S-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:
xLnmissioner bPeard dilssented 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 opinion 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;
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 holds 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) From the Commisson's approval of a 12.55% return on
equity. Commissioner Wilson favored a 12.8% ROE.

3) From the Commission's reduction of the GS class to 1.48%
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:
Lommlssioner 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 3rd
day of OCTORER , 1990

STEVE TRIBBLE, Director
Division of Records & Reporting

(SEAL)
MAP/RDV
by: ChiZf, Burea@of Records

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

RC-71




ORDER NO. 23573
DOCKET NO. 891345-EI
PAGE 72

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.

RC-72




COMPANY : GULF POWER COMPANY COMPARATIVE RATE BASES SCHEDULE 1

DOCKET NO.: 891345-€1 16-Aug-90
TEST YEAR: DECEMBER 31, 1990 01:59 PM
| COMPANY FILING . COMMISSION VOTE
O et [ oo OMISSION VOTE
LINE ADJ. ISSUE SYSTEM JURISDICTIONAL JURISDICTIONAL I JURISDICTIONAL !
NO. NO. NO. DESCRIPTION PER BOOKS PER BOOKS ADJUSTMENTS ADJUSTED ADJUSTHENTS ADJUSTED
1 PLANT IN SERVICE $1,275,624
2 2 PLANT IN. SERVICE (55)
3 ' 3 SCHERER TAX ADDER ADJUSTMENT 0
4 4 SCHERER ACQUISITION ADJUSTMENT 0
5 S NEW CORPORATE HEADQUARTERS (3,892)
6 7 NAVY HOUSE (23)
7 8 APPLIANCE DIVISION : (214)
8 9 TALLAHASSEE OFFICE - 24)
9 10 BONIFAY/GRACEVILLE ) 0
10 12 LEISURE LAKES (142)
11 16 UNIT POWER SALES 0
12 25 PLANT DANIEL 0
13 27 PLANT SCHERER (52,987)
0O 14 29 REBUILDS & RENOVATIONS 0
515 30 NETWORK PROTECTORS 0
Tt S
17 Total plant in service 0 1,275,624 0 1,275,624 (57,337) 1,218,287
18 e LTI D L L e 1,218,287
19
20 ACCUMULATED DEPRECIATION 454,964
21 3 SCHERER TAX ADDER ADJUSTMENT 0
22 5 NEW CORPORATE HEADQUARTERS (338)
23 8 APPLIANCE DIVISION ¢4}
24 9 TALLAHASSEE OFFICE A1)
25 11 JDITC UNDERSTATEMENT 0
26 16 UNIT POWER SALES 0
27 25 PLANT DANIEL 0
28 27 PLANT SCHERER 6,557)
29 29 REBUILDS & RENOVATIONS 0
30 30 NETWORK PROTECTORS 0
e s e D =895
32 Total depreciation reserve 0 : 454,964 0 454,964 (6,913) 448,051 % ﬁ & 53
L T Ul Ut A At BV
34 Net plant in service 0 820,660 0 820,660 (50,424) 770,236 3+ - @
- R LT TR D e SN ot S Z 0=
36 IS
37 CONSTRUCTION WORK IN PROGRESS 14,949 N ;’i'
38 13 LEVEL OF CWIP 0 Lu
39 14 NON-AFUDC CWIP 0 =
40 B e S :: (B8
41 Total CHIP 0 14,949 (i 14,949 0 14,949 n
2. e e s DD st thy
43 . H




COMPARATIVE RATE BASES

JURISDICTIONAL
ADJUSTED

SCHEDULE 1
16-Aug-90
01:59 PM

COMMISSION VOTE
JURISDICTIONAL

ADJUSTMENTS ADJUSTED

(576)

(123)

(6,017)
0

(2,187)

COMPANY ¢ GULF POWER COMPANY
DOCKET NO.: 891345-El
TEST YEAR: DECEMBER 31, 1990
COMPANY FILING
[ P Bl bbb Rttt deieleeieieiei ettt
LINE ADJ. ISSUE SYSTEM JURTSDICTIONAL
NO. NO. NO. DESCRIPTION PER BOOKS PER BOOKS
43
44 PROPERTY HELD FOR FUTURE USE 3,925
45 ' 6 CARYVILLE SOD FARM
46 15 LEVEL OF PHFFU
47  eeecec-escossse smsesccocccsess cooscoseess
48 Total prop. held for future use 0 3,925
49 swsscsscesecoee co-o-oscsoscses
50
51
52 ACQUISITION ADJUSTMENT 2,317
53 4 SCHERER ACQUISITION ADJUSTMENT
b 54 - eesescsccsssscs  ceccecccmeco-e-
o L Total acquisition adjustment 0 2,317
.86 mmssmosesssssses Sosmeossocssess
NET4
58 Net utility plant 0 841,851
s  smmmssscmeccoos mosssossecseses
60
61 WORKING CAPITAL 81,711
&2 16 UNIT POMWER SALES
&3 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
4 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. DEBITS
77 35 CARYVILLE SUBSURFACE STUDY
78 36 EXPENSE ADJUSTMENTS
79
g0 . mmmesemmessomns mmoommmmenenes
81 Total working capital 0 81,71
82 . mmmmmsmssomsess mommsoocmomEsns momnomoee
83
84 TOTAL RATE BASE 0 923,562

923,562

861,159
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Gulf Power Company
13-Month Avcrage Capital Structure
Test Year Ending 12/31/90

COMMISSION VOTE LONG LONG SHORT
TERM TERM TERM PREFERRED COMMON CUSTOMER DEFERRED ITC’s ITC’s
DEBT NOTE DEBT STOCK EQUITY DEPOSITS TAXES Zcro Cost Wid. Cost TOTAL.
Company Pcr Book 439,734 42,089 4,432 67,432 367,404 15,775 203,823 858 48,068 1,189,615
Company Adjustments (Specific) (98,837) (42,089) (10,278) (63,994) (14,785) (5,793) (235,776)
Subtotal 340,897 0 4,432 57,154 303,410 15,775 189,038 858 42,275 953,839
Commission Adjustments (Specific) 7,282 0 0 169 (7,793) 0 (5,877) 0 (2,402) (8,621)
Subtotal 348,179 0 4,432 57,323 295,617 15,775 183,161 858 39,873 945,218
Prorata (Other Sources) (1) (23,159) 0 (295) (3.813) (19,663) (1,049) 0 0 0 (47,979)
Subtotal 325,020 0 4,137 53,510 275,954 14,726 183,161 858 39,873 897,239
Prorata Adjustments (13,070) 0 (166) (2,152) (11,097 (592) (1,365) (35) (1,603) (36,080)
TOTAL 311,950 - 0 3,97t 51,358 264,857 14,134 175,796 823 38,270 861,159
io 36.22% 0:.00% 0.46% 5.96% 30.76% 1.64% 2041% 0.10% 4.44% 100.00%
g 1 Rate 8.72% 0.00% 8.00% 1.75% 12.55% 7.65% 0.00% 0.00% 10.26%
éll ighted Cost 3.16% 0.00% 0.04% 0.46% 3.86% 0.13% 0.00% 0.00% 0.46% 8.10%,
sasis pt reduction to equity 8.72% 0.00% 8.00% 71.75% 12.05% 7.65% 0.00% 0.00% 10.04%
Weighted Cost With Reduction 3.16% 0.00% 0.04% 0.46% 371% 0.13% 0.00% 0.00% 045% 7.94%,
Calculation of IDIC Rate
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% 1.75% 0.63%
Long-Term 1)ebt 311,950 49.66% 8.72% 4.33%
Total 628,166 100.00% 10.26% 9O W
g g H
- HEH 3
Calculation «f IDIC Rate with 50 basis pt reduction on the equity cost rate. g
. ~ 1 (@]
Adjusted Cost wid. v % fas}
Capital Com ponents Amount Ratio Ratc Cost :o" . E
Common Equity 264,857 42.16% 12.05% 5.08% o N E.}:'
Prefcrred Stuck 51,358 8.18% 1.75% 0.63% 8 L"ﬁ
Long-Term 1Jebt 311,950 49.66% 8.72% 4.33% g : ~
Total 628,166 100.00% 10.04% o
o}
H

(1) Deferreu taxes and ITCs have been specifically identificd for these items.




SCHEDULE 3

COMPANY : GULF POWER COMPANY COMPARATIVE NET OPERATING INCOME 16-Aug-90
DOCKET NO.: 891345-E1 02:32 PM
TEST YEAR: DECEMBER 31, 1990
o | COMPANY FILING I COMMISSION VOTE |
LINE ADJ. ISSUE SYSTEM JURTSDICTIONAL JURISDICTIONAL JURISDICTIONAL
NO. NO. NO. DESCRIPTION PER BOOKS PER BOOKS ADJUSTMENTS ADJUSTED ADJUSTMENTS ADJUSTED
1 REVENUE FROM SALES OF ELECTRICITY 249,813
2 48 PXT / STANDBY RATES 16
3 * 49 NON-UTILITY ELECTRIC BILLINGS 95
4 __________________________________________________________________________________________
5 Total sales of electricity 0 249,813 0 249,813 111 249,924
B T reemmmmmcmmn mmemmmmmmc s cemmmmmmemmmcme  cmcm e e meer  memmmm—mmm—————  ———————
7
8 OTHER OPERATING REVENUES 5,767
9 6 CARYVILLE SOD FARM (3)
10 47 APPLIANCE DIVISION - USE OF LOGO 0
1 I e et Tt T T R
12 Total other operating revenues 0 5,767 0 5,767 (3) 5,764
ml3 ------------------------------------------------------------------------------------------
Ol
1115 Total operating revenues 0 255,580 0 255,580 108 255,688
e > 1 et e L e
17
18 OPERATING EXPENSES:
19 OPERATION & MAINTENANCE 113,382
20 7 NAVY HOUSE (8)
21 27 PLANT SCHERER -~ NET OF IIC OFFSET 4,070
22 29 REBUILDS & RENOVATIONS 0
23 30 NETWORK PROTECTORS 0
24 35 CARYVILLE SUBSURFACE STUDY 57
25 50 SALARIES & BENEFITS 0
26 51 BAD DEBT EXPENSE : 0
27 52 FUEL REVENUE & EXPENSES 0
28 53 CONSERVATION REVENUE & EXPENSES 0
29 54 QUT-OF-PERIOD, NON-RECURRING, etc. (190)
30 55 INDUSTRY ASSOCIATION DUES (20)
31 56 CURRENT RATE CASE EXPENSES (250)
32 57 B881167-E1 RATE CASE EXPENSES ) 0
33 58 BANK FEES & LINES OF CREDIT 0
34 59 QUTSIDE SERVICES 0
35 60 CUSTOMER ACCOUNTS ) 0.
36 61 COGENERATION & INDUSTRIAL PROGRAMS ' (426)
37 62 GOOD CENTS INCENTIVE PROGRAM (50)
38 63 GOOD CENTS IMPROVED & NEW HOME PROGRAMS 0
39 64 ESSENTIAL CUSTOMER SERVICE PROGRAM 0
40 65 ENERGY EDUCATION PROGRAM 0
41 66 PRESENTATION / SEMINARS PROGRAM (55)
42 67 SHINE AGAINST CRIME (92)
43 68 ECONOMIC DEVELOPMENT (687)
44 69 CTION RELATED A&G 0
45 7 ARG : 0
46 1 ING EXPENSES ; (264)
47 73 SCS EXPENSES 0

I T

9L IOV
“ON LEIDOd

‘ON ¥I@I0
LNIWHOVYLLY

ELSET
€

II-SHET68



SCHEDULE 3

COMPANY : GULF POWER COMPANY COMPARATIVE NET OPERATING INCOME 16-Aug-90
DOCKET NO.: 891345-E1 02:32 PM
TEST YEAR: DECEMBER 31, 1990
. | COMPANY FILING I COMMISSION VOTE
0. e e | [ e
LINE ADJ. ISSUE SYSTEM JURISDICTIONAL JURISDICTIONAL : JURISDICTIONAL |
NO. NO. NO. DESCRIPTION PER BOOKS PER BOOKS ADJUSTMENTS ADJUSTED ADJUSTMENTS ADJUSTED
48 74 IRS, GRAND JURY, etc. (5)
49 75 PENSION EXPENSE 0
50 76 STEAM PRODUCTION PERSONNEL 0
51 77 RESEARCH & DEVELOPMENT PROJECTS (32)
52 78 EPRI / SCS DOUBLE COUNTING 0
53 79 PLANT DANIEL ASH HAULING 0°
54 80 TRANSMISSION RENTS (423)
55 81 PUBLIC SAFETY INSPECTION & MAINT. 0
56 86 EMPLOYEE RELATIONS PLANNING UNIT 0
57 87 LABOR COMPLEMENT VACANCIES (403)
58 88 TURBINE & BOILER INSPECTIONS 0
59 89 PLANT DANIEL 0
=60 90 1989 UNCOLLECTIBLES CREDIT 0
ofl 91 EMPLOYEE SAVINGS PLAN 0
162 92 PRODUCTIVITY IMPROVEMENT PLAN (339)
Js3 93 PERFORMANCE PAY PLAN 0
64 94 EPRI NUCLEAR RESEARCH . 0
65 95 PLANT SMITH ASH HAULING 0
66 96 EMPLOYEE RELOCATION & DEVELDPMENT PROGRAMS (56)
67 97 OBSOLETE MATERIAL 0
68 98 MANAGEMENT PERKS (65)
69 99 DUCT & FAN REPAIRS 0
70 100 CUSTOMER SERVICES & INFORMATION 0
7 101 MARKETING EXPENSES 0
72 102 O&M BENCHMARK 0
73 . ,
74 .
75 :
76 e e e e e e e mderhcemee  mmmeeemmdmccmmee  mmr e mm e n e —.  Ee e M ——— - o ————
77 Total operation & maintenance 0 113,382 0 113,382 762 114,144 g o
- e Tt PR >
7 5 g 2
80 DEPRECIATION AND AMORTIZATION 47,701 =
81 3 SCHERER TAX ADDER ADJUSTMENT 0 <A
82 4 SCHERER ACQUISITION ADJUSTMENT 0 =z 8
83 5 NEW CORPORATE HEADQUARTERS (101) o
84 8 APPLIANCE DIVISION (12) ~
85 9 TALLAHASSEE OFFICE (1) -
86 12 LEISURE LAKES (5) Pariieg!
87 - 27 PLANT SCHERER (1,774) ww
88 82 REASONABLENESS o
- e i et e
90 Total depreciation and amortization 0 47,701 0 47,701 (1,893) 45,808 E

91 meemmmemmee e



COMPANY:
DOCKET NO.:
TEST YEAR:

co.
LINE ADJ. ISSUE
NO. NO. NO.

GULF POWER COMPANY
891345-E1
DECEMBER 31, 1990

DESCRIPTION

98 TAXES OTHER THAN INCOME

99 27
100 48
101 83
102 87
103
104
105
106
107
108 INCOME TAX

09 84
10 85
vl N/A

~12

Q3
114
115
116 DEFERRED I
117 N/A
118 27
119
120
121
122
123
124
125
126
127 INVESTMENT
128 27
129
130
131
132
133

PLANT SCHERER

PXT / STANDBY RATES
REASONABLENESS

LABOR COMPLEMENT VACANCIES

Total taxes other than income

ES CURRENTLY PAYABLE
REASONABLENESS

Interest expense reconciliation
Effect of other adjustments

Total income taxes - current
NCOME TAXES (NET)

EFFECT OF ADJS. TO DEPRECIATION
PLANT SCHERER

. Total deferred income taxes (net)

TAX CREDIT (NET)
PLANT SCHERER

Total investment tax credit (net)

134 (GAIN)/LDSS ON SALE

135
136
137
138
139
140 TOTAL OP
141
142
143 NET OPERA

Total (gain)/loss on sale

EXPENSES

INCOME

SYSTEM
PER BOOKS

COMPANY FILING

JURTSDICTIONAL
PER BOOKS

COMPARATIVE NET OPERATING INCOME

JURISDICTIONAL
ADJUSTED

SCHEDULE 3

16-Aug-90
02:32 PM
COMMISSION VOTE
JURISDICTIONAL
ADJUSTMENTS ADJUSTED
(245)
1
0
(30)
(274) 20,548
0
672
(143)
529 13,714
45
668
712 2,333
96
96 (1,945)
0 0
(67) 194,603
175 61,085
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(1)

RATE
CoDE

6.-0d

RS
6S
RS-GS
GSD
LP/LPT
PX/PXT
0S1-11
"0S-111
s

TOT.RET

(2)

APPROVED
RATE BASE

$475,918
$33,448
$509, 366
$176,009
$104,427
$54,208
$13,431
$613
$3,105

$861,159

3)

APPROVED
PRES.NOT

$29,345
$4,835
$34,180
$13,846
$7.435
$4,363
$872
$143
$246

$61,085

~N
NW MO NN seE O

GULF POWER COMPANY

DOCKET NO. 891345-E1
APPROVED REVENUE INCREASE BY CLASS

BASED ON COMPANY'S 12 CP AND 1/13TH COST OF SERVICE STUDY

SUMMARY OF CLASS ROR’S AND % INCREASE (000 DOLLARS)

(4
PRESENT
ROR/ INDEX
A4/ 0.87
.46% / 2.04
214/ 0.95
874/ 1.11
2%/ 1.00
.05% / 1.13
49% / 0.92
33% /7 3.28
924 /1 1.12
09% / 1.00

~3

(5)

INCREASE
FROM
SERVICE
CHARGES

$47
$47
$94
$1
$0
$0
$0
$0
$0

$95

()

INCREASE
FROM
SALES OF
ELECTRICITY

$8,652

($1,655)
$6,997
$1,817
$2,351
$395
$202

($48)
$29

$11,743

(7

TOTAL
INCREASE
IN

REVENUE

$8,699

($1,608)
$7,091
$1,818
$2,351
$395
$202

($48)
$29

$11,838

(8)

REQUIRED
NOI

$34,676
$3.850
$38,526
$14,960
$8,876
$4,605
$996
$114
$264

$68,340

(9)
RECOMMENDED
ROR/  INDEX
.29% / 0.92
81% / 1.45
.56% / 0.95
504/ 1.07
504/ 1.07
.50% / 1.07
.42% / 0.93
.60% / 2.34
504/ 1.07
944 / 1.00

(10)

AUGUST 10, 1990

% INCREASE IN REV
FROM SALES OF ELEC

.58%
.04%
J7%
.50%
.06%
41%
.38%
.29%
.68%

JJ2%

6L IYd
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‘

 ATTACHMENT 5
ORDER NO. 23573

DOCKET NO, 891345-EI

PAGE 80
PROPOSED RATES FOR GULF POWER COMPANY - DOCKET NO 891345-EI
CURRENT COMPANY COMMISSION VOTE AFTER EXPIRATION
RATES PROPQSED OF MANAGEMENT PENALTY
INCREASE IN REVENUES - $26,137,000 $11,838,000
RATE CLASS
RESIDENTIAL ‘
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
CUSTCUFR CHARGE $27.00 $40.00 $40.00 $40.35
KW DL $6.25 $4.52 $4.52 $4.56
ENERG™ $0.00641 $0.01424 $0.01289 $0.01300
GS DEMAND TOU
CUSTOMER $32.40 $45.40 $45.40 $45.80
KW DEMAND
MAX IMUM $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



APPROVED RATES FOR GULF POWER COMPANY - DOCKET NO 891345-E]

INCREASE IN REVENUES

RATE CLASS

LP

LP TOU

PX

PX TOU

CUSTOMER CHARGE
KW DEMAND

SE MAXIMUM CHARGE
ENERGY

CUSTOMER CHARGE
KW DEMAND

MAXIMUM

ON PEAK
ENERGY

ON PEAK

OFF PEAK

CUSTOMER CHARGE

"KW DEMAND

SE MAXIMUM CHARGE
ENERGY

CUSTOMER CHARGE
KW DEMAND

MAXIMUM

ON PEAK
ENERGY

ON PEAK

OFF PEAK

CURRENT
RATES

$51.00
$6.25

$0.00861

$51.00

$2.97
$3.35

$0.01928
$0.00390
$146.00

$7.50

$0.00521

$146.00

$3.56
$3.99

$0.01299
$0.00242

COMPANY
PROPOSED
$26,137,000

$225.00
$8.52

$0.00568

$225.00

$4.15
$4.52

$0.01211
$0.00300
$570.00

$8.25

$0.00445

$570.00

$3.97
$4.32

$0.00984
$0.00262

RC-81

COMMISSION VOTE

$11,838,000

$225.00
$8.50
$1.81
$0.00528

$225.00

$1.81
$7.21

$0.00417
$0.00417

$570.00
$8.25
$0.68
$0.00409

$570.00

$D.68
$7.66

$0.00406
$0.00406

ORDER NO. 23573

DOCKET NO. 891345-EI
PAGE 81

AFTER EXPIRATION
OF MANAGEMENT PENALTY

$226.98
$8.57
$1.83
$0.00533

$226.98

$1.83
$7.27

$0.00421
$0.00421

$575.01
$8.32
$0.69
$0.00413

$575.01

$0.69
$7.73

$0.00410
$0.00410



28-0d

GULF POWER COMPANY

APPROVED STREET AND OUTDOOR LIGHTING RATES

891345-El

TYPE OF
FACILITY CHARGE

HIGH PRESSURE SODIUM (0S-1) ‘

5,400 LUMEN
8,800 LUMEN
20,000 LUMEN

' 95,000 LUMEN
46,000 LUMEN
20,000 LUMEN *
46,000 LUMEN **
20,000 LUMEN **
3,800 LUMEN ***

MERCURY VAPOR (0s-l)

3,200 LUMEN

7,000 LUMEN
9,400 LUMEN
17,000 LUMEN
48,000 LUMEN

HIGH PRESSURE SODIUM (0S-I1)

5,400 LUMEN
8,800 LUMEN

" 90,000 LUMEN

25,000 LUMEN
46,000 LUMEN
20,000 LUMEN #
46,000 LUMEN #
8,800 LUMEN ***

MERCURY VAPOR (0S-11) )

7,000 LUMEN
17,000 LUMEN
17,000 LUMEN #

NEW OFFERING, DIRECTIONAL, COASTAL

LA

¥

PAGE 1 OF 2

FIXTURE MAINTEN ANCE

$1.95
$1.96
$2.26
$2.81
$3.17
$4.31
$9.09
$10.79
$6.14

$1.44
$1.43
$1.91
$2.22
$6.03

$1.95
$1.75
$2.26
$2.80
$3.17
$4.27
$3.81
$6.15

$1.41
$2.21
.11

Cc

HARGE

$1.34
$1.06
$1.56
$2.03
$1.61
$1.79
$2.00
$1.79
$1.56

$1.40
$1.04
$1.66
$1.73
$3.16

$0.84
$0.79
$1.05
$1.50
$1.10
$1.92
$1.79
$0.76

$0.65
$1.29
$1.84

NEW OFFERING, DIRECTIONAL

DIRECTIC: /-

o

TOTAL

ENERGY MONTHLY

CHARGE

$0.74
$1.05
$2.13
$2.68
$4.24
$2.13
$4.24
$2.13
$1.05

$1.03
$1.76
$2.50
$4.00
$9.79

$0.74
$1.05
$2.13
$2.68
$4.24
$2.21
$4.39

$1.05

$1.76
$4.00
$4.29

CHARGE

$4.03
$4.07
$5.95
$7.52
$9.02
$8.23
$15.33
$14.71
$8.75

$3.87
$4.23
$6.07
$7.95
$18.98

$3.53
$3.59
$5.44
$6.98
$8.51
$8.40
$9.99
$7.96

$3.82
$7.50
$10.24
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ORDER NO. 213573
DOCKET NO. 891345-EI

PAGE 83
GULF POWER COMPANY PAGE2OF2
APPROVED STREET AND OUTDOOR LIGHTING RATES
891345-EI
ENERGY RATES ($ PER KWH)
RATE CLASS RATE
0S-1 AND Os-II $0.02631
0s-111 $0.03751
0s-1v $0.03711
OS-IV CUSTOMER CHARGE: $10.00

ADDITIONAL FACILITIES CHARGES

30-FOOT WOOD POLE $2.00
30-FOOT CONCRETE POLE $4.50

RC-83



Gl Poweer Lot ginay )
Post Qllice Brx 1151

Fencacola, Flongs 32320

Jetephone 804.434.838%
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{he southorn glecing system

August 25, 1878

Mr. David Swafford
Lxecutive Director
Florida Public Service Commission

101l East Gaines Street
Tallahassee, Florida 32304

Dear Mr. Swafford:

The present schedule for the proposed Caryville Elec-

tric Generatlng Plant would have the first 500 megawatt unit
placed in service in 1985 when our present estimates indicate
that we need addéitioneal capacity. However, a possible alternate
source of capacity may now be availsble to us at a substantial
savings.

The first 500,000 kilowatt unit at the Car.yv:.'I Plant
is estimated to cost ?673 million or $1,346 per kilowatt. Ceozgia
Power Company is coastruciing four 818 megawatt units at it
Scherer Plant in Georgia at an estimated cost of $574 per kilowat
The primary reasons for the dramatic difference in estimated costs
between the two plants are (l) the earlier commitments for the
Scherer Units negated some inflat 1ona*y errecus, (2) the Federal
Clean Air act of 1870 and the amendments of 1877 to such Act
requires S0, scrubbers at the Caryville Plant, but apparently
Goes not require scrubbers at the Scherer Plant, and (3) the
economy oI size between the 800's and the 500's. Due t0 & rezssess-
ment of the future demand for electricity in their service area,
Georgia has tentatively offered to sell Gulf 432 megawatts of
capacity to be comstructed at the Scherer Plant. This 432 mega-
watts of CaDaClty would cost $333,304, OOO (S1,346 - S574 = é32,000)
less then an equivalent amount of capacity at the Caryville Plant.

ln l-'

It is guite apparent that this would be of immense
benefit to the customers of Gulf Power Company; however, the Company
must cancel present construction pWans at the Caryville Plant in
order to take advantage of this offer from Georgia Fower Company.
The totazl costs involwved in chcelTaulon, 1nclLa1ng cancellztion
charges from manufacturers, would be approximately $20 million.

Our eauditors would requlre that this total amount be written-off
in the year the decision is made unless we have approval from the
Commission with primery jurisdiction (Floridzs Public Service
Commission) to write such charges ¢ff over z reasonable period of
time "azbove the line" for rate- making purposes. With such approval,
the auditors could, under zddendum to APB Opinion No. Two, allow
us to account for the write-off in the same manner as allowed for
rate-making purposes.

RC-84
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Obviously, Gulf Power Company 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, preiferrxed stock ratings, commercial paper rztings, minimum
indenture and charter coverages, and of course, would be unable to
obtain funds from any external source. .

Therefore, we respectfully request that the Florida Public
Service Commission approve the write-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.

We know you will have guestions and need zdditional i
btain

mation. We await your advice as to how we should proceed to ob
the reguested approval. Your cooperation and prompt azttention
concerning this reguest will be greatly appreciated.

nior-
ta

Sincerely, v

E. L. Addison

ty
g

A:paj

bc: Messrs. E. B, Parsons, Jr.
A. E. Scarbrough
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by the company, and to explore

. the possible accounting treat-
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CHAIRMAN HAWKINS: T understand that this
is to be informal today but we will take
appearances for appearances 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 0ffice, 101 East
Gaines Street, Tallahassee, Florida, appearing
a8 advisor to the Commissioners.

CHAIRMAN HAWKIRS: 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 Laymsn, and on my right Arlan

Scarbrough, who is Vice-Preaident and Comptrollgr

RC-88




10

1

12

13

14

16

16

17

18

19

of the company: Hext is Earl Parsons, who is
Vice«?resident of Electric Operations. and
then Jim Babbitt, who is ManageTr of Systew
Planning.

We will proceed {f you are ready.

CHAIRMAN HAWKINS: surely.

MR. ADDISON: pursuant to our letter of
August 253, 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
Commission did want us to appear this afternoon
and {nformally discuss what we have in mind
and then be available T you to answer any
questions.

with that im mind, I will cover, hopefully
fairly briefly and 1f you will pardon me because
1 have got @ bad thxoat today, but 1-will get
through it as quiékly as we can, and then my
associates and 1 will be glad to answer yoﬁr
questions.

1 think I will start pack -and say that prio
to theril embargo., that the load forecasting
pusiness was & 1ittle moré aimple than it is

today, and has been petween the oil embarge and
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now. Prior to that time Gulf Power Company's
system demand had been growing, varying somewhere
between 9 and 11% but wich 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 br ‘79;kit appeared 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-megawatt
units., The fifst 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 appeargd to be.
necesgary to fill our growing demand im our
system.

At that time really the units were not

& k.
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located. We had narrowed the sites down to
three possible gites 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 thevaere shown as going to

the Smith plant in, oT neat; panama City.

In February of 1974, though, with studies
progresaing along, 1t was apparent at éhat time
that the mast economic jocation for those
units would be in Caryville and so they were
officially designated to E° into the Ccaryville
area with the 179 and '8l dates remaining the
same .

in October of 1974 the units were deferred
to 1980 and '81 due to a changé in our load
growth, a slight decrease in OUT 10ad growth.
puring this cime, along in 1974, we started the
gite 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, a8 far as the state 15 concerned
certified the site for 3,000 megawatts, even
though at the time we were only talking about

the 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 s&stem, on the Southern
Company's system.

Mississippi had two units under constructicd
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 they
were going to have some capacity that they did
not need. So, fac;d 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 thg cost of it,
or they could try to market that capacity on the.

Southern system, or otherwise for that mitter.

It appeared to us that it was an excellent
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opportunity 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 2
decision, then, to defer Caryville further and
to purchase che 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
onit was $283 a kilowatt and of the Caryville
units, the first unit, $687 a kilowatt.

COMMISSIONER MAYO: Would you give me those
figures again, pleaée?

MR. ADDISON: Yes, sir. At the time we
placed the Daniel unit im our budget and made
the decision to negotiate with Mississippi and
purchase half of éhat plant, the per unit cost
at Daniel was $283 per kilowatt and at Caryville
it was 3687 per kilowatt.

At the time, thén, when we made that
decision the Caryville units were further

deferred until 1982 and 1984. 1In 1976, with

load projections continuing to go down, the

RC-93
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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 wert on
the line but our purchase was to be effective
when the second unit went in service. 8o 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 serubbers,
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 ¢ould see.

All of the co;panies on the Southern system
were continuing to look at their loads, as we
do, and the systenm planning group of Southern
Company Services was continuing to take a lcok
at the combined loads and the combined

genexating capacity being constructed on the

SBouthern system. I have some firsthand knowledgel
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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 Georgisa
load would be decreased again because the
trends were just indicating still & 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 thenm.

There was another alternative that we
considered, and which I really don't think we
need to get into gu: I will just mention it
80 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
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the per unit cost spread was becoming mueh
greater between the 500s and the 800s. So
that was an alternative that we were also
looking at.

In April of 1978 Georgis 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 progrﬁm of continuous conatruction,
as we view it, under the specifications of the
amendments to the Clean Air Act of 1977, ic
appears to us that the Scherer units will not
have to have scrubbers and that makes them a
much lower cost unit than we will ever see
built on the Southern system again.

CHATRMAN HAWKINS: Is that an actuality?
In my letrer it sayse “aApparently it does not
require scrubbers.” Why "apparently"” because
it elther does or it doesn't, or are they
negotiating?

MR. ADDESON:  In dealing with the federal
government we have gotten to the point that we

don't ever say anything is for sure. Georgla

has all of the permits ‘that they need.
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CHATRMAN 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 po;sibility that there
could be an interpretation that would require
the last two units to have scrubbers. It is our
firm belief that mnone of the four should, under
the amendments of 1977, be required to have
scrubbers. We think that all of the criteria
is mét and they will not have to have scrubbers.
That is the best that we can do. That is our
best information, -and 1 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 Georgila éo lower their load forecast
again, Mississippl and Gulf and representatives
from the planning group in Southern Company
§ervices had a meeting to discuse the poassi~
bility of us purchasing into the Scherer plant.

The planning people had been talking to the

Georglia folks, they were willing to take a look
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at it and were willing to talk about it. We

stopped all expenditures on Caryville at that
time. We felt ﬁhat 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. Mississippl and Gulf and
the Southern Seérvice Company was also present.
We discussed how we might go about purchasing
capacity from the Scherer units. The meeting

went very well and it gave us reason to believe

work out a putghage and work out the transmission
requirements gné,;an, in fact, bring it about
with a little hard work on our part.

On the S:h,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 wé had to say
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something sbout 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
discussion with the staff, wrote 2 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 constiuction of Unit No. 3 on the
same type of schedule as though we were bullding
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, total amount of capacity, but it
would not be just Unit No. 3 but would be in
all three units.
In 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, % think it is. percent of the total
plant.

Now, the cost to us, the present estimates

say, and these figures are & 1ittle bit differen
than the figures in my letter because we are
constantly updating them, but our present
estimate of the first unit at gcaryville is that
it will cost us $1,405 per kilowatt; that the
four units at gcherer will average out $592 a
kilowatt. 1f 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 2 1ike
amount of capacity at caryville.

There are three basic reasons for the
di gfexence, the very dramatic difference in
cost. Numbexr one, the units a gcherer will not
have to have scruﬁbeta. Number two, the
economy of scale between the 5008 and the 8008
and, number three, the time ¢rame during which
those units are being conatructed and the
affects of inflation during that time frame.

Now, in order for us to -do that we wauld

cancel the two 500 units on oxder f£or 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
nelghborhood 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 om our books.

How, 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 numbers but T doplt, but we can get them
for you, and we end up still with a tremendous
savings compared to the Caryville units. It
does very littlie to -- of course, it adds a

large number of dollars but yet it does not

nearly wipe out the difference between the




ot

1
:
t
1
|
:
i

10

1n

12

1

14

16

10

"

18

savings.

So what we are saying to you is this:
That we have been through a long and arduous
planning process lLeading 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 alternmatives that we should continue
looking for them, and we did one at Daniel and
pow I think we have the opportunity again at
Scherer. I think that our planning has been
good and prudent, it still is a good plan,
wé can continue, but I think that it would be
foolish for us to continue if, in faet, we can
buy capacity somewhere else with the kind of
savings that we are taking a look at.

Now, my accodnting people tell me that
$350 million if you stretch it out over the
30-year life of 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




FENGAD ©O., BAYORNE. W.L  STUM » FoRM T8

1

12

13

14

16

17

18

B R B R

18

recover these costs, and we have suggested

that the $20 million, we have suggested over

a five-year period, obviously that can be
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 cur company. I pointed out
some of the details on that in my letter,

So we are here today to discuss it with
you dnd to ask you for some prompt and positive
action on our request so that we can proceed
in our negotiations with Georgia to see 1f we
can't bring this to a succegsful conclusion.

COMMISSIONER MANN: What is the transmissiogp
problem?

MR. ADDISON: There are transmission
problems because obvigusly with that amount of
capacity that distance away from Gulf intitially
we will have some'additional transmission costs.
However, our gtiudlies 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 tranasmission
charges will have equalized bécause then we axe

coming back and putting capaclty 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 oue of the things
that we aré 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. But that ise something that is going

- to be one of the toughest things in the

neogiations is to determine how toO gettle 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 gaying
ig that the rranemission line presently in place
ig adequate to accommodate this change in youx
plans? .

MR. ADDISON: No, sir, I would not 8ay that
1 think that we will have to add transmission
and it depends to some degree on what s done
inside of Georgia, but ‘1 think that vexy

definitely we will have to see a 500 line built

from the Farley plant in Algbgma down into owr
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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 that
construction earlier. So we will have some
transmission costs earlier than we would other-
wise.

COMMISSIONER MAYO: Why would you have to
butld it?

MR. 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. ADDISOR: 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 areidealing with
a situation where if you have say & unit at
Caryville, in whaéever, 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.

COMMIéSIONER MAYD: So what you would be
doing, then, would really be strengthening your

already existing in-ties with the other stations]

RC-105
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MR, ADDISON: Yes, that is corxrrect.
COMMISSIONER MANN: How far away is
Scherer, where ig it located?

MR. ADDISON: Scherer is about half-way
between Atlanta and Macon, if 1 have that
correct, and 1 pelieve it's about 300 miles,
{f T am not mistaken.

COMMISSIONER MANN: Wwhat is the route by
which that electricity comes into the Gulf
sysatenm?

MR, ADDISON: Right now the most direct
route that we have is the 230,000-volt line
that goes from ouX spith plant in Panama city
up into Thomasville, Georglia. That ie the
gtrongest tie that we have at the present time
and that is one of the reasons that we would
have to stremgthen the transmission system
going into Georgila.

Georgila will‘have at that time, DY 1985,
a 500-line coming from Plant Hatch, 1 bhelieve 1: 
48, in Georgia down to Plant Farley. &m 1
correct? Okay. That's Piant Farley in

Alabama, and Plant Farley is mear Dothan, &8

you may recall, and then we would have ko work

get 500 KV

out an argrangement with Alabama to
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constructed from Farley down into Florida.
COMMISSIONER MAYO: What would your
continuing rransmission loss be on this arrange-
ment, as opposed to the Caryville plant?
MR. ADDISON: Jim, can you answer that for

me? What is the additional transmission lo88?

Is there any great amount of sddftional losses
involved?

MR. BABBITT: 1 don't think there will be
a lot of aifference in losses.

MR. ADDISOR: Not a lot of difference in

1osses, and gometimes that is hard to under~
stand but, again, it is because of the integrated

system effect.

MR. PARSONS: May I expand on that?

MR. ADDISON: Sure.

MR. PARSONS: 1 think egsentially the
Caryville site, the original plans, that we got
{t certified for éour units but the original
plans were ro build two 500 -megawatt units.
Those two 500-megawatt units could be handled

by a 320 kv transmission 1ine. The 1oad center

primnrily would be still in the caryville area
to serve the total part of the northwest part

of the state. By buying {nto the Schexer unit

we would need the 500 KV line from Plant Farley
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down into the Caryville area, and the fact that
you had the different distance the 500 KV would
account for some of those losses that you would
have had in the lower transmisslon voltages. 8o
the fact that we are going to 500 now can bring
that amount of power down to this location
rather than have 2 plant there accounts for some
of it. I don’t know that we made any studles 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
plant? As I understand it, the first unit, you
are going ahead with that?

MR. ADDISON: Yes, sir.

COMMISSIONER MAYO: And the second unit has
been indefinitely delayed?

MR. ADDISON: No, sir. 'The second unlt
will come on line‘in 1981. The first unit is om
the. line and running and the second unlt will
come on the line in 1981, and at that time then
Gulf will own an undivided one-half interest in
that plant.

COMMISSIONER MAYO: So.you are going shead

RC-108




wu-umu I - FORR T8

24

10

1n

12

13

14

15

16

¥4

24

interesat in Mississippi?

MR. ADDISON: Yes, sir.

COMMISSIONER MAYO: Ard the plana that you
are talking about now are all up into what year?
MR. ADDISON: There's a 1983, the first
purchase would be 216 megawatts in 1985, and

the second 216 in 1987.

COMMISSIONER MAYO: so you are 8 oF 9 or 10
years away from any further dtilization of the
Caryville gite, is that correct?

MR. ADDISON: Yes, that is correct.

COMMISSIONER MAYO: Bow much 1and do you
have therel

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 prabably are
going to start a ﬁretty «« pot intensive =- but
pretty aggressive plan to go ahead and purchase
some more land th;re.

COMMISSIONER MAYO: what about the Daniel
plants, do they have %o have scrubbers?

MR. ADDISON: Ro, gir; they don't. They
kave to burn 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 scrubber
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But the amendments tg the Clean Alr Act of 1977
take away that right. You capnot meet the
standards by using low sulfur coal. You have go
to remove 2 certain percentage of the sulfur
dioxide regardless of the percentage of sulfur

coal that you are burning.

COMMISSIONER MAYO: What about the fuel at
the Scherer plant?
MR. ADDISON: The Scherer plant will burn

iow sulfur coal and the majority of that is

contracted for.

COMMISSIONER MAYO: And they won't require
scrubbers there?

MR. ADDISON: No, sir, and that's what we
are saying. ye do not believe that but- there
is a possibility that the last two units would
have to have, bt we don't pelieve that they
will, although there still would be an economical
advantage to UuS. .

COMMISSIONER MAYO: DNow you have been
planning on these Caryville anits, and you
started off calking about dates a long time ago.
1s that going back to 19717

MR. ADDISON: We started looking at the

need for addicional capacity in 1971. Really,




s
!
!
1
|
2
i

10
"
12
13
4
16
16
-

18

B 288

SR e

26
the first date we ever put down for additional
capacity that ultimately ended up being the
Caxyville 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 heére about what we had to do for site
licensing. We started doing the environmental
monitoring, environmental studies, prelindnary
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 is.an awfully long time. When
you think that those tﬁo units alone wou}d cost
us in the neighbornood of one and & quarter
billion dollars, it would seem that we were just
awfully luéky to catch it when we hadn't

spent but §20 million.

COMMISSIONER MAYO: How much of this $20




PERSAD €O, BATORNE N, SR + VOUR ¥oS

10

n

12

1

14

15

18

w

18

27

willion is so-called cancellation charges?

MR. ADDISON: Really, 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 enginepring,
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 foy
work that has actually been done, money that has
been expended in getting ready.

COMMISSIONER MAYO: Are these units so
unigue in design that the work that has been
done by thé manufacturers nmight not be completely
salvageable with some other unit ordered by
somebody else at some other time in the fore-
seeable future?

MR. ADDISON: There is a possibility of thai
hut the problem that we are faced with is that
every other utility in the United States has had
the same thipg happen to them that happened to
us, and that is load growth curtailed, and so

the manufactuteérs just have a lot of capacity on

their hands and there are a lot of ‘units that
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people are locking to cancel. 5o we have that
problem now and that is another facet of some
of the equipment. We think that there is &
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 monéy 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 thess
tio units. There 1s a possibility that we are
going to have to add new precipitatorxs om our

Crist 6§ and 7 units at Pensacola at a cost of

the étack. and if‘we do then, you know, we know
for a fact that one of these precipitators could
bé used there. Whether or not they both could,
I don't know, and so if that took plage then
that money would not be lost at all but we would
be utilizing that equipment.

COMMISSIONER MAYO: T notice that you have

not made any reference to any of che planning foT

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 peighbors 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.

Beyoﬁd that, there are nd nuclear units
on the drawing bo;rd 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 thaﬁ going. to Las Vegas.' You are
really taking a tremendous gamble that we don'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 Mississippl or Georgila,
involves any nuclear generacion?

MR. ADDISON: No, sir.

COMMISSTONER MAYO: They are going to keep

the best for themselves?

MR. ADDISON: Yes, sir, and I don’t know
whether we could financially do 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 customer?

MR. ADDISON: No, ma'am.

CHALRMAN HAWKINS: It's restricted to .those

MR. ADDISON:i That's tight., Of course, you
are well aware that we serve Florida Public
Utilities and four co~ops.

CHAIBMAN HAWKINS: Are you still exempt
from the Grid bill?

COMMISSIORER MANN: Administratively but

not legally.

RC-115
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MR. ADDISON: Thank you, Judge, forx that
ruling:

COMMISSIONER‘MAYO: Let's turm this thing
around for a minute. You nave talked to us
about the potential savings toO Gulf to 8o this
route.

MR. ADDISON: Tt's to our customers,

really.

COHMISSIGNER MAYO: All right, Gulf and its
customers. But, nNOW, savings usually work two
ways gomebody has got some surplus power that
they obviously don't meed in order for Gulf to
be able toO do this.

MR, ADDISON: Yes, sir, that 1s coxrrect.

coMMISS IONER MAYO: What are the advantages
on the other side of the coin, to the Georgle
power Company and its customers? What is this
happy marriage allﬂabout?

MR. ADDISON: Georgla 18 faced with the
possibility of having to delay the upite, which
will increase the cost of them 1if they are
delayed. Not only will it increase the cost of
them from the jnflationary standpoint, but it
will increase the cost of them by forcing the

addition of gcrubbers. 1t just really looks @8
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if it would not be the prudent thing to do, if
Georgia could market that capacity, to have
constructed additiondl capacity at lower cost
that we will ever see again.

COMMISSIONER MAYQ: 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 talkiry ahout.

COMMISSIONER MAYO: So thev are going to
save somcthirg, teo. .7 they can aveid delay.

MR. ADDISON: Well, it is going to mean that
thase units will not cost more money ultimately.

COMMISSIONER MAYO: So they are going to
save?

MR. ADDISON: Yes, I think that they are

aiag to save, th;t‘s right, but I don't think
.i¥ savings will be as great as ours. I
vt ink it is & prudent move on both our parts, to
e straightforward about it,
CHAIRMAN HAWKINS: If Georgis had to cancel

what would their cancellation costs be?

MR, ADDISON: Mrs. Hawkins, I xeally have
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no idea, and they would not cancel. What I

would suspect that they would do would be to
simply delay those units becaduse it would not
be, probablf wonld 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 ﬁhat
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 26.7% of those four units.

RC-118




PENSAD CBiy BAYORNE, KA. BIER ~ FORE VN

10

i

12

13

14

16

18

17

18

B2 8 B

34

That is a total of 518 times 4, which is the
total capability of that plant site.

CHAIRMAN HAWKINS: Who owns the balance?

MR. ADDISON: Excuse me, excuse me Just a
minute. Ours is half of that, I'm sorry. That'g
what Georgis 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 Elec¢tric 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 1
might put on that is that I do not believe that
the Oglethorpe Electric Membership GCo~operative,
1 don't believe that they have exercised that
option yet but Georgia anticipates that they will.
That's what the breakdown looks like.

COMMISSIONER hAYO: Is a certain factor of
reserve capacity being built into theae four
plants to become a part of the overall reserve
capacity of the Southern Company system?

MR. ADDISON: Yes, that is correct. Our

targeted reserves right now, Mr. Mayo, are a

minimum of 15%, which we do not belleve to be
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an adequate level of reserves, but financially
we believe that that is where wé are going to
have to BO ultimately pecause of the fact ‘that
10ad forecasts have been coming down consistently,
and we are gtill a ways from getting down to
15%. As an operating man 1 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 te pe off when we get to 15%.

We have been operating on our system with
reserves in the neighborhood of 20 to 25 to 30%
and we have one OT two days that 1 can recall
that'we had to cut customers off in some
diseretionary 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 cocled off in the
evening. while we have done a great amount of
work in iwproving the reliability of ocur unlts.
the aveilability ig up Oon OUr unite, it is not
going to compensate for the reduction in the
service.

COMMISSIONER Mayo: 1 have about rum out

of questions. Does the staff have any

qnestions?
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MR. McGLOTHLIN: Yes, we have & few.

1 have a few questions, Mr. Addison. What is
the time frame involved? 1Is there a point at
which your cancellation charges will be greater
$20 gillion when you make the decision, OF
is there a poin
withdraw its offer to sell?

MR. ADDISON: Joe, 1 think the manufacturers
e working with us as best they can and they
have some const
still at the stage of them saying, “Let's do
something as gquickly as we can, we are hurting,"”
and obviously the longer we wait 1 think the
more of a probl

poot glve you & specific time .

ve to have a decision from us Fairly early in
the year and, ryeally, the quicker we have a
decision and conclude our negotiations the
petter off we will all be. But, other than
saying naybe the £irst quarter OT somewhere in
that range. nobody has said to me point blank,
wipis is what we have got to do."

1 know this, though; that construction is

ing on on those first two units and they need

35

t in time when Georglia Power will

raints, tooO. Right now we are

em we will be into on that. 1

ceorgia is concerned, 1 think they
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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. McGLOTHLIN: 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
becduse gll 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 cam 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 om the units

have escalated over the years, and this has just

been phenomenal.
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That doesn't really answer your question
put it speaks to it to some degree because
when we first tock a look at these uvnits 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 I think that

45 a good estimate.

MR. McGLOTHLIN: You have suggested a five-
year amortization period. 1s that beginning at

any particular cime or what leads you to suggest

five years?
MR. ADDISON: 1 am going to let Mr.
dcarbrough. ansvwer that, if you don't mind.
MR. SCARBROUGH: There is nothing magic

about the five-year period. We felt like five

years was a reasonable period of time, and that

js the period of time that formexly the

Federal Power commission, mow the Federal

Energy Regulatoxy Commission, that is the pexiod

of time which they have allowed on several

occasions in the past for write-offs of this typ%.

So there is nothing magic about the five yeaxs

but it is just what we consider to be a

reasonable period and it seems to be a precedent

37
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that has been set, particularly by the FERC.

MR. McGLOTHLIN: But it wasn't geared to
the time of construction or the alternative,
or any other considerations?

MR. SCARBROUGH: No.

MR. 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?

MR. SCARBROUGH: This is a hard question
to answer. There is a possibility that it would
1f we were allowed to write this off, ¢f course,
it would be put in as an expense into the 407
account, and whatever time our financlal
situation dictated that we had to céme back and
ask for rate relief, that would just be an
additional expense that would be involved.

Now, when that time is, to 38y that that
would accelerateléha:, 1 don't know, but T
would certainly say that it would increase the
possibility of a sooner request for an incxease
in rates but I don't have any particular point
in tinme.

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 520 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. MecGLOTHLIN: Perhaps you just answered,
but have you tried to project or gquantify any
impact upon the rate of return by following
this alternative?

MR. SCARBROUGH: No, we really haven't,
Joe. ‘

MR, McGLOTHLIN: When would you be in a
position to do that?

MR. SCARBROUGH: 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 hudgeting procedure#

at the present time and we will actually have
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our new forecast available probably early
December, and at that particular time, of course
we would have the very latest estimates and this
type of thing could be done more accurately
based on the estimates, It could be done now
paséd on the present estimates but it would not
be as accurate a figure as we would have when

we complete our present budget forecast that we
are working on at the present time.

MR. McGLOTHLIN: Well, this is an informal
meeting and, since we are trying to identify
problems, isn't it fair to state that one of the
problems, from the Commission's point of view,
is that you are asking for a determination that
is usually made in the gontext of a rate case
situation? 1In other words, usually these
expenses would have been incurred and reviewed
by the Commission once that request was made?

MR, ADDISON: .Yes, that's right. You see,
what we are faced with, and this is the reason
that we wanted to come before the Commission to
discuss this, is that if we end up, say if we
were to go forward without any direction at all

and the Commissfon said, "Gee, I don't think you

ought to 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 & risk that
we just can't take. 8o whatever forum is

necessary for us to have some assurance, that's

what we are geeking.

MR. SCARBROUGH: : The fact of the matter is
that, irregardless of when we came in for a rate
incresse, the gact of the patter is that when
the decision is made that we are going to cancel
the present construction plant, at that paxticu-
jar point in time under genetally accepted
accounting principles the total amount would .
have to be written off for a nonregulated
jndustry in that particular year that the
decision is made. No question.

Now, there are special provisions for
a ragulated jndustry that makes an exception to
the generally accepted accounting principles
uwnder an addendum‘to Accounting principle No. 2,
which allows you to account in the samé manner
that you are regulated 80, therefore, those
éolks who make the final decision, our audit
opinion, an independent public accountant, and
not just our particular firm but any fixm of

publie 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, them, 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 positiomn 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, longeér 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.
1 would like to ask you a question or two, and
they may be brutai yut 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-

RC-128
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ment. What would you do?

MR.’ADDISON: 1. think that we would then
procaed to review the plans for construction
for generation at caryville. e might, if we

could find & way. 1 would change the plans, if

1 could change the plans to go to @ bigger unit,
to lessen the cost pét kilowatt and have some-
body shareé it with us8.

GOHMISSIONER MAYO: But you would pass up
what you consider to be the potential savings
at the present rime and pursue your caryville
planc?

MR. ADDISON: Mr. Mayo. with ny under-
standing from Mr. Scarborough and the Axchur
Anderson people. if wy understanding of what
they have told me is correct, 1 would have no

other choice because W€ cannot absord $20

million. .
GOHMISSIONER MAYO: Well, you just finished
telling us 28 while ago that it would be ten:
MR. ADDISON: Well, 1 a® ralking about cen.
after taxes. v
COMHISSIONEB Ma¥0: ALl right, and ‘then the
other ques:ion was just the opposite: Suppose

that this commissiont, as it 18 preaently

RC-129



mﬂnmlﬁ“ [ I ORI

10

"

2

13

14

16

18

1

18

19

&b

constituted, gave you gome type of encouragement

but, as we have already explored jt, this

thing could not be fipnalized to & point of beling
quite positive perhaps until a rate case, but
if this Commission Bgave you that encouragement
and then come January in all probability thexe
are certalnly going toO be changes of someé 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 youw got from
this Commission?

MR. ADDISON: 1 would put & great deal in
it because, contrary te what I heard Judge Mann
say 8 couple of times, 1 bellieve that there i8
some continulty of -commitment by this
Cormission. 1f you will pardon me, sir.

COMMISSIONER.HANN: Sore.

MR. ADDISON: And we have £o operate 1ike
that. I think we have to operate that way, that
there is 2 continuity of commitment by this
Cconmission.

COMMISSIONER maY0: Of course, in the past

you have had some right to agsume that there was

RC-130
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going to be a sufficient note of continulty
there for at least two oY three years to let you
have an orderly process there, but this would be
the first time that any regulaceﬁ 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
1f you had considered that.

MR. ADDISON: Yes, sir.';hdﬁit is something
trhat certainly should give us cause for
consideration but I think that we have to make
a judgment based om what kind of a direction
this Commission gives us.

COMMISSIONER MAYO: Even though you know
that it was not & firm commitment; that it could
not be?

MR. ADDISON: Well, it would be a commit-
ment by this Commission as they sit today and
as they see it today.

COMMISSIONER MAYO: 3But are you asking for
a formsl 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.

COMMISSTIONER MANN: You would not, then,

object to the formal order embodying the conditiobs
under which any utility facing gimilar circum~
stances might very well spread a write-off of
this nature? .

MR. ADDISON: I'm not sure I understand.

COMMISSIONER MARN: Well, I am apprehensive
about the Commission getting into management. I
think whﬁt 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.

MR. ADDISON: Yes, sir.

COMMISSIONER MANN: But whether you write
1t off or spread it, the economic 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.

MK. ADDISON: Yes, sir.

COMMISSIONER MANN: Sc it doesn't make
any sensse whatever to pay moxe than you have to
pay for electric generating capacity, and
certainly to do that in order to take advantage
of en accounting device does not make sense to
me.  But I don't chink the Commission can -°..-
cummiﬁ 1;se1f prospectively against a rigorous
review of your facts, as they may appear at
the tima,‘iu any future rate cage. Particularly
with ra#pect to césts which may perhaps be
unan:icipg;sd at this time.

1 think we have to evaluate the quality
of service of any otility in the light of thd
wisdom of its managerial decisions and that's
why it seems to me that it would be an unwise

thing to pass up an opportunity to save $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 company,
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 Process of selling that excess
capacity to a sister system in Florida.

MR, ADDISON: Well, let me Just sav, too,

that the service company. performs the services

which we ask them to pexrform,

CHATRMAN HAWKINS: And who did that in
Georgia? = You used to be with the Southern
Company there, did you not?

MR. ADDISON: ‘ I was Southern Company
Services, that's right.

CHAIRMAN HAWKINS: Who helped Georgia
Power decide to build these plants?

MR. ADDISON: Well, I must say that the
whole system works together, all of the com-

Panies, and the reason 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 weawuuld have more reserves than .
we would consider to be prudent.

Now, 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 thefe is
capacity now available in Georgia that they
do not need in thg time frame in which it is
scheduled.

Now, Georgia works in this ares, 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.

GOMMISSIOBER MAY0: You have mentioned a

five~year write-off period, and I am not voddgd :

C-13
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to anything but 1 am just going to throw
a hypothetical question out.

1fthis 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 1t?

MR. ADDISON: We figured that over and
above the write-off, in the 30-yeaxr 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.

COMMISSIONERQMAXO: Yes, 1 know that 1
hedrd him say that, I know what he said, but

I ‘asked him about a ten-year write-off and T

am taking the first ten years of the 30-year
period and that's one-third, and a half a billiof;

and that is §$500 million.

Now, am T 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 nexrt ten years?

MR. ADDISON: Yes, sir, or in tﬁe 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: How 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. SCARBROUGH:: We would propose to

finance it roughly 55% from bonds and probably

il or 12%‘prelerred stock, and the balance of
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33%7 or 34% investimeént by the Southern Company.

COMMISSIONER MANN: What is your bond
rating now, A?

MR. SCARBROUGH: 1It's a split rating.
with Standard and Poor's we have & AA rating
and with Moody’s we have A rating.

COMMISSTONER MANN: And is Georgia Power
graded?

MR. SCARBROUGH: Georgia Power's rating
is BBB.

COMMISSIONER MANN: Triple B?

MR. SCARBROUGH: Yes, sir.

COMMISSTONER MANN: So, actually, Gulf
can borrow cheaper than Georgla?

MR. SCARBROUGH: That's right, yes, at
the present time.

CHATIRMAN HAWKINS: How much cheaper is- it
on BBB than A?

MR.SGARBROﬁGK: 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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CHATRMAN HAWKINS: How many plants do you
have under construction in Georgia?

MR. ADDISON: They have the Scherer plant
under construction, the Wansley, and --

MR. SCARBROUGH:: 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
¢losest to your operating area?

MR. ADDISON: 1I'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 undexr con-
struction at the present time.

MR, PARSON: ‘It is not under construction;
no, so Plant Scherer would be the closest to
aur area.

COMMISSIONER MANN: Are these all coal-
fired?

MR. ADDISON: Except the Vogle plant and it

is nuclear. Of course, Wallace Dam is a hydro
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and pump storage, 1 guess, also.

construction going on im Georgla but there is
) t1ack thereof in Florida? I know that you don‘t
serve the whole State of Florida but you do

actieally the whole State of Georgia, don't

ten times the size we are here.

that nuclear plant per kilowatt?

scheduled to go on the line in 1984, is
presently estimated at $1,389 per kilowatt.
The second whit, which is scheduled to g9 on

the line in 1987, is $1,142 per Kilowatt.

to allow you to make this trade with the
Scherer plant would Georgia gtill have excess
capacity that they would be trying to market in
addition to this, in light of all of the plants

that they have under construction?

COMMISSIONER MAYO: Why is all of this

MR. ADDISON: Yes, sir. Georgla is about

COMMISSIONER MANN: Where is Plant Vogel?
MR. ADDISON: Near Augusta, Georgla:

COMMISSIONER MANN: What is the cost of

MR. ADDISON: The first unit, which 18

CHATRMAN HAWKINS: 1£ this Commission were

MR. ADDISON: 1 cannot ansvwer that. 1 sum




55
1 not sure if they have any other capacity avail~
-~ 2 able or not. I really don't know.
3 CHAIRMAN HAWKINS: 1 read inm the trade
4 journals that they are wanting to sell
1] capacity and that Florida Power and Light has
8 contacted them about buying it.
kd MR. ADDISON: 1 think it is the same
8 capacity that we are talking about.
9 CHAIRMAN HAWKINS: It is the sameé
k 10 MR. ADDISON: I believe it is, Mrs.
 ; n Hawkins. This is the only capacity that I know
12 of that Georgia has on the market are these
-~ 13 Scheérer units.
e “ CHAIRMAN HAWKINS: And you don’t know if,
15 indeed, the Commission were mot to allow you to
18 do this, and it was not allowed to be written
; v . off, you would go ahead and construct your own
' % ; 18 and you don’t know if Ceorxgia would sell this
i3 8 to. Florida Power ;nd 1ight? Is that thelr
g 0 - second plant?
i 2 MR. ADDISON: It is my underatanding that
2 Georgla has talked to four ox five different
» entities off the Southern Company system, one
n of which is Florida Power and Light, and that
- % is the extent of my knowledge of it. ‘
]
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COMMISSIONER MAYO: Well, more than
1ikely they would be able to rid themselves
for a stipulated period of time whatever
surplus would result, put that would not
alleviate your problem even if you did not
participate in it, in facing the highexr cost
of construction of your own unit?

MR. ADDLSON: That is correct, yes, because
we havergot to have someé additional capacity.

MR. JOHNSON: g4, I have one question.
wWhat is the pasis of your feeling that Scherer
3 and & will not hnave to have scrubbers?

MR. ADDISON: Barrett, 1 really cannot
gnswer that for you ekcept to tell you that our
laywers who read the 1aw, and our environmen-
talists who work in this thing every day, chat
that 1is their intexpretation of Scherer versus
the amendments of 1977. ~Now, George, ¢an you
respond to that a little more definitively?

MR. LAXMSN: Yes, ¥ certainly can. ScheretT
Unit No. 1 was started in September of 19174,

a little ahead of the amendments of 1917, 80,
therefore, it was grandfathered in. The fi:at

equipment arrived on the job site in 1977 and i&

in storage. The base slab for Unit No. 1l 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?7

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 ome of the key things
is that all of the licernsing is completed, all
of the permitting.

CHAIRMAN HAWKINS: Is all of the permitting
done prior to construction?

MR. ADDISON: It was all done prioxr to
whatever that magic date is in the amendmeuts -
of 1977. What is that date?

MR. LAYMAN: ‘That is August 7, 1977,

MR, JOHNSON: And that can waffle out
somewhat fnto mext year, at least as far as
Crystal River 4 and 5 are concerned, and
probably some others? Apparently the EPA 1s,

if anything, moving in the dizection of getting

flexible on the extensions, -and I was just
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construction because that seems to be very
critical.

MR. LAYMAN: From what 1 was told this
morning it was September of *74 that coatinuous
construction started and it has ot stopped.

CHATRMAR HAWKINS: Does the staff have
any more questions?

MR. McGLOTHLIN: Yes, a couple.

Mr. Scarborough, you gaid 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 g formal order specifying a particu~
lar item?

By way of example, we recently had the
case of the South pade unit, Florida Power and
Light's South pade unit, being cancelled. I am
informed that the ;ompany was told by letter fro%
the Commission to amortize that below the line
over five years and that served to serve the
purposes of thelr 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 casge. 1 just wonder if

RC-144
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something along those lines, something other
than a formal order, would suffice in this
case?

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, had
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 10
million bottom line, compared to the net income
of our company in a i2-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
things?osatisfy tﬁeir particular auditors, which
is a different group of auditors than ours are
but they still should be operating under the;
you know, same eriteria.

gut 1 think the problem is materialicy

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 dollarx that we
are tal:ing about yersus the size of our

company and the size of our operating income,
tnat they would not feel that at this patticular
point in rime that would satisfy them as to
agsurance and, you know, that's where we atand.
That's what they have told me.

MR. McGLOTHLIN: Well, could I ask
M. Addison, 0T do you, or does pexrhaps
r. Vinson, do you agree in principle with the
comment that Commission Mann made a few moments
ago; that is, that whatever authority the
Conmission gives Gulf im this instance should
not prejudice its ablility to review whatever
facts come before it in a later rate case
proceeding?

MR. VINSON: It is my undezéatanding, Joe,
that the Commissi?n would have that authority
inherently.

MR. McGLOTHLIN: Does the ability of
Georglia Power to finance aund construct these
unlts, even considering the pq:ticipation of

others, become s factor? 18 thetre any guestion

of their ability to- construct these units with
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the ald of other participants?

#MR. ADDISON: I know of no problem there.
Obviously, things can happen to change that
picture in Georgla, 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
eventuilly bemefit from the cancellation of
another unit somewhere else and take advantage of
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 st
bigger units, hopefully, because of now the
difference in the economy of scale, and we would
be looking for other participations so I would
hope that we could find something like that.

COMMISSIONER MAYO: what is the largest
unit that you have presently?

MR. ADDISON: 500 megawatts.

RC-147
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MR. JOHHSON: Ed, I don't recall offhand,
but isn't the statute of limitatioms 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?

MRi 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 day,
but the farther. out you go the more thorough
and time comsuming that look is.

MR, LAYMAN: Since ours was the first ome
in Florida I don't believe that clausé 1s in
there. We have a clause that states that if

the environmental rules and regulations are
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changed that Gulf will meet those environmental
rules and regulations as ptumulgated when and
if they were the same date that the site was
certified, or something to that effect, but I
don't believe we have that five-year thing in
there, NO.

MR. MeGLOTHLIN: The staff has no further

questions at this time.

COMMISSIONER MAYO: 1 have one final
question, 1 pelieve. I believe the letterx
jndicated that there was some degree, and I
don't know exactly what, of urgency about &

decision. What is that urgency, 8s it relates

to this agreement with Georgia Power?

MR. ADDISON: At the time that we wrote the
letter 1 was under the impression that Gecrgia
needed an answer from us pgetty definitively

by the end of the year: 1t 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 1s, and 1 don't think
that we ought to unreasonably held them up. b
would like te be able to proceed as early as

we can. S0 I woilldn't say to ¥ou that the

urgency is as great as it was maybe when 1. wrote
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the letterxr but we are anxioas to be able to

get on with it and so we would appreciate it

i it could be expedited.

COMMISSIONER MAYO: Now, just in clarificatdon

of the resexrve capacity being on the block, do
you mean there that they have got gomebody
aibbling at it and 1if 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 3 pumber of other

companies and 1 feel reasonably sure that they
will attempt to market it if Gulf and Mississippi
do not proceed with their plans.

COMMISSIONER MAYO: Well, I just did not
want to leave Yyou with the feeling that your
own yYeserve capacity, 88 it relates to the
welfare of your own customers, was at igsue here
today.

MR, -ADDISON: No, sir, because if we don't
do this then we will have to proceed to con-
struct capacity of our own in one fashion orx

ancother.

COMMISSIONER MAYO: Well, I guess that give%

us something to dwell on, doesn't 1t?

MR. ADDISON: Just let 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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FLORIDA )
: CERTIFICATE OF REPORTER

COUNTY OF LEON )

I, CAROL C. CAUSSEAUX, Registered Professional

Reporter, and Rotary Public, State of Florida at Large,
do hereby certify that the matter of the presentation
from GULF POWER COMPANY describing alternétives to the
construction of its planned Caryville generating unit
being considered by the company, and to explore the
possgible 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 3:00 p.m., in Tallahassee, Florida.

1 further certify that I was authorized to and did
report in shorthand the proceedings held at such time
and place; that the same has been reduced to typewtitin*
under my direct supervision, and that the foregoing
pages numbered 1 through 65, inclusive, constitute a
true and accurate transcription of my shorthand notes

of said proceeding.

N WITNESS WHEREOF I have hereunto set my hand. &

official seal at Tallahassee, Florida, Leon County, thig

16th day of October, A. D., 1978,

Carol C. Causseaux,
101 East Gaineg Street. .
‘Tallahassee, Florida 32304

My Commission eXpires Commission Hearing Reporter

12-3-78
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Commissioners:

PAULA HAWKINSG, CHAIRMAN
WILLIAM 7. MAYO

ROBERT T. MANN

State of Florida

Accounting Department
WILLIAM D. TALBOTT, DIRECTOR
(804) 488-B147

Public Serbice Conmisgion

December 4, 1978

Mr., E. L. Addison, President
Eulf Power Company
Post Office Box 1151
Pensacola, Florida 32520
Re: Docket No. 780714-EU, Amortization of
Caryville Cancellation Charges

Dear Mr. Addison:

Your letter of August 25, 1978 has been referred to me by Mr. David L.
Swafford, Executive Director, for appropriate response.

Aifter thoroughly reviewing both your written request and the transcript of
the Informzl 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 (Extraordinary Property
Losses) and amortize those costs above the line to Account 407 (Amortization of
Property Losses). The suggested write-off period appears rezsonzble. I understand
that the five-year amortization of total cancellation charges of approximately $20
million would begin January 1, 1979.

1 am sure, howsver, that you are aware that this authority is without prejudice
to the Commission as presently constituted, or to future Commissioners to reguire
some other disposition of these costs, after a rigorous review of al1 of the facts
in & subsequent Tormal 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
difference in construction costs of the Caryville &nd Scherer plants of at least
2 quarter of & billion dollars and long-run savings in carrying costs over the 30
year 1ife of the Scherer Plant in excess of one billion dollars - would ultimately
receive the unconditioned sanction of any Regulator. Nevertheless, until manzge-
mznt's decision can be thoroughly and publically reviewed, the Commission cannot,
as with any other item of expense, give your company 100% advance approval and/or
zssurance that the amortization of the Caryville cancellation charges will in fact
be recovered Trom the ratepayers.

FLETCHER BUILDING . 101 EAST GﬁINES SgFiEET . TALLAHASSEE 32304



In order to highlight this item for subsequent review and analysis, it would
be helpful if the rates of return calculations, submitted in your monthly surveil-
Jance reports, could be calculated both with and without this amortization expense
during the interim period that said item remains subject to final approval.

If you have any questions concerning this letter of authority, please Teel free
to contact me.

Yours very truly,

i tlonon O Zal il

WDT/bc

cc:

Chairman Hawkins

Cormmissioner Mayo

Commissioner Mann

William B. DeMilly, Commission Clerk
David L. Swafford, Executive Director
General Counsel

Engineering Department

Legal Department

Rate Department
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January 22, 1980

Mr. Robert W. Scherer, President
. Georgia Power Company

Post Office Box 4545

Atlanta, Georgia 230302

Dear Bob:

As a result of your letter of Aungust 14, 1979,
representatives of Culf Power Company, Georgia Power Company,
and Miasisaippi Power Company have continued to discuss the
feasibility of joint ownership of certain generating capacity
at Plant Scherer. This letter is to inform you of Gulf's
desire to purchase 25 percent of Plant Scherer Unit No., 3 and
25 percent of Flant Scherer Unit No. 4. Present construction
plans indicate that Unit No. 3 will begin commercial operation
in 1987 and Unit No. 4 will begin commercial operation in 1989,

It is the intent of Gulf to continue negotiations with
Georgia Power Company for the satisfactory resolution of the
technical and economic problems associated with the transwiseion
of energy frcm the plant site to cur service territory. Also,
a satisfactory agreement must be reached concerning the schedule
of payments, construction, operation, and maintenance of that
portion of the Scherer generating units which Gulf will own.

) We appreciate the opportunity to participate in this
project. We trust that this transaction can be consummated at
an early date.

Sincerely,

E. L. Addison
BLA:jBA

cc: Massrs. V. J. Daniel, Jr.
W. B. Reed
J. BR. Miller, Jr.
B. M, Guthrie
H., G. Baker, Jr.
F. B. Parsons, Jr.
A. E. Scarbrough
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In re: Petition of Gulf Power )  DOCKET NO. BOOGDI-EU {CR)
Company for an increase in its ) DXRDER WO. 9628
rates and charges. ) ISSUED: 11-10-80

|

The following Commissioners participated in the disposition
of this matter:

ROBERT T. MANN, CHAIRMAR
WILLIAM T. MAYO

GERALD L. GUNTER

JOSEPH P. CRESSE

JOHN R. MARRS, III

pursuant to duly given notice, the Florida Public Service
Commission held public hearings on this matter in Pensacola,
floridas, on July 24 and 25, 1980, and in Tallahassee, Florida, on
September 4, 5, 3. 10, 11, 12 and 16, 1980. Raving considered the
entire record herein, the Commission now enters its final Order.

APPEARANCES: C. Roger Vinson and Ed Holland, Beags and Lane,
7¢th Floor Brent Building, Post Office Box 12950,
Fensacola, Florida 32576, for the Petitionez.

John W. McwWhirter, Jr., Post Office Box 2150,

Tarpa, Florida 33601, for Air Products and Chemicals
Corporation, American Cyanamid Company, Monsanto
Company and St. Regis Paper Company, Intervendrs.

Robert W. Kittel, Assistant Counsel-Utilities,
Naval Facilities Engineeripg, Department of Navy,
200 Stovall Street, Alexandria, Virginia 22322, and
Lieutenant Colonel 'Jack Ruttan, Base Staff Judge
»dvoeate, Eglin hir Force Base, for the

executive agencies of the federal government,’
intervenors.

Jack Shreve, Steve Burgess, sen Dickens, Roger Howe,
and Hichael McK. Wilson, 4 #ollanc guilding,
Tallahassee, Florida 32301, for the citizens of the
state of Florida.

Joseph A. HMeGlothlin, Pamela Johnscn, and Paul
Sexton, 10) East Gaines Street. Tallahassee, Florida
32301, for the Comzission staff.

prentice P, Pruitt, 101 East Gaines Street,
Tallahassee, Florida 32301, as counsel to the
Comnissioners.

ORDER AUTHORIZING CERTAIN INCREASES

BY THE COMMISSION:
BACRGROUNRD

This proceeding involves the request by Gulf Power Company
{referred to herein as Gulf or the Company) for authority to
increase its rates and charges by approximately $46,376,576
annually. Gulf filed its petition and preposed rate schedules on
vmarch 3, 1980, Thereafter, we suspended the proposed rates
pursuant to our authority under Section 365.06({&}, Florida
Statutes (Oréer Ko. 9311, april 2, 15B0).

The Company also filed =& Motion for Interim Relief with its
petition, wvherein it sought interim rate relief pencing & final
oréer in this proceeding. By Order Wo. 8311, we authorized an
interim increase in the awount of $6,257,000 annually, subject to
refund pending the final disposition of this cese.
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+ Extensive public hearings on Gulf's request have been held in
thiec docket, These hearings extended over nine days and resulted
in a record comprising 3,140 pages of transcript and BB exhibits.
i have slso had active participation by numerous parties,
including representatives of the public, governmental sgencies, and
large industrial customers. Baving considered the entire record
herein, including briefs £iled by the various parties, we find that
consent should be given to the operation of rate schedules designed
to produce additional annual gross revenues of 540,623,065 on a
permanent basis. This will provide to the Company an opportunity
to earn an overall fair rate of return (established herein} of
§.900. The basis for our decision is set forth below.

THE COMPANY

Gulf Power Company is s wholly owned subsidiary of the
Southern Company and is subject to our jurisdiction under Chapter
166, Florida Statutes. Since 1925 it has provided electric service
through generation, transmission, distribution and sale of electric
energy, and now serves more than 187,000 customers in ten counties
in Northwest Florida. -

The Company was last authorized to adjust its rates in 1877
(order No. 7978, Docket No. 760856-EU, 9/27/77). At that time, we
determined that the Company's fair rate of return fell within the
range of 8.32% to E.46%. The Company states that since that time
it has experienced & declining rate of return, caused by continuing
high rates of inflation, a very sharp increase in construction and
capital costs reguired in part by established environmental
standards, and escalating operating expenses. Gulf now asserts
that, in order to maintain itE financial integrity and to provide
reliable electric service, it must have‘gdﬂitional annual gross
revenues totaling §546,376,576. This increase, according to the
Company, is reguired to provide the opportunity to earn a rate of
return of 9.20%, which it alleges is fajir and reasonable under
prevailing conditions. This amount includes an attrition allowance
of $7,336,507, which the Company contends is needed to ensure its
opportunity to earn that rate of return.

PUBLIC COUNSEL

The Office of Public Counsel presented testimony of five
vitnesses during the course of this proceeding., In their prefiled
testimony, Public Counsel's witnesses proposed that the Commission
establish an average overall rate base of $376,137,000, an adjusted
net operating income of §31,396,000, and an overall vate 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 sllowance in
the range of .40% to .50%, BHe also proposed that the expenses and
investments related to the cencellation of the Caryville plant be
disallowed, that the Commission disallow charitable contribotions
2s an expense for ratemaking purposes, and that the Commigsion
should adopt an overall working capital allowance of 530,754,000,
in addition, Public Counsel contended that no amount of
construction work in progress should be included in the Company's
rate base. Public Counsel esserted that the Company's federal
income tax expense should be limited to its proportionate share of
the consolidated tax liability that was incurred and actually paid
to the federal government, rather than the tax liability otherwvise
due if the Company was treated as filing an independent tax return.
Public Counsel proposed that the Cormission esdjust the Company'’s
test year revenues Lo remove +he effects of unrecovered fuel
expenges in the amount of $1,641,714.59. Public Counsel also
presented testimony in the area of rate structure and design, which
wvill be treated in a later portion of this Order.

INDUSTRIAL INTERVENORS

The industrial intervenors consisted of hir Products and
Chemicals Corporation, american Cyanamid Company, HMonsanto Company,
and St, Regis Paper Company. These industrial intervenors
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presented testimony of five witnesses and were concerned solely
with matters of vrate design.

THE FEDERAL EXECUTIVE AGENCIES

The Department of Havy and other federal executive agencies
presented the testimony 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
{ntervenors proposed a cost of common equity capital between a
range of 13.5% to 14.2%.

THE 'COMMISSION 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 econcmic
efficiency.

THE TEST YEAR

In regulatory ratemaking, it is customary to select a test
year or period for the purpose of evaluating revenue reguirements
of the utility under consideration. A historiczl test period
should be bzsed on the utility's most recent actuval experience,
with adjustments for known changes which will occur within &
reasonable time after the end of the period. The most appropriate
test year utilizes the most recently available data for a 12~month
period, adjusted for known changes. In the present proceeding,
the Commistion approved the test peried consisting of the 12
months ending December 31, 1979, ’ oo T

THE RATE BASE

One primazy objective of & revenue reguirements 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 periocd to determine the
achieved rate of return. The “rate base" is the value of the
investment devoted to providing service, less accumulated
depreciation, and such investment must meet the statutory
reguirement of being “used and useful® for that purpose. The
Corpeny has proposed to use a rate base valuation of §525,347,439%
for the purpose of determining revenue reguirements in this ease.
Our analysis of the rate base-related issues leads us to modify
that amount to $522,453,008. fThe adjustments are as follows:

wWorking Capital Rhllowance

One traditional component of rate base is the value of the
working capital committed to the regulated enterprise.
Historically, this Commission hes allowed working capital to be
cormputed by the use of a "formula approach,” wvhich utilizes 2
factor of 1/B of operating expenses as an gpproximation of the
difference between the time when services are provided to or by
the Company and the time when payment is received. More recently,
in the case involving the petition of Tampa Electric Company,
{Docket Ne. BOOD11-EU, Order No. 9595), we employed the “balance
sheet™ approach zévocated by Public Counsel. This method defines
working rapital as the difference between current assets and
current liabilities (exclusive of cost-free current liabilities).

In this case, the Cempany proposed B jurisdictional working
capital allowance of $47,089,341. This amount reflects materialis
and supplies, fuel inventory. cash working capital and a deduction
for inccme tax lag, and Is the result of a hybrid of the formula
and Ealance sheet approaches. Mr. Deason, testifying for the
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Public Counsel, used the balance sheet methodology to acrive at o
propased 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 capitalization of the Company. We have decided
to adopt the balance sheet approach in this case; however, we
believe certain adjustments must be made to the manner in which
Public Counsel's witness applied the concept.

he first adjustment concerns the exclusion by Mr. Deason of
$13,594,000 in temporary cash investments from gross working
capital. This sdjustment was made an 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 Mr. Feaster failed to do so in his
prefiled testimony and exhibits, he agreed with the propositien
that both the temporary investments and the related earnings
chould be either included or removed Ifrom the rcte base and NOX
computations. 1In our judgment, temporary cash investments should
be included in the working capital and related earnings should
sppear in the income statement, .

The next adjustment is related to the Company's declared
dividends peyable for common stovk. Analysis of Exhjbit 53
indicates thet the l3-month average for pividends Declared is
$2,584,615, Mr. Deason considered these declared dividends to be
cost free sources of capital, and therefore reducded the working
capital allowance by that amount. He did agree, however, that
these dividends were classified 2s retained earnings prior to
being transferred tc the dividends declared account. We view the
declared dividends for common stock 2s representing investor-
supplied capital. The declaration of dividends does not decrease
the shareholder's capital, but the payrent of the cash dividend
doet. Accordingly, the amount of £2,584,615 should be inecluded in
wozking capital.

after incorpozating the above agjustments into Mr. Deason's
proposed working capital allowance, wve £ind that $45,658,813
(549,559,615 System) represents the Company's investment in
working cepital for the test year. It ie nececsary to reduce the
Corpany's proposed working capital allowance of $47,089,341
by §1,430,528 to reflect the adoption of the balance cheet
approach. Our decision in this regard also eliminates the effects
of any attrition allowance cohtained in the Company's requested
provision for fuel inventory within working capital.

computation of the working capital allowance can be depicted
as follows:

Public Counsel‘'s Recommendation §30,754,000
adjustments:
)}, Temporary Cash Investments
$13,594,000 1.92.126631 12,523,694
2. Dividends Declared
$2,584,615 x 92.12663% 2,381,119
Total §14,904,813

Adjusted Jurisdictional Working
Capital 545,658,613

Construction Work in Frogrets

Expenditures by 2 utility for construction projects may be
accounted for in either of two ways. When Allowance for Funds
Useé During Construction (AFUDC) is urilized, the carrying charges
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asiociated with financing a project are capitalized as a component
of congtruction costs until such time as the project is closed to
plant in service. The other side of the accounting entry is 2
"credit" to "interest expense® for the debt portion of AFUDC and a
eredit to “"other income® for the eguity portion of AFUDC. These
income statement credits are merely "paper” esrnings, because cash
earnings are only generated for assets which are included in rate
pbase. Alternatively, construction work in progress (CWIP) may be
included in rate base. In this case, the base rates esteblished
refiect a current return on the value of the plant under
construction, and the utility realizes zctual cash earnings., The
utility does not charge AFUDC on the value of CWIP included in
rate base.

The Company has reguested that $111,183,151 of construction
work in progress be included in system rate base. This amount is
the sum of two items: The 13-month average amount (1979 test
year) of CWIP ($110,865,975) and $313,173 of very small cost
projects or projects of very ghort duration to which the allowance
for funds used diring construction (AFUDC) has not been applied.

The Company feels that this amount of CWIP should be included
within rate base for severel reasons:

1. The test year ending amount of CWIP was
$126,148,069.

2, CW1P at the end of 1980 is projected to be
$221,541,000 {Exhibit No. 3, Page 2 of 2 of Exhibit Ko. 53).

3. In the first five months of 1981, CWIP will increase
another $20,493,00D to a total of $242,434,000 (same reference as
No. 2 above). -

4. The Company contends that the inclusion of CWIP in
rate base is a souné regulatory practicé, as the quality of"
earnings improves, resulting in a lower overell cost of capital to
GCulf, and ap ultimate savings to the customer.

5. A current return on CWIP will improve interest
coverages and enhance the Company's ability to issue new debt.

Ffrom the Company's paint 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 from charging AFUDC as inferior in
guality. This viev is reflected in the form of higher perceived
risk and higher costs of obtaining capitzl for those utilities
having an unacceptably large proportion of earnings generated by
AFUDC. 1Including an ampunt of CWI? in rate base would replace the
AFUDC paper credits with real cash earnings on that portion of the
Cormpany's construction program, lowering the measured risk and
thereby having positive effects on the Company's cost of capital.
CWiP in rate base alsc improves a company's cash flow and debt
coveraces.

Mr. Hugh Larkin, expert witness for the Public Counsel's
office, presented the Public Counsel's position that no amount of
CWIP should be allowed in rate base. Nr. Lacrkin argued that to
place CWIP in rate base would reguire the Company's customers to
s2ssume the role 6f eguity investors wvhile receiving no related
benefits. Further, he stated that the practice unfairly reqguires
present ratepayers to eubsidize future customers, and shifts the
risks of investment from the Company's shareholders to its
customers.

While the Federal Executive hgencies (FEK) pelieve that the
jmcilusion of CWIP is warranted, they contend that to pllow CWIP in
the rate tase in the full amount requested woulé not be eguitable.
They fee)l that this is unfair to consumers for several reasons:

1) Current customers would be called upon too creatly to subsidize
future customers; 2) Gulf will have less incentive not to
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over-invest in new plant: 3) Gulf will not be penalized for bad
investment decisions. All these scenarios are harmful to the
consumer, according to the FEA. Therefore, FEA concludes that the
proper amount of CWIP to be included in the rate base is 715%v of
the amount reguested.

We believe the decision with regard to the CWIP issue
represents an area of policy and judgment, in which the Commission
must weigh several valid and competing considerations. We note in
this case that the percentage of net income composed of AFUDC has
risen dramatically, and is expected to grow to 52% in 1980. We
find that inclusion of CWIP in the amount of the average for the
test year ($111,183,151 on a system basis) is warranted in this
case.” We are gsensitive to the argument that to allow a present
return on tooc 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
cbjectives - and we intend to monitor this aspect of the CWIP
jssue in subsequent proceedings.

Unamortized Caryville Cancellation Charces

The Company proposes to include $10,569,855 of unamortized
Caryville Generating Center cancellation costs in system rate
base. The Caryville unit was to be 2 generating facility located
near Pensscola, which Gulf had originally planned to bring in
serviee im the late 1970's. Continued decrezses in load
forecasts, however, pushed the anticipated in-service date back
several times. Finally, in 1978, Gulf notified the Commission
that it wished to cancel the Ceryville facility, and instead
purchase a portion of Georgia Power's Plant Scherer Units #3 and
$#¢. Gulf claimed that this would be a mmch cheaper alternative,
with tremendous savings to flow to the ratepayers as a result.

. At that time, Gulf estimated 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 reguested that it be allowed to write
off these cancellation costs over a five year period and began the
amortization in June, 1979. This Commission had suthorized this
action, with the understanding that the reguested accounting
treatment would be reviewed in the context of Gulf's next rate
cese, The Company now proposes to include the unamortized balance
of the cancellation charges in rate base a5 well as include the
current amortization in operating expenses for ratemaking
purposes.

The Public Counsel contends that the Caryville cancellation
costs could have been avoided through more prudent management
decision making., Therefore, Public Counsel feels that the
reguested accounting treatment is inappropriate and that the

sockholders ‘should bear the cost of the cancellation.
rdditionally, 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 Federa) Executive Agencies (FEA) contend that the loss
associated with the cancellation of the Caryville unit should be
borne equally by Gulf and the rarepayers. They feel that since
the proposed plant never met the used and useful criteria, the
unamortized balance should not be included in rate base (3rief p.
2%). However, they do believe that the arortization should be
2llowed, but have suggested an amortization period of ten years
rather than five years,

At the time of Gulf's inizial reguest for appreoval of the
azortization of the Caryville expernses, and 252in in jts direct
evidence presented in this case, the sole justification relied
upon by the Company wazs the eccnomic advantage essociated with
parchasing the Scherer cazpacity in lieu of constructing the
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Caryville facility. This alternative was portrayed in very
definite terms and Gulf states that its intention is to procced
with that transaction. The record of this case, however, reveals
that Gulf does not at this time have a contract with Georgia Power
Company to buy into the Scherer plants, and circumstances have
arisen which place a degree of uyncertainty upon that transaction.
while it eppears that realization of the purchase upon the terms
contemplated by Gulf would be beneficial to Gulf's ratepayers, we
canpot 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 reguire that the associated revenue effect be collected
subject to refund in the event the transaction relied upon is not
congummated or the cancellation has not otherwise been justified
within one year of the effective date of this Order. The revenue
requivrement associated with the amortization expenses recognized
in the test year will be treated similarly.

FERC Audit Adjustments

The Federal Energy Regulatory Commission {FERC) completed an
avdit of the Company for the years 1575-1978 during mid-1980. The
principal exceptions noted by FERC concerned the improper
capizalization of certain maintenance expenditures that should
have been expensed in the year in which they were incurred. As 8
result of a staff reguest, the Company provided a list of the
adjustments that the Company had agreed to make a5 a result of the
FERC audit f£indings. The asdjustments result in a 51,585,012
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 (51,589,012 System) to reflect the results
of the FERC avdit. - .

Plant Hel@d for Puture Use

The Company has included $1,255,565 of plant held for future
use in its proposed rate base. This amount Tepresents the land
that wes purchased for the Caryville plant site. The Company
maintains that this amount belongs in rate base because the
Company ultimately intends to construct an EB0 MW generating
facility at that site, with an in-service date of 1995. The
Company also contends that the Caryville site is one of the few
sites in northwest Florida suitable for that purpose.

The Compzny contends thet If it cannot earn a return 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 1and and the Company might be
reguired to dispose of it. If this were actually done, artues the
Company, it would either have to repurchase the land sometime in
the future at a greatly inflated price, or purchase an elternztive
site. 1In addition, the Company would have to go through the
costly and time consuming site certification process again,

The Public Counsel has not tzken a position on this issue.
The Federal EPxecutive Acencies (FER}, hovever, stated in their
brief that the Corpany hes not met its burden of proof in
estzblishing that the plant held for future use meets the criteria
of *used and useful.” These agencies claim that Gulf does not
have a definite plan for the site. Therefore, they contend that
thic property should be excluded from the rate base.

ke beljeve that the Caryville site should be included in rate
bzse. Although 2 degree of uncertainty does exist 25 to when 2
generating facility will be constructed there, the weight of
evidence in this case supports the proposition that a plant will
ultimately be constructed on the site. We agree with the Company
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that its plans for the site are sufficiently definite to warrant
{ts inclusion, and that to deny the request would be to the
disadvantage of ratepayers in the long run.

Merchandising Overations

The Company engages in an appliance sales progran 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 appliesnce operation from jts proposed
rate base arose in this case. However, we find that the net
amount of plant that the Company deducted from its system rate
base related to the appliance operation, $349,985, is proper and
that no adjustment for this item ig warranted.

Adjusted Jurisdictiona)l Rate Base

Our adjustments result in a jurisdictional rate base of
£522,453,008 for the 1979 test year. The anzlysis is summarized
below. .

Proposed Jurisdictional Rate Base

$525,347,439
Per Exhibit Ne. 5, Schedule 3

Adjustmentss:
1. Balance Sheet Workina Capital
Allowance
[$1,554,0968) x $2.12663% - {1,430,528)
2. PERC audit Adjustments - t1,463,503)

Adjusted Jurisdictional Rate Base §522,453,008

NET OPERATING INCOME

~o determine the rate of return on rate base achieved by the
Compeny Suring the test period, it is necessary to analyze the
revenues received by the Company and determine those operating
expenses which were prudently and appropriately incurred in the
operation of its business. This comparison yields a net operating
income ficure which can then be related to rate base. Gulf Fower
contends that its net operating income for the test period was
531,866,165, For the reasons detziled below, we have made certain
adjustments to Gulf Power's submission which result in a net
operating figure of $31,944,586.

Underrecovery of Fuel Expense

The parties to this proceeding agreed that the Company had
experienced an underrecovery of fuel and purchased power expense
during the test year. At the prehearing conference, the parties
and the staff sgreed that the test year revenues and expentes
chocld be adjusted so as to eliminate underrecovery of fuel
expense in light of the adoption of the projected fuel cost
recovery clause {order No. 9514, Page 3}.

The amount of the underrecovery, however, was & matter of
dispute during the hearing., Various calculaticns of the amount
vere presented, and the amounts ranged from Mr. Feszster's high of

$2,021,060 to Mr. Scarbrough's low of 520,687,

we believe that many of the calculations related to the above
amounts are based upon faulty methodologies. Mr. Feaster's amount
of 52,021,000 w25 based on the data filed@ by the Company in RCD -8
{£x. 4B) and he adjusted that Sata ¢ reflect a zero lag in the
recovery of fusl acdjustment revenues. This caleelation is deficient
in that the base fuel revenue used by Kr. Feaster contained revenue
1ax emounts, and in that the Cowseny's unbille2 revenues were not
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reflected in RCD A~B, Additionally, Mr. Feaster's "no-lag"
methodology was not the methodology that was in effect during the
test year, which ended prior to the adoption of the new fuel cost
recovery clause,

The amount of $1,524,784, first sponsored by Mr. Scarbrough,
is simply a revision of RCD A-8 that eliminates the revenve tax
amounts from the base revenhues and the fuel adjustment revenues.
This revision, however, ¢éid not incorporate the unbilled revenves
that were actually recorded on the Company's books during the test
perlod..

In response to & staff reguest, Exhibit M to Exhibit No, 58
was prepared by the Company. 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
on the part of the Company, however, this exhibit falled to show
the prior month’'s actusl adjustment for the month during which it
was actually recorded. This resulted in a total fuel and
purchased power expense that did not represent the actual expense
that was recorded on the Company's books during the test year.
The exhibit 8id include the Company's unbilled kilowatt hour
related revenyes, however.

iIn Exhibit No. 76, the Company restated the amount of the
prior month's actuyal adjustment to reflect when those adjustments
were actually recorded by the lompany. The amount of
$103,B62,652 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 90.6E35% based on KWH sales.
However, Mr. McClanahan, the witness who sponsored Gulf's cost of
service study, testified that the factor used in the derivation of
the Company's requested revenue increase was 50.B%.

We find that the total recoverable fuel and purchased power
expense of $103,862,652, as shown on Cclumn 3 of Exhibit No. 176,
accurately reflects the Company's fuel and purchased power expense
for the test year. We further find that $94,165,624 of total fuel
revenue shown on Column B of Exhibit Ne. 76 is the proper amount
of retail fuel revenue, excluding revenue tax amounts, recorded on
the Company's books during the test year. This esmount does
properly include the unbilled revenues that the Company records on
its books. Using the appropriate separation factor of 90.B%, we
determine that the Company's submission included $142,494 in
unrecovered fuel expeide; Test year operating revenues should
therefore be increzsed by this amount. The calculation of this
2djustment is given below:

Total Recoverable Fuel & Purchased

power Expense {Ex. 76, Col. 3) $103,862,6482
Retail Separation Factor (TR 1851) X 90.B800B%
Retail Fhel & Purchased Power Ixpense 94,308,118

Retail fuel Adjustment Revenues
{Ex. 76, Col. 8) 084,165,624

Unrecovered Fuel & Purchased Powver
Expense $ 142,494

amortization of the Cervville Cancellation Charaes

The Company has reguested shat its test year smortization
expense be increased by $998,2585 to reflect the annual
asortization expense related to the Caryville cancellaztion
ckarges. The Company econtends that this anpualization adjustment
is necessary in determining net operating income on which rates
shoulé be set, The proposed annual amount of the amortization
cxpense is $2,392,5058, brsed on 2 proposed five year amortization
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pefiod, The Federa) Executive Agencies support the inclusion of
the amortization expense, but recommend a ten year amortization
period. Public Counsel contends, however, that the amortization
expense should 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 annuelized amortization
expense for ratemaking purposes. ASs 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 Drder. The overall revenues subject to the
refund condition amount to $4,225,176 annually.

Revenues and Expenses Related to Daniel Plant

The Company has proposed that $1,369,766 in revenues from 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 51,463,053 for expenses related to the Daniel Electric
Generating Center. These revenves and expenses are related to the
leasing of the Company'’s share of the common 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 Charges

The Company has proposed that its operzting 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 not been
maintained. Mr. Scarbrough svggested that these minimum and
compensating balances should be included in the working capital
provision in rate base. In his testimofly, Mr. Deason pointed out
the hypothetical nature of the Company's, bank service charge
calculation. It was also Mr. 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 agree-that the adoption of the balance sheet approach in
the determination of the working capital allowance has removed the
need and justification for the bank service charge adjustment
proposed by the Company. Therefore, we shall reduce the Company's
operating expenses by $36,623,

FERC Audit Adjustments

The Federal Energy Regulatory Commission (FEZRC) completed an
audit of the Company for the years 1975-1973 in mid-1980. As 2
result of a staff request, the Company provided a list of the
a23justments that the Company has agreed to kake as a resvlt of the
FERC avdit findings, The adjustments result in a $304,577
reduction in system net operating income for the test yeasr. We
f£ind that these avdit adjustments should be incorporated for
ratemaking purposes in this case. Accordingly, we shall reduce
NDI by 5286,707 to reflect these items.

Deferred Income Taxes (CWIP)

In an earlier part of this Ozder, we authorized the inclusion
in rate base of an additional 51D0,59B,263 in construction work in
prosress. It is necessary that the deferred tax expense in the
income statement be reduced to reflect the elimination of AFUDT on
that amount of comstruction work in progress. The Company has
proposed a §1,325,334 {$1,407,938 systen) reduction in its
deferred tex expense for the test year. e find that this
calculation §s correct and should be approved.
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Property Insurance Expense

In this case, the Company requested that the annual aceruval of
the Property lnsurance Reserve be increased from $809,717 to
$31,200,000 before income taxes, This adjustment would result in a
5350,283 increase in the Company's test year operating expenses.
Mr. Scarbrough explained that the accrual level of $B809,717 was
fivst spproved in 1975 in Docket No. 74427-EU and that this level
was later tetained in 760858-EU despite the Company's reguest for a
higher level.

As an example of the inadequacy of the reserve, Mr.
Scarbrough discussed the impact of Burticane Frederick upon the
Cormpany. As a result of Burricane Frederick, the Company incurred
expenditures of §2,100,000. The praperty insurance reserve,
hewever, had a balance of only $1,300,000,

Although this ares was not specifically addressed by Hr.
Feaster, it can be inferred from his calculation of net operating
income that he agrees with the Company's position. 1In his '
determination of the Company's operating expenses, Mr. Feaster has
included an item entitled "Adjustment*” in the amount of $295,000.
The asterisk refers to the footnote at the bottom of the page
which indicates that Mr. Feaster has included the Company's
regquested increase in its property insurance expense.

Having reviewed the matter, we find that the Company's
propesed 2djustment to its property insurance expenses is proper.
However, it has heen pointed out that the Company has not
determined an eppropriate ceiling or cap on the amount of the
property insurance reserve. We will undertake this determination
in the Company‘'s next ratemaking proceeding.

Income Tax Expense

Culf Power Company ¢id 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
{ssue debt without special approval of the S5EC. Upon securing SEC
approval, Southern executed on March 15, 1976, 2 loan agreement
for $125,000,000. This was an intermediate term loan which
comprized at the end of the test period, December 31, 1579, 4.76%
of Southern's capita) structure at an interest rate of 11.5t. WNo
loans had been made during the ten year pericd prior to 1876. The
amount of the loan which is presently outstanéing is $54,000,000,
of which amount $42,000,000 will be paid on bBarch 15, 1981, The
remaining §42,000,000 will be paid March 15, 1562 (late filed
Exhibit €8). Thus, the balance outstanding and the percentage of
capitalization will be declining during the period for which rates
can rezsonably be expected to be set in this proceeding. Under
the SEC reguirements, $33,54% of Southern's interest expense of
$14,776,031 for the test period was allocated to Gulf {Exhibit
¢8). 1Income from temporary cash investments was used to directly
offset interest expense before an allocation was made. This
offset is not consistent with the intent of Order No. §192,
Docket No. 790084-TP and Order No. 5208, Docker No. 7B0777-TP.
Therefore, we shall adjust the Company's income tax expense to
recoonize the tax effect of parent company debt by the amount of
$195,872.

Public Counsel agrees with the nature of this adjustment.
Rowever, while the expansion factor empleyed by Public Counsel's
witness included & provision to recognize income tax expense, he
argues that income tax expense should be disesllowed in its
entirety for Gulf's failure to support its calculation with
substantial competent evidence. We believe this contention to be
wvithout merit.

Adévertising Fxpenses

The Company's total test vear advertising expenses were
€734,271 and are rreaied by the Compeny 2s ahove-the-line
cpcrating expenses. Moust of the zdvertising conducted during the

RC-166



ORDER NU. 9628
DOCKET WO. 800001-EU
PAGE TWELVE

test year appears to have been informational, conservational, and
safety-oriented in nature, and should be allowed for ratemaking
purposes. However, partivular advertisements do not fall within
guch categories, and related expensesS should be disallowed.

To determine the cost of each advertisement to be disallowed,
the staff requested a break-out from the Company to determine the
doliar value of each ad and the account number to which each was
charged, The area development magazine ads on RCD A-11, Pages 76
and J7, entitled “Our Business has the EnerQy to Eelp your
Business,” appear outside of the Company's service area boundaries
and ettempt 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 525,163 that we believe should not be paid for by the
ratepayers. The remaining five advertisements shown on RCD Pages
98 through B2 are oriented towsrd the stockholders or potentizal
investors in the Company, and promote the image of the Company
with no apparent benefit to the Company's ratepayers. In response
to questioning about oOne such ad, Mr. Scarbrough admitted that
this type of advertising was »{mage 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 general public ané to investors® shall be disallowed
for ratemaking purposes. The total cost of the image building ads
is 554,659, The total cost of all seven advertisements to be
disallowed is §75,139.

-

Miscellaneous General Expenses

The Company's miscellaneous general expenses for the test
year were §1,370,120 {Exhibit %o. 4B, RED A5, Page 17} and are
considered by the Company as above the line operating expenses.
Of this amount, $81,250 is specified as "Total Industry
association Dues.® g

Having reviewed these items, we believe that dues paid to
Associated Industries of Florida in the amount of $1,540 and to
chambers of commerce in the amount of $7,122 should be disallowed
for ratemaking purposes.

Charitable Contributions

The Company requests that 516,617 in charitable cont.ributions
be included in operating expenses for ratemaking purposes, on the
theory that acts of corporate "citizenship™ are a necessary part
of doing business in its service area. Public Counsel objects to
the inclusion of any amount of charitable centributions, arguing
that, when such expenses are allowed, the vtility merely serves as
a conduit for donations collected from ratepayers, rather than
demonstrating its own good “cirizenship.” We regard this area as
essentially one of policy, and one in which the Commission has
discretion. Our established policy is to allow contributions
which are reasonable in amount and which are made to recognized
charities to be included in operating erpenses. until that policy
has been reviewed and modified on 2 broader generic besis, we
intend to apply it consistently. accordingly, we find that
contributions in the amount of 516,B817 meet the necessary criteria
ané should be included in operating expenseS. Because the
Company's proposed adjustment falls short of the amount reflected
on KCD A-10), operating expenses shall be increased by 5251.

Unbilled Revenues

Unbilled revenues are those which are owed to the Cowgany for
service rendered but which have not yet been collected through the
mechanism of the billing evcle. Gulf Power Corpany is the only
major investor-owned electric utility under the Cormmission's
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jurisdiction that records unbilled revenues. Unbilled revenues
for the 1979 test year were ($564,567). This "negative® amount of
unbilled revenues occurs when unbilled revenues in the corrent
accounting periocd are less then the unbilled revenues in the
immediately preceding accounting period., This is precisely what
cccurred during the Company's test yeat. Having reviewed the
methodology used by the Company, we £ind that unbilled revenues in
the amount of (5584,567) should be recognized for ratemaking
purposes in the determination of net operating income.

injuries and Damases Expense

the Company reguested in this case that the injuries and
damages expense be increased by $170,113 to reflect the Company's
actual test year accrual of §532,613, Mr. Scarbrough stated that
the annual accrual to the injuries and damages reserve was limited
to 5362,500, per.Order No. 7578 in Docket No. 760858~EU, He also
pointed out that 2 terget reserve balance of §},000,000 was
established in that docket. Mr. Scarbrough explained that the
company is self-insured up to 51,000,000 for each occurrence and
that the Company had tecently settled one claim for $%32,000,
which exceeded the reserve balance.

We believe that the Company has adequately demonstrated that
the $170,112 accrual in excess of that last allowed is proper.
Since the Company has already made this sdjustment, no further
adjustment is necessary. There is some guestion, however,
regarding the adeguacy of the target reserve balance of
51,000,000, As stated by Mr. Scarbrough, verdicts in excess of
51,000,000 for a single occurrence are ngv relatively caommon. In
our opinion, some adjustment to the targeted reserve balance of
§1,000,000 is warranted. Thecefore, the Company will be reguired
to determine an appropriate target resexde balance to be submitted
ir the next rate proceeding.

pad Debt Expenss

The Company proposes to increase bad debt expense by $78,000.
The rationale offered is that because of an increase in sales and
also becavse of "an increzse 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 maintain 2 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 upcollectib]e accounts recejvable,
the balance never changed because bad debt expense was a function
of the amount of bad debts written off during the period.

The meathod that the Company has elected to follow in this
rate case is & much more theoretically sound approach. The only
item open to guestion is the target reserve of 2t of eccounts
receivable. Experience is needed to determine if this reserve
will prove to be Inadeguate or excessive for purposes of
determining the net realizable value of accounts receivable, given
the a2ssumed cperating conditions described by MKr. Scerbroush, We
believe the Company's proposal should be implemented with that
view in mind, :
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Adjusted Jurisdictional Net Dperatina 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. 5, Schedule 9 $31,866,165

Adjustments:

Unrecovered Fuel Cost ' 73,089
§142,45%4 x .513 x 100%

Bank Service Charges 49,567
$102,645 x .513 x 94.13288%

FERC hudit Adjustments . {286,707)
§304,577 x 94.13288%

Consolidated Tax Return Adjustment | 195,672
$199,872 x 100%

Advertising Expenses 38,546
$79,822 x .513 x 94.13298%

Industry hssociation Dues 4,183
$B,652 x .513 x 94.13298%

Charitable Contributions {12%)
${267) x .513 x 94.12258% :

——r———

Total - $ 78,431

Adjusted Jurisdictional Net Operating Income $31,944,596

FAIR RATE OF RETURN

Dne well established reculatory principle is that a regulated
utility is entitled to an opportunity to earn & 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 determinatien of its revenue requirements.
This unéertakxing reguires that we establish the appropriate
_capital structure for the Company, and analyze the costs
ascociated with each source of capital, Our final result must
conforr to estsblished legal parameters. The rate of return which
ve establish must be sufficient to preserve the Company's
financial integrity, insure its ability to provide the service
reguired of it by law, and srtract needed capital on reasonable
terms.

%e have chasen to utilize, for purposes of determining the
revenuve requirements of the Company, the capital structure as it
existed at the end of the test period (December 31, 1979). Our
celection of the year end structure obviater the need to address
the issue of whether short-term debt should be Included as a
component, inasmuch as Gulf had no short-term debt outstanding at
that time.

Deferred Taxes and Customer Deposits

This Commission has historically treated deferred taxes and
customer deposits as cost-free sources of capital to the vtility.
hRlternatively, these items could be excluded. from the capital
strocture, with appropriate adjustments to rate base and operating
expenses, In theory, the resulting revenue requirements would be
identical; however, because rate base in practice does not
precisely ecual tota) capitalisation, the revenue reguirements
will vary to some degree. As stated in the recent Tampe Electric
Company decision, Order No. 8599 (Docket No. 800011~EV}, we
believe that to recognize these items as sources of capital better
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reflects reality. Therefore, we shall continue to inciude them in -
the capital structure.

Return on Eguity 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 historieal data. However, the assessment of &

fair return on common eguity capital reguires an exercise in
judgment and opinion.

Four witnesses presented testimony an the issue of a fair and
reasonable return on eguity capital for Gulf Power. puring the
examination of these experts, the applications of the analytical
tools used by them were scrutinized carefully. All used
theoretically sound guantitative models to atrive at their
estimated returns. Differences among the proposed reguired rates
of return are due to subjective judgment employed by each in the
gelection of variables and in the interpretation of the results.
The estimated returns tange from br. Legler's -13-14% to Hr.
seligson's 16.26%, The applicant regquests & 16% return on eguity
in this case.

pr. Dietz concluded that the fair return on eguity for Gulf
pover is 15 to 16% through the use of & risk premium analysis, the
aiscounted cash flow approach, and the comparable earnings
approach. The visk premium used by Dr. Dietz was derived from 2
Paine Webber survey of 100 {nstitutional investors. This risX
spread of 4.B7% may be biased upward by the manner in which the
survey guestionnaire was worded. In his implemention of the
discounted cash flow approach, Dz. Dietz 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 medel, the resulting
reguired return would have been 14.75%, rather than the holding
period return of 15.0-15.8%. Although the holding pericd method
does provide a feel for the investors' long run expectations, the
Gordon model better provides an estimate of the investors' current
reguirements.

pr. seligson based his reguired return for investcrs on a
risk premium approach, ptilizing the risk spread between
three-month Treasury Bill rates and the electric utility
industry's return on equity for 1972. This witness was of the
. opinion that 1572 was more representative than any following year.
Bowever, his testimony ciscloses that the risk spread in 1972 was
higher than any other year since 1966. 1In additien, by using a
spread based on the electric wtility imdustry, the results from
this model would be applicable to eny electric company, not just
Gulf Power. Because of the general nature of this approach, it
would be inappropriate to use 16.26% as the reguired return of an
individual company, such as Gulf Power. Further, Mr. Seligson's
recormended return would provide an interest coverage ratio in
excess of the industry's average for the last seven years, another
1nd§cation that his analysis overstated the required return on
equity.

Or. Rettenmaver, who testified for the Department of the
Kavy, updated his testimony at the hearing to reflect recent
chenges and supported a reguired return on equity of 13.8-}4.5t.
The results from the discounted cash €low approath vere Cross
checked with his capital asset pricing model. The dividend yield
of 11,5-11.75% that was used in Dr. Rettenmayer's DCF analysis
reflected the one and two-month average dividend yield ending July
7, 1950. 1f Dr. Rettenmaeyer had used either a 52~week average OT
a spot rate at the time of the hearing, the resultant rate of
ceturn would be slightly hicher a2t 14.76%, a rate which
uzproxizates the result of Dr. Dietz's data in the Go:don mofel.
The estimate for 20-vear Government pond Yields used in
Dr. Rettenmayer's capital asset pricing model of 10% is about one
percent lower than the current 2verage yield and is egual to Dr.

acttonmayerts own estimate of the infiation rate, I1f the capital
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asset pricing model was adjusted to reflect this more up-to-date
bond yield, the resulting return would be 14,.6%.

pr. Leglexr, the Einancial expert for the Office of Public
Counsel, suggested that 13-14% is the required rate of return on
equity for investors im Southern Company stock. Dr. Legler
employed three methods ln his determination of the return:
discounted cesh flow, risk premium, and comparable earnings
analyses. His DCF growth rate was similar to that used by both
Pr. Dietz and Dr. Rettenmayer, but the market pzice of $13.50
which he employed was considezably higher. Since July of 1979 to
July of 1980, every weekly closing price of Southern stock was
under $12.50 except for one week, June 23, 1380. Although this
price was a three week average prior to the hearing, the price of
Southern stock has since dropped to a level eguivalent te the
average of the last year, approximately $12.00 per sharte. The use
of the 52~week average gives a return of 14.760. In his second
approach, the risk premium enalysis, Dr. Legler estimates his own
risx spread of 3.0 to 3.5% over the average bond yield f£rom AR
public utility bonds. The averzge bond yield wseé by the witness,
of 9.9 to 10.4% was shown to be significantly Jjower than current
levels of bond yields. In fact, the 1980 low for the first eight
wmonths of this year for AA rated public wrility bonds was 11.43%
and for A rated public utility bonds the low yield was 11.5%,
Since no testimony was presented that guggested a projected
decline in interest rates, we feel that Dr. Legler's estimate of
return on equity bzsed on the risk premium approach is
understated, 1If the witness® risk premium of 3.0% is applied to
the 1980 Jow yield for A rated public utility bonds, the reguired
return on eguity which wonld result would be 14.9%.

After analyzing the proposed rates ®f return on egujity 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 thé resulting returns are
clustered in the range of 14.6-14.9%. Dr. Dietz's variables,
applied to a Gordon model for the DCF, yield a 14.75% rate of .
return. Dr. Rettenmayer's DCF, utilizing 2 52~week average which
approximates the current spot rate, resulting in a return of
14.76%. 1f Dr. Legler's DCF is adjusted for a more realistic
market price, the resultant return s 14.76%; and if his risk
premium approach is adjusted to reflect the current vear's bond
vield rather than the bond yields of 1979, the return required by
Iinvestors would be 14.9%,

For purposes of their anzlyses, the witnesses who addressed
the issue of the fair return on eguity capital used Gulf Power
Cornpany's parent, the Southern Conmpany. as a surrogate for Gulf.
This would present no issve if the risks associsted with the two °
entities were identical. As Dr. legler and Dr. Rettenmayer
testified, however, if existing-differentials are not taken into
aceount, the ratemaking effect woulé be to require ratepayers of
one jurisdiction to subsidize those of another. We agree with Pr,
Legler that Gulf is less risky than its parent. Therefore, we
shall use the lower end of the *cluster” previously identified, or
14.6%, to develop a fair return for Gulf. When an appropriate
factor to recognize flotation costs associated with the issuance
of 5200,000,000 in 1980 is added, a return {rounded) of 14.75%
resplts., We believe that this return should represent the
midpoint of a range of 13.95-15.75%, which range we find to
constitute a fair return on eguity capital for Gulf at this time.
In recognition of the fact that Gulf Power's management has
exhibited a2 conspicuous commitment to an effective conservation
program, we shall focus upen 1¢.65% rather than the midpoint for
the purpose of calculating revenue reguirements.

The range which we have established for the return on eguity

capital resuits in an overall fair rate of return of B.90%,
illustrated 25 follows:
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GULF POWER COMPANY
Capital Structure

Yesr-end
weighted
pescription Amount Ratio % Cost % Cost
(1} 12) {3) (4} (5}
Long~Term Debt $283,194,000 47.66 7.43 3.54
Preferred Stock 70,162,000 11,81 8.28 .98
Common Stock Eguity 172,073,566 28.9¢ 13.75~ 4.30
14.85-15.75
Customer Deposit - 5,661,815 .95 8.00 .08
peferred Taxes | 63,120,074 10.62 -0~ -0
{average}
§594,212,455 100.00% 8.90%

Overall range
B.5E-9.16%

ATTRITION FACTOR

In the regulation of public utilities, the term "attrition®
has become & word of art used to describe the deterioration in
rate of return which a regulated enterprise charging fixed rates
experiences when it incurs higher-than-embedded capital costs,
increased opersting costs, or incrementally higher plant
additions. Prevailing economic conditigns have led us in recent
cases to provide an “allowance” to offset the anticipated effecte
of attrition.

The parties and the staff agreed that it would be appropriate
to provide for an sttrition allowance in this proceeding. At
issue, however, is the form and the amount of such an allowance,
The Company has proposed that it be 2llowed an attrition factor of
140 basis points. Mr. Feaster, testifying for Public Counsel,
contended that an attrition factor of 40 to 50 basis points would
adeguately compenszte the Company for any attrition that it might
experience in the future.

In developing the Company's attrition factor of 120 besis
points, Mr. McClellan used an "incremental customer"” approach,
based on the difference between the test year and the projected
12~month period ending May 31, 1981. Hr. McClellan's approach
considers net operating income attrition, rate base attrition and
cost of capita)l attrition. It shouvld be noted that Mr.
McClellan's methodology develops an attrition allowance in terms
of a proposed number of dollars, and that the eguivalent number of
basis points then become a function of the size of the rate base.,
Mr. mrcClellan's recommended attrition factor of 140 basis points
is derived by dividing his computed attrition allowance of
$7,336,507 by the Company's rate base of $525,347,439. As stated
in the footnote on the bottom of Exhibit No. 9, Schedule 1, Page 1
of 9, any adjustment to the rate base would necessarily change the
needed percentage fector,

At the staff's reguest, both Mr, HMcClellan and Mr. Scarbrough
submitted revised éata for the computation cf the artrition
21lowance. This revised date included the Company's actual
results of operations for the months of June 1980 and July 1980
and dzta on the Corpany's financing plans. These revisions wvere
contained in Exhibit Nos., £, F, and G to Exhibit No. 52 and
Exhibit Wos. A, B, C, and E to Exhibit No. 54. The inclusion of
the appropriate revisions and the establishment of a (midpoint)
return on eguity of 14.75% would reselr in an attrition allowance
of $56,87€,758.
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.Mr. Feaster, on the other hand, dcveloped an attrition factor
of 40 to 50 basis points based on his examination of the Company's
historic attrition rates. . Mr. Feaster indicatcd that his
recommendation was "slightly below the Company's more recent
attrition experience,” but that he believed that it was
*representative of prospective conditions.” Mr, Feaster further
gtated that his methodology 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 tonsidered the methodologies offered by these two
witnesses, we can actept neither. We believe that Mr. Feaster's
subjective interpretation of historical data does not yield a
factor which is representative of future conditions, and in
particular fails to account sufficlently for anticipated capital
cost attrition. While Mr. McClellan looks to the future, we
cannot accept with confidence his estimates.

In the recen: Tampa Electric Company rate case (Docket Ko.
B0D011-EU), we cdeveloped an attrition allowance by combining the
three year attrition rate from Mr. Feaster's attrition study with
an zllowsnce for cost of capital attrition., We find the same
methodology to be 2ppropriate for this case.

Based on Exhibit No. 1€, Schedule I, page 2 of 2, the
Compeny's three year attritien rate is €2 basis points. During
February 1980, the Company issued $50,000,000 of First Mortgage
Bonds 8t 15% and §10,000,000 of Preferred Stock at 11.36V. Since
these securities 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. BHased on the capital
structures contained in that exhibit and substituting the midpoint

- of the range for return on eguity {14.75%), the test year.overall

cost of capital would be B,B4t and the pro forma overall cost of

cepital 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 factor of 114 bezsis
points, which we approve as the attrition facter to be allowed in
this case.

REVENUE EXPANSION FACTCR

The Company's proposed revenue expansion factor of 51.482%
includes an adjustment for the 20k income tax lag and utilizes &
regulatory sssessment fee rate of 1/8th of 1. The Public
Counsel, however, contends that the revenue expansion factor
should not contain a 2D% income tax lag adjustment and that the
current regulatoery assessment fee rate of 1/12th of 1%t should be
used. After making these adjustments, the Public Counsel's
proposed revenue expansion factor is 50.487B%. Neither the
Company nor the Purlie Counsel has advocated the continuation of
the Staze Income Tax “Sharing”™ concept.

Because we have applied the balance sheet approach to the
Jdetermination of working capital, we agree with Public Counsel
that the inclusion of a 20% income tax adjustment in the revenue
expansion factor is not appropriate in this case, We also agree
with Public Counsel that the current regulatory essessment fee
rate of 1/12th of 1% should be psed to determine the revenue
expansion factor. This rate is sppropriate because it will be in
effect when the Company is allowed to implement itis revised
rates,

Accordingly, we shall utilize 2 net operating income

multiplier of 1.969677 (1 divided by 50.487B%) to expand net
oprrating income regulrements into needed operating revenues,
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DETERMINATION OF REVENUE DEFICIENCY

Relating the net operating income realized during the test
year of 531,944,586 to the rate base of $522,453,008, we fand that
Gulf Power Company achieved a rate of return during the test
period of 6.11%. When compared to the fair rate of return of
B.90%, which we have jdentified for use in this proceeding, & rate
of return deficiency 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 528,826,224,

The revenue requirement associated with the attrition
allowance must be developed similarly. When the established rate
base value of $522,453,008 is maltiplied by 1.14% (114 besis
points), an NOI requirement of $5,955,964 results. Application of
the same NOI multiplier used above results in an additional
operating revenue regquirement associated with the attrition
allowance of §$)1,796,841. Thus, the total additicnal operating
revenues which Gulf Power Company should be authorized to collect
on an annual basis amount to §40,623,065.

REFUND OF INTERIM REVENUES

The interim incresse which Gulf has collected Bubject to
cefund in this case included 5142,493 of unrecovered fuel expense.
Consistent with our decision in the TECO case, Docket No.
B80D011~EU, we find that this smount repreSents & non-recurring
item that, having been exeluded from the permanent award, must
also be eliminated from the interim revenues. Maule Industries,
Inc. v. Mzyo, 362 So.2d 63 (Fla. 1977}. Acrordingly., $144,000 on
an annval basis must be refunded from the interim revenues
collected pursuant to Order No. 9311. -

RATE DESIGN

gaving determined the amount of revenues whieh Gulf is
entitled to collect, we must consider the manner in which the
revised revenue reguirement should be distributed among its
elasses of customers. Accompanying the Petition which initiated
this proceeding were rate schedules designed by the Company to
generate a2dditional revenues in the amount of $46,376,576
pnnually. 3Inasmoch as we have authorized only 2 portion of the
reguest, modification of the schedules submitted will be
necessary. 1In addition, while we approve certain of the
principles underlying the changes proposed by 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 responsibility among customer classes.
These considerations have included cost of service, historical
patterns and customer acceptance.

1t vas generally agreed by witnesses who testified on cost of
service that the distribution of revenues among classes of
customers should be based primarily on the cost of service. The
witnesses disagreeé, however, as to how to determine the actual
cost of servicing each of the classes of customers. The Company,
the industrial intervenors and the federal intervenors proposed
cost allocations based upon 2 traditionally accepted embedded cost
of service methodology. Public Counsel proposed cost allocations
based upon a "marginal cost” methodology.

Traditionally, embedded cost of service studies attempt to
assicn costs to clesses of service based on several forms of
enalyeis. Such cost of service Studies allocate utility plant and
expenses to the various customer classes to determine the rate of
return earned from each class of service for the test year. The
stodies involve separation of plant and expenses into functional
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groups of production, transmigsion and distribution and other
classifications. Formulas are then developed to allocate these
items to the various classes of service. The final step is the
sllocation of costs and a determination of the ratio of operatina
income to pet utility plant, including working capital. Revenue is
not sllocated, but is separated according to receipts by each class
of service. A comparison of the utility plant, expenses and
revenues assigned to each class indicates the relative rate of
return achieved with each class. Appropriate adjustments can then
be made to achieve the desired distribution of revenue
responsibility among classes. Establishing relatively equivalent
rates of return among classes of service has been a traditional
goal in the allocation of costs.

7The Company relied upon & tost of service study prepared by
Mr. McClanahan, which used 1978 data to establish the one hour
peak five~day average demand, and took into account certain policy
considerations expressed by Mr. Haskins. Mr. McClanzhan
considered the one hour peak five-day average methodology to
provide an appropriate allocation of responsibility for utility
plant and expenses between customer classes.

Dtilizing the results of HMr. McClanahan's study, Mr. Haskins
constructed the Company's proposed allocation of revenue among the
customer classes. Mr. Aaskins considered several principles in
designina rates, which were as follows: cost of serviece, fairness
of rates amona customers, reasonable transition from previous
rates, and the premise that electricity should be used wicely and
not wasted. Mr. Baskins also proposed specific changes in the
rate schedules that will be discussed later. All of the rates

. proposed by Mr. Haskins contained £lat engrgy charges.

Mr. Brubaker, testifying for the industrial intervenors,

.analyzed the cost of service study prepared by Mr. McClanahan, as

well as the rates proposed by Mr. Haskins. Mr. Brubaker
considered the annual peak demand methodology used by Mr.
McClanahan to be appropriate for the Company and emphasized the
differences in service characteristics between customer classes
that justified the results shown by Mr. McClanahan's study. Mr.
Arubsker criticized the Company's proposed revenue allocation as
mot properly allocating revenue responsibility among customer
classes. He stated that the Company'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 among
customer classes to more closely eguate rates of return between
classes.

Mr. DeFrawi, sppearing for the federal agencies, relied upon
Mr. McClanahan's cost, of service study to show the need for
sllocating any rate increzse ampng customer classes SO a5 to shift
more recponsibility for any rate increase to customer classes that
were not covering the full cost of service assigned to them.

Dr. Wells proposed that revenues be allocated among customer
classes by a marginal costing methodology, as he had proposed in
Docket No. 800011-EU (Tampa Electric Company). Utilizing a
messure called system lambda, Dr, wWells established what he
considered to be the long run marginal cost for the svstem, which
he testified was an appropriate indicator of marginal cost. BY
corparing the relative price of residential, comnercial and
industrial rates per kwh to the system lambda, Dr, Wells
concluded that industrial custemers' rates should be increzsed by
2 higher amount in relation to residential and commercial
custorers if any rate increase is granted,

hs he had done in Docket No. BODOL)-EU, Dr. Wells noted that
the current and proposed rate levels for the Combany 614 not reach
marginzl cost. He stated that since regulatory ratexaking sets
rate levels below marginal cost it wpuld be necessary to atjust
ex:stinc rates to provide marginal cos: price signals, while
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producing total revenues below the ampunt which would be produced
by pricing at marginal cost. Dr. Wells proposed to place all
customer, demand and energy related costs in the kwh, or enesrgy,
charge. This would establish 2 kwh charge that would act
similarly to pricing at marginal cost. To allow for revenue
stability, Dr. Wells proposed a minimum bill of $2 per month per
customer.

After reviewing the testimony presented in this matter, we
conclude that the cost of service methodology employed by Hr.
MeClanahan is the most appropriate methodology available to us in
this case. However, we intend to direct the utilities to improve
and make more uniform the cost of service methodclogies used in
furure proceedings.

as we concluded in Order No. 9599, Docket NHo. 800011-EU, we
cannot embrace Dr. Wells' marginal cost pricing theory without
further exposure to the concept. By November, 1980 the four major
investoz-owned utilities are required by the Public Detildity
Regulatory Policies Act to file margina) cost of service studies.
These filings will give the Comnission an opportunity to evaluate
various methodologies and become familiar with the topie. In
sddition, marginal cost of service studies will be considered in
the cost of service docket, Docket No. 7905983-EU.

Revenue Allocation between Customer Classes

Although the Corpany and Mr. Brubaker relied upon Mr.
McClanhan's cost of service study to allocate the rate increase
among customer classes, the allocation proposed by the Company
differed from that proposed by Mr. Brubaker. Mr. McClanahan's
study, which we have previously epproved, shows existing relative
rates of return, by customer class, as follows:

Rate Class Rate of Return %
Residential 3.84
General Service 6,33
Large Power 7.65
Large High load

Factor Service 7.91
Outdosr Service 10.04

General Service
Demand and Small
Power all Electric 11.32

Considering our approval of & 540,623,065 rate increase, we
find the following increases of rates, by customer class, to be
appropriate:

Rate Clacss S Increase Percentace Increate
RS 25,023,000 29.8
GS 1,756,000 25.4
GS-D 5,437,000 13.6
LpP 5,585,000 18.6
PX 2,490,000 14.6
os 321,000 14.7
TOTAL 540,623,000 22.5%

snevenve effect of increased connection charges.

n3ditionally, in desiqning its rates the Company shall tazke into
account the revenue effect of unbilled revenues, illegal use of
electricity, and the fuel roll-in auvthorized hereinafter. The

r2zes should be desianed to produce the aopropriate revenue
increase as closely as possible.
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Customer Charaes

The Cempany has proposed increases in the level of the
customer charges for al)} rate classifications. Rs in Order No. 959¢%
in Docket No. B00Ol1~ED, we feel that the distribution costs which
should be included in the customer charge consist of those related
to distribution from the pole to the customer's house. We
therefore f£ind the following customer charges to be appropriate.

Rate Schedule Customer Charae
RS 5.00
GS 5.00
GS-D 13.00
LP 178.00
PX 4,083.00

Demand Charges

The Company has also proposed increases to the denand charges
for their demand metered rates. The Company's present GS-D and LP
rates include hours/use blocking in the energy charges related to
load factors of 25% and S0% respectively. RCD R-11 (exhibit 48)
shows the actual demand costs to be higher than proposed by the
Company. We find that higher demand charges would more accurately
reflect the cost of service and would provide an incentive for
hich locad factor customers. In light of our decision to reject
declining block demand charaes in rate LP (see below), we conclude
that the following demand charges are appropriate.

Rate Schedules - Demand Charoe/kw
GS-D 4.00
LP - s.00
. PX 5.00

Winter/Summer Differentials

The saturation of air conditioning in Gulf's service area is
in the range of BG-B5% for residential customers. The Company has
a much lower saturation of electric heating. The air
conditioning load contributes to the system's maximum dermand, with
the result that Gulf Power Company consistently is a summer
peaking utility. The Company proposed to retain its winter/sumner
rate differentials in the energy blocks of the RS and GS rates.
The staff witness, Mr. Makin, concluded that the differential was
justified, based on the data in RCD R-6 (Exhibit 4B). Dr. Wells
reached the same conclusion besed upon his analysis of System
Larbia. We find that the winter/summer differential should be
retained.

Applicability Provision of GS, GS-D, LP and PX rates

At present the applicability clauses of these four rates
vequire various demand levels. The breakpoint between rates G5
and GS-D is 20kw and the breakpoint between ratec GS-D and LP is
500 kw. Rate PX reguires a demand of 7500 kw and an annual load
factor in excess of 741, The current applicability provisions
appesr to be practical and reasonable and should be retained.

Declinina Block Demanéd Charge for LP Schedule

In its filing the Company proposed to retain the twoc step
declining block demand rate for its LP schedule. It is apparent
that the Compeny considered Order Ho. 9329 in Decket No. 79057i~EU
to address only energy charges. This is not the case. We believe
& flat demand charge 1s appropriate for the LP rate schedule.

Generation from Kenewable Enercv Resources

Mr, Makin proposed a rate schedule containing an energy
surpius rate so that 2 self-generating cusicmer vtilizing
ronewable resources with a 8esign czpacity under 15 kv would be
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able to sell surplus energy to the utility. This matter is now
under consideration in Docket No, 780235-EU and should not be
considered in this proceeding.

Primary and Transmission Voltage Discounts

The current dilscounts to custiomers receiving service at
primary or transmission voltages ate based upon historical values
and are not supported by a current cost study. The current
discounts are 16F per kw for service at the primary distribution
level and 32¢ per kv for service at the transmission level. We
find these discounts to be unreasonably high and reguire them to
be lowered to 10& per kw and 20§ per kw, respectively, until the
Company Eubmits a cost 5tudy justifying different levels of
discounts. .

Inverted vs., Flat Rates

As in Docket No. BODOll-EU, inverted residential rates were
proposed by witnesses to thie proceeding. Consistent with Order
No. 9599 entered in the above docket, we find that flat rates
cether than inverted rates, should be approved in this proceeding.
inverted rates will be considezed on & generic basis in
conservation-related proceedings.

Textual Chances in Certain Rate Schedules

The Compeny proposes textual changes in rariff sheets 4.6,
4.7, A.7h and 4.13. The Company proposes to raise the minimom
charge for standby service from §2.00/mo. per kw to §7.00/mo. per
¥w. Since the demand charge for GS-D, LP and PX rates, approved
herein, is only $5.00 per kw, we find no justification for a.
minimum bill of §7.00 per kv for standbr service. The minimum
Bill on tariff sheet 4.7h shall be $5.00 per kw.

‘Fuel Roll-in and Podifications of the Foel Ciuuse

The Company Proposes to increasSe the amount of fuel in the
base rates by 2.837 mills/kwh {.9837¢/kwh}, from 13.3 mills/kwh,
to a total of 23.137 mills/kwh s0 as to more accurately reflect
the caurrent 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
lo2d pricing and would reguire separate on~peak/off~peak fuel
adjustments for each customer cless. 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
comparison. This amounts to a roll~-in of 1.189¢/xwh intc base
rates, including taxes. Therefore, the revised fuel adjustment
for October, 1980 - March, 198) will be 2 credit of .224¢/kwh and
will be effective with the rates approved herein.

Mr. Brubaker zlso proposed to allocate fuel costs among
classes with consideration of line-losses experienced by each
class. Wwe find Bz, Brubaker's proposal to be reasonable. The
allocation of fuel cost between classes in the base rates should
be adjusted to reflect the efiect of line Josses -at different
service levels, which are a5 follows:

Rate Schedule Line Loss Factor
RS, G5, Gs-D, OS5 9.0749

L . 6.43

PX 3.35

Qutdeor Lightinag

The Cormpany has proposed the elimination of the present rate
for 140,000 lumen high pressure sodium vepor (BPS) lamps because
of its limited application and has proposed to include rates for
5400 Jumen high precsure sodium lamps in liev of the 3500 lumen
mercury vazpor larp in the interest of energy conservation. The
company has also proposed to close the mercury vapor street
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lighting rates to new customers. We have reviewed the proposed
rates for high pressure sodium vapor lamps and find that ve are
not satisfied that the rates are cost justified. 1n addition, the
HPS rates are substantially higher than the rates for mercury
vapor lamps. As a result, we will not require, nor permit, the
closing of the mercury vapor schedules to new customers at this
time.

We will, however, permit the proposed BPS retes to be placed
in effect 50 &5 to allow a more energy efficient alternative for
Gulf's customers. The present HPS and mercury vapor rates should
be divided 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 justify the proposed
BPS rates within six months of the date of this Order. 1In
addition, outdoor lighting service should be offered so as to
allow a customer the option of owning and maintaining the fixture
when receiving service.

Connection Charges

At present the Company charges $8 for reconnection and
charges 510 for either an initial connection or a reconnection
after disconnection for cause. The Company has proposed an
increased charge of 510 for reconpections. It also submitted, in
1ate filed Exhibit No. B3, an analysis which shows costs of $5.32,
§5.78 and $10.36 for initial connections, reconnections and
reconnections for cause, respectively. We find that the Company
proposal of increasing the reconnection charge to $10 is
reasaonable and should be approved. .

90% Power Factor Provision -

The present demand rates contain powver factor provisions
.showing & reactive demand charge based on reactive capacity and
90y power factor. The Company propesed no change to its current
pover factor provision. Neither the intervenors nor the staff
offered changes to the clause. Therefore, we £ind that the
present power factor provision should be retained.

£limination of SPAEL and PLP Rates

iIn the prehearing order, the parties and staff stipulated to
the el imination of the SPAE and FLP rates. Customers now served
uvnder SPAE rate will be transferred to the GS-D rate. The SPAE
and PLP rates are to be eliminated upon the ef{fectiveness of the
rates approved herein.

REFUND OF EXCESS INTERIH AWARD

Effective May 2, 1880, the Company was granted an interim
increase of $6,257,000 on an annual basis, amounting to a 3.4756%
across the board increase On base rate revenve. We have
previously concluded that only 56,113,000 should have been
granted, resulting in & refund of 5144,000 on an annual basis.
Eince these rates will have been in effect approximately six
months when the final rates go into effect, approximately $76,000
plus interest vill need to be refunded. The Company should
calculate the amount to be refunded, to include interest at a rate
for 3D-day commercial peaper zs defined in refund criteria
established in Order No. 9306, Docket Ko. 800400-CI. 1n that the
refun3d amounts to only 2% of the interim increase, ve feel 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 2 reduction in the fuel adjustment.
This docket will remain open pending a report by the Company of
the final disposition of the refund.

Since the eight month file 2nd suspenc periocd ends Kovember
3, 1980, the rates under this Or3ar shall becsme effective for

8iéls rendered for meter readings on or af:er the date of this
rder.
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The Company will also provide a2 notice to accompany the first
bill for service under the final rates explaining the amount of the
increase and the reasons therefor. A copy of said notice shall be
submitted for the Commission's approval prior to mailing.

ADDITIONAL FINDINGS OF FACT AND CONCLUSIONS OF LAW

Consistent with and in addition to the matters treated above,
the Commission finds and concludes as follows:

1. Gulf Power Company is & public utility subject to our
jurisdiction within the definition of Section 366.02, Florida
Statutes.

i. With appropriate adjustments, calendar year 1979
represents a reascnable test period for purposes of our review in
this proceeding.

3. During the test period, Gulf Power Company realized net
operating income of 531,866,165,

¢, The value of the average rate base for the test period is
$522,453,008.

5. fThe earned rate of return for Gulf Power Company durino
the test period was 6.11%.

6. The capital structure utilized herein is reasonable and
apgropriate for ratemaking purposes.

7. Gulf Power Company should be authorized to earn in the
range of 13.75~15,75% on common eguity capital. The overall. fair
rate of return lies within a range of B.5E-9.16%. For purposes Of
deternining revenue reguirements herein;” a return of B.90t is fair
and reasonable.

. B. To Gffset anticipated attritioh, Gulf Power Company
should be provided an attrition allowance of 114 basis points.

9. Gulf Power Company should be authorized to place into
effect revised rate schedules designed to geperate $40,623,065 in
additional revenues annually.

10. The amount of $4,225,176 annually related to the
Caryville cancellation charges should be placed under a refund
provision, and the Commission should retain jurisdiction over this
matter. :

11. The rate schedules prescribed herein constitute fair and
reasonable rates within the meaning of Chapter 366, Florida
Statutes.

12. Gulf Power Company should be required to refund to its
ratepavers that partion of the interim increase related to the
unrecovered fuel expense contzined in its filing, or $144,000 on
an annual basis. The interim revenues should otherwise be
approved.

{
Accordingly, it is

ORDERED by the Florida Public Service Cormission that all
findings and conclusions herein are approved and adopted. It is
further

ORDERED that Gulf Power Company is authorized to submit
revised rate schedules consistent herewith, designed tc generate
$40,623,065 in additional annual revenues. Said rate schedules
shall become effective and ‘applicable to bills rendered for meter
readings taken on and afzer November 10, 1980. 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, is hereby subjected to a refund condition in the event
the Scherer transaction reljed upen 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 Zompany refund to its custowers the
portion of the intecim vrevenues related to unrecovered fuel
expense in the manner 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 COpPY of the notice shall be
furnished to the Commission's Electric and GCas Department prior to
issuance.

By Order of the Florida Public Service Commission, this 10th
day of November 1980. ‘

COMMISSION CLERR

{tSEAL)

JAM
P8

MANN, Chairman, Concurring in part, Disgenting in part

The order in this case is far too long, and I hesitate to
lengthen it with my separate comments. My views which have not
won majority support on. the Commission are expressed in prior
opinions. I will comment on the reasons for my concurrence in the
cate of return allowed and on the allowance of substantial amounts
for construction work in progress.

Electric utilities are at present in a period of financial
difficulty which warrants the concern of regulatory agencies for
cash flow and earninge adeguate tO insure that the company's
obligarions to the public will be met. Generating plant now
coming on line was planned long before I came on the Commission
and ought to be provided for. I have reservations about the
continuance of the build-more, sell-more, cost-plus mentality in
the electric industry. The attrition allovance and the rate of
return approved here are sufficient to allow this company to sell
less over the next few years until this Commission finds a
mechanism for pricing electricity in such 2 way that those who
cause the markedly higher 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 selling 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
take sccount of the fsct that today marginal cost is higher than
average cost. I remain hopeful that the Comnission will address
this issue.

.

in the meantime, Gulf Power Company has the highest average
consumption by residential consumers. Fortunately, the top
management of this company has the best attitude toward
conservation 1 have observed in Florida. Management deserves a
chance to prove that new capacity requirements can be minimized
and that Guif's customers can reduce their demands on the system.

RC-181




ORDER NO. 9628
DOCKET NO. B00D01-EU
PAGE TWENTY-SEVEN

Commissioner Marks dissenting in part:

ohe majority has again decided to allew the ratepayers to
pick up the teb for charitable contributions. The awount in this
instance is $16,550. My opposition to this is well-known;
therefore, 1 will not repeat the arguments as stated in the United
Telephone and the General Telephone cases. The Public Counsel
agrees that charitable contributions are a legitimate expense of
the shareholders rather than the ratepayers and the Comaission's
stalf is similarly convinced. As indicated in the Public Counsel's
brief, the qQuestion is not a matter of appropriasteness of the
smount or the worthiness of the cmuse. The proper focus was well
stated by the New Mexico Public Service Commission:

tven 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 expenses which would
benefit the ratepayers and justify their bearing
such expenses.

Re E)} Paso Eleetric Company (1977} 23 PURLth
131, 3142 citing

Re Southern Union Gac Company, 12 PUR4th 219,
230 (1975). .

Another issue which bears equal attention is properly raised
by our staff. 1t is the amount of $81,250 specified as lndustry
Association Dues. The staff accurately points out that the
benefits to the ratepayers that might be obtained from certain of
the trade and industry association dues~were unknown and
unquantified in the record. Accordingly, they recomnend that such
dues be disallowed to the extent they are of no definite benefit to
the ratepayers. The mejority disagreed~with the staff on this
issue and chose to allow 2811 of the industry association dues even
if there was no ‘benefit to the retepayers. I must agree with the
staff's analysis. 7T would only allow those dues which provide 3
proper nexus between the utility and a definitive benefit to the
ratepayers. As such, dues to the Amercian Kational Standards
Institute, the Florida Electric Power Coordinating Group and the
Southeastern Electric Reliability Council should be alloved. 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 Commission has
decided to &llow construction work in progress {(CWIP)} of
$110,869,978 to be included in the company's rate base. 1 am
simply not convinced by this record that the company carried the
burden in proving that CWIP should be allowed in the rate base. As
indicated by Public Counsel “there are many improprieties which
arise from the practice of inclvding CWIP in the rate base which
were not scuarely addressed by the company and which have
significant detrimental effects upon its ratepayers.” 1 aleng with
the Public Counsel believe that placing CWIP in the rate base
forces the customers to assume a role of equity investor without
the benefits 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 ratepavers. As such, it improperly shifts the risk
of investment from the company's stockholders to its ratepavers.
Further, 1 can find no evidence that it is cheaper toc inciude CWRIP
in the rate base as opposed to future recovery of construction
costs and close analysis indicates the CWIP method generally
ignores the time value of the ratepayers' money. Finally, the most
compelling argument 1 can find against allowing CWIP in the rate
tezse is that in the competitive marketplace, vhich reculation
should emulate, a business cannot earn 3 return on an investment
that does not provide goods Or services to its customers. (See
brief of Public Counsel.)
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i1t ie not my intention by this statement to pass on the
substantive propriety of allowing CWIP in the rate base.

I simply

believe it is the burden of the company to establish by corpetent

evidence that suck allowances should be made. As a result of

listening to the testimony of 21l the witnesses on all the issues

stated above and reading the briefs of the various parties, 1 am
of the opinion that the positions stated by the company are not
substantiated in the record.

The calculation showing the above adjuétments is presented
below. If those adjustments were made as 1 have indicated, the

total operating revenue requirement of Gulf Power Company would be

$20,268,B62, as opposed to the majority's revenue reguirement of
$40,622,826.

COYPANY RATE BASE (JURISDICTIONAL)S 525,347,439

ADJUSTMERTS

Balance Sheet Working Capital $ 1,554,098)X92.12663% §

(1,431,738)

FERC Audit Adjustments
CW1P

(
${ 1,589,0121x92.12663%
${110,B69,978)X92,12663%

-ABJUSTED JURISDICTIONAL RATE BASE.

COMPANY NET OPERATING INCOME (JURISDICTIONAL)

KADJUSTHMENTS

Unrecovered Fuel Cost
Bank Service Charges
FERC Audit Adjustments
Consolidated Tax Return
Advertising Expenses
Industry Association Dues
Charitable contributions
Total

ERRNED RATE OF RETURN

TNDED

(CONTINUED ON NEXT PAGE)

$142,49%4 X.513X)100%
$102,645 X.513%54.13298%
$(304,577)X94.132098%
$199,B72 X 100y

$ 79,822 X.513X54.13268B%
$ 36,022 X.513X94.13298%
$ 16,550 X.513x54.13298%

ADJUSTED JURISDICTIONAL KET OPERATING INCOME

§ (1,463,903)
5(102,140,774)

$ 420,311,024

§ 31,866,165

$ 73,099
49,576
{2086,707)
19%,672
38,546
17,395
7,992
99,764

31,965,929
7.605303%
7.61%
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- JURISDICTIONAL RATE BASE
RATE OF RETURN

L] loved Rate of Return © 8.800000%

djusted Earned Rate of 7.605303%
Return

beficiency

NET OPERATING INCOME DEFICIENCY
NET OPERATING INCOME MULTIPLIER
OPERATING REVENUE REQUIREHENRT

ATTRITION ALLOWMRCE
Jurisdictional Rate Base
Attrition Pactor

NET OPERATING DEFICIENRCY

NET OPERATING INCOME MULTIPLIER

OPERATING REVENUE REQUIREMENT

TOTAL OPERATING REVENUE REQUIREMERT

$ 420,311,024

%X1.2946878

$

5,441,754
x1,980677

—r—n

10,778,357

S 420,331,024

1.14%

T, 791,548

X1,5880677

5 5,490,505%

$
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FLORIDA PUBLIC SERVICE COMMISSION

- —— . Y W M R W W W M M e M e A e R M e e e

In the Matter of
UNDOCKETED

To hear a presentation by repre-
sentatives of GULF POWER COMPANY
concerning the merits of purchasing
an undivided 25% interest in Units :
3 and 4 at the Scherer Plant
located in Georgia.

- > mp . . - W e Wh 0 W W e M e WS M W G b M M e AD T e

115 Fletcher Building
101 East Gaines Street
Tallahassee, Florida 32301

Monday, February 16, 1981
Met pursuant to notice at 3:00 p.m.

BEFORE: COIDMISSIOAER JOSEPH P. CRESSE, Chairman

COMMISSIONER GERALD L. GUNTER

COMMISSIONER JOHN R, MARKS, III

COMMISSIONER KATIE NICHOLS

COMMISSIOWER SUSAN W. LEISHER
IN ATTENDANCE:

ROGER VINSON, Begzs & Lane, Post Offiée'Box 12950,
Pensacola, Florida 32576, Telephone No. (904) 432-2451,
appearing on behalf of Gulf Power Company.

E. L. ADDISON, ARLAN E. SCARBROUGH, and EARL B.
PARSONS, 75 Worth Pace Boulevard, Pensacola, Florida 32505,
Telephone io. (90&) 434-8111, appearing on behalf of Gulf
Power Company.

JOE McGLOTHLIN and PAUL SEXTON, 101 East Gaines
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ATTENDANCE CONTINUED:

Street, Tallahassee, Florida 32301, Telephome No. (904)
487-2740, appearing omn behalf of the Commission staff.
PRENTICE P. PRUITT, 101 East Gaines Street, -
Tallahassee, Florida 32301, Telephone No. (904) 488-7464,
appearing on behalf of the Commissioners. |
JACK SHREVE and BENJAMIN DICKENS, Office of Public
Counsel, Room 4, Holland Building; Tallahassee, Florida 32301,
Telephone No. (904) 438-9331, appearing on behalf of the
Citizens of the State of Florida. |
| DAVID SWAFFORD, 101 East Gaines Street, Tallahassee,
Florida 32301, Telephone No. (904) 488-7181, appearing on

behalf of the Public Service Commission.

WILLIAM TALBOTT, 101 East Gaines Street,}Tallahassee,
Florida 32301, Telephone No. (904) 488-3248, appearing on
behalf of the Public Service Commission.
REPORTED BY: HOLLY L. KIRCHMAN, RPR,

Commission Hearings Reporter
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mm e dame b - e wes awe et ame e

MR. SWAFFORD: Mr. Addison, I'll turn the meeting
over to you, ’

CHAIRMAN CRESSE: I understand this is kind of a
little informal hearing or formal hearing or trying to get an
update --

MR. SWAFFORD: VYes, sir. They requested, fhey wanted
to show us, it's an informal meeting to show, as I understand
it, the benefits of buying into the Scherer Plant or the pos-
sibilicy of buying into the Scherer Plant in Georgia.

CHAIRMAN CRESSE: All of you know the new Commis-
sioners? llas everybody met here?

MR. ADDISON: This is Earl Parsons here, Vice-Presi-.
dent of Electric Operations with our company, and this is
Arlan Scarbrough who is Vice-President of Finance, and Rogér
Vinson over here who is counsel for the company.

(Off the record briefly.)

MR. ADDISON: Well, we thank you very much for the
opportunity to meet with us this afternoon. Before we get
into the subject at hand, I want to meﬁtion just one little
thing that's going on over in our service area right now that's
certainly important to us, and I think is of concerm to you
all. 1In January of 1981, we had 93% higher heating degree
days than we did in January of 1930. As a result of that, we

sold 28% more kilowatt hours in January of 1981 than we did in
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4
January of 1980. And it's working a pretty good hardship on a
number of our customers. And a number of calls and complaints
and concerns we're getting is very high compared to the norm.
And I'm sure that if our ratio has gone up to that extent,
then your ratio has gone up also.

The thing that I wanted to say to you is that we are
concerned, and we're working on an individual basis with those
customers who are calling us to make certain that we do every-
thing we can to help them manage their situation. And I just
wanted to say that to you because we have the opportunity to
do it, and we're not cutting people off who are coming in and
talking with us. We're making the effort to try to do some-
thing about it. So I think we're doing everything we possibly
can to manage that situation. But I felt we ought to say that
to you.

I really will not go as far back as I might for the
two lady Commissioners to give all of the background and our
participation or possible participation in the Scherer generat-
ing units in Georgia. But I'll just try to give you a brief
look at that so you'll have some feel for why we're here today.
Since the Arab‘oil embargo, Gulf, like all other utility com-
panies in the country have experienced & steady decrease in our
load projections, and the result of that, it comes about as a
result of increased costs and the conservation ethic, I think,

that's going on in this country, and our own efforts in che
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conservation field.

Now because of that, the kind of planning and con-
struction of new generating units that we have experienced his-
torically began to change. We had planned to, in the late '70s
to have a2 generating unit come on the line at éaryville, a 500
megawatt unit. And we had actually gotten started on the en-
gineering, had actually done the environmental permitting on
that site.  But as we moved under that time frame, it became
pretty obvious to us that we were not going to need that
capacity during that time frame. So we began to delay that
unit. One of sister companies, Mississippi Power Company, was
in the same situation and had a unit that was further along as
far as construction is concerned than the Caryville Unit, and
we ultimately made 2 decision to buy into that unit or to buy
one of those two units, which we have done. And it's at a
great dollar savings tO our customers.

Then after the purchase of that unit, we still were
considering the comstruction of the first Caryville Unic.
However, Georgia Power Company at the same time had been ex~-
periencing the decrease in load projections. And as a result
of thac, chey had capacity under construction; either 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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6
indeed marketed quite a bit of that capacity, portions of the
unit to other entities within the State of Georgia. However,
they still had additional capacity available. ’

At the time we began looking at it in 1978, it
appeared to us that we would need capacity in the 1987-1989
time frame. We found that there was capacity available there
that we could buy at a treméndous savings as compared to us
going forward with the Caryville Unit. And we'll talk about
some of the numbers in just a minute. So we made the decision
to cancel the Caryville‘Unit and to buy into the Scherer Units
in Georgia, the last two units. At first, we were not sure if
we'd be buying a portion of all four of the units at that time
or if we would be buying into the last, the third and fourth
unit. As it turned out, our proposal now is to buy into the.
third and fourth units, 25% of each one of those units, and
they're 818 megawatt units. So altogether we'll be purchasing
a total of 404 megawatts of capacity. |

Now we came to the Commission in the fall of 1973
and asked for permission to put into effect an accounting
statement that would allow us to write off the cancellation
charges of Caryville over a period of five years. We are re-
taining the site; the environmmental permitting is still in
effect;>it will be 15 years. But those expenses that had to
do with engineering and expenses already committed by manu-

facturers had ro be dealt wicth. When we came CO the Commission

*
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our outside estimate was that we were lookinsg at a write-off
of aboﬁt $20 million. We said that that was an outside figure
and that we hoped to reduce it. But the end résult is that we
did in fact reduce it to about $12 million as a result of
finally refining some figures and doing some véry goad nego-
tiating with the equipment manufacturers.

And, so the Commission at that time in lacte 1978,
allowed us an accounting treatment to write-off above the line
those expenses over a five-year period, retaining the right,

of course, to reconsider the validicty of those expenses in a

rate case that might follow. In the rate case which we have

just concluded, the Commission again considered that matter
and questioned us as to whether or not we had entered into the
contract with Georgia for the‘purchase of those units, and we
had not for a number of reasons. Our load projections con;
tinued to show some decrease, and it became obvious to us that
unless something else hapﬁened, that we really would not need
that capacity in the '87-89 time frame for our retail cus-
tomers. lowever, there were some things also beginning to
come along that looked as though it might make it feasible to
proceed on that schedule, and that is that a number of utili-
ties whe are predominantly 0il-fired generators were looking
for the opportunity to buy displacement energy and/or capacity
that was coal-fired. So it appearad to us that if we could

wait until we got some of that in focus, we could make a
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becter business decision about proceeding with the Scherer
Units. The Commission in the order which we received following
the hearings allowed us the write-off of those expenses. How-
ever, because we had not entered into a contract yet with
Georgia for the purchase of the units, said that if that within
a year we had not signed the contract for the purchase of
those units or come forth with some other justification for
having canceled the Caryville Units, that we’would have to
refund that porcion of the rate increase to our customers.
Now as I mentioned to you earlier, our load projec-
tions have continued to decrease. As it stands now, if we were
not to purchase the Scherer Units, we would not need the Cary-
ville capacity until 1993. The cost comparison as we calculate
it today is that the Caryville capacity if constructed and goes
into service in 1993 would cost us $2,662 a kilowatt. The
Scherer Units in 1987 and 1989 average out to a cost of $835 a
kilowatt. There are three reasons for that. Prima?ily because
of the early commitment of the Georgia units and the time
frame in which they are constructed. They were larger units
than the units that we had originally planned at Caryville, but
now if we built. a unit a Caryville, it would be the same size
unit. The other major factor is that there are no scrubbers
on the units at Scherer. Scherer is grandfathered and will
burn low-sulfur coal and will not have to have scrubbers. But

che time frame of the commitment for cthe major equipment is
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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, However
we have the opportunity to sell at least a porfion of that
capacity to other utilities to displace oil-fired generation
until that capacity is needed by our customers. At that time,
they will greatly benefit as demonstrated by the cost compari-
sons.' |

Now our dilemma is this. If we wanted to be short-
sighted and bury our head in the sand, we could live a lot
peasier life for the next five or six years, and our stock-
holders would fair better if we did not participate in the
Scherer Units. However, we're not in a short-term business.
We are definitely in a long-term business, and our customers
ultimately will greatly benefit from our participation in
Scherer.

In addition to the benefits to them, there is the
benefit to this state of reducing oil consumption by selling
that capacity into the State of Florida, or at least a portion
of it. Now we are read& within a matter of a few days to sign
the contract with Georgia Power Company for the purchase of
that capacity. There is no doubt that if we move down the
road and it's been demonstrated by our decision on Caryville,

it's very easy after you pass a point in time to be second
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guessed about your business decision. HNow we simply cannot
take the business risk of having that kind of second guessing
as we move down the road with the Scherer Units. We cannot
embark on this program without assurance from this Commission
that they are supportive of our actions. 1In spite of the fact
that some of this capacity will not initially be used by our
retail customers, they are the ultimate beneficiary.

Consequently, the cost of this program must be re-
flected in our retail rates from the outset.

I'd like to ask Mr. Scarbrough, who is our financial
vice-president, to talk a litrtle bit about the numbers. er.
Scarbrough.

MR. SCARBROUGH: When we were working on these figurs
and trying to calculate the savings, it reminded me there are
a lot of ways, several different ways at getting at something,
and Mr. Cresse reminded us of that several times at the hear-
ings he referred to a few minutes ago. It reminded me of a
little story 1 heard, that this economist had a son who was a
jogger, and the son came home one afternoon and said, ''Dad,

I ran behind the bus to town today and saved 15¢." His father
said, '"Why didn't you run behind a taxi and save $57" 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

Scherer Plant versus the Caryville Plant. The annual savings
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11
and depreciation expense is $23,722,000. The calculation here
is that the Caryville Plant, the estimated construction cost
of Caryville is just a little over $1 billion. The estimated
cost of the Scherer capacity is about one-third of that,
$345 million. The actual kilowatt hours involved in Caryville
are 397 megawatts, and at Scherer, 404 megawatts. So basically,
the same amount of megawatts, and you're looking at about, the
Caryville Plant was estimated to cost about three times what
Scherer would in absolute dollars. Of course, in different
time frames.

So your actual annual savings in depreciation expense
alone is $23 million a year.

COMMISSIONER MARKS: When you're talking about
Scherer now, you're talking about the 25% interest in both of
those plants?

MR. SCARBROUGH: Right. We're talking about 404
megawatts or 404,000 kilowatts out of that Scherer capacity,
and we're talking about 397 megawatts out of Caryville. Ob-
viously, these units are 813 megawatt units. The Caryville
Unit in all likelihood would be an 818 megawatt unit. What
that's telling you is, we wouldn't own all of any of them
even if we built Caryville, we would not own all of that; we
would have to share that with somebody. We don't know wﬁo,
but we would have to share it with somebody.

Now the carrying costs between the two units, the
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12
carrying costs, and these carrying costs are calculated at 9%7%
which is our present overall actual cost of money at the end
of December 1980, the return on equity last allowed by this
Commission of 14.85, the 9%% cost of money. The carrying cost
on Caryville would be $99 million a year; on Séherer, it would
be $32 million a year, or a savings of $66 million a year.
Now the absolute savings on an annual basis is $90 million a
year, absolute dollars. If you were looking at, this plant
would probably in all likelihood have a 30-year lLife, so you'rsg
looking at an absolute dollar savings between the two units
over the life of about $2.7 billion in absolute dollars. But
really, that doesn't really tell you a whole lot because
they're in different time frames, and in order to get this
thing down to a common denominator so you've got an exact
match up, you have to present value this.

So what we've done is, we've taken and present
valued this annual savings at 1993, which is the date that we
now need capacity from something in 1993. We either need it
out of Caryville or we need it out of Scherer for our own
customers in 1993. So what we've done is present valued this
figure at 1993 out for 25 years.

Now the reason we did it for 25 years, and the plant
has a 30-year life, is because if we constructed Scherer, we
expect it to go on line in 187 and '89, which is an average of

five vears prior to the time that we would need that capacity
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for our own customers. And during that interim period, we
would attempt to sell this off system to other customers.

So that's the reason we use the 25 years which is
the remaining 25-year life of Scherer and the first 25 years
of Caryville in order to get an exact match. And then what we
did, wevpresent valued that figure back to 1/1/81, January the
1st, 1981. And thé present value savings, the present value
of yearly savings over the life is $263 million. Scherer
versus Cafyville. In other words, if a customer, if zll of
our customers had to date in 1981 to go deposit in the bank
enough money to. pay for ali the capacity that they would con-
sume over a 30-year period from both of these plants, they
would have to put 263 1981 dollars in the bank in order to
get Caryville versus Scherer. The presént value savings is
$263 million in 1981 dollars.

Now this chart was put together to show you the
revenue requirements if you include comstruction work in pro-
gress in the rate base during the comstruction period. Here
we're strictly talking about the construction period. Now
you can See, of course, all these dollars are in thousands of
dollars. We've got the period of years from 1981, the present
year which is the year we plan’ to buy into the Scherer Plant,
down through 1992, which is the year preceding the year in
which we would need the capacity for our own customers.

Now if we get under the Scherer Unit and buy into
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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
would be the revenue requirements if construction work ip
progress were included in the rate base. And this is the pre-
sent value of those revenue requirements at January lst, 1931.
Now if you, of course, the construction period for Scherer
would be '81, '82, '83, '84, '85, '86, and in '87, the unit,
Unit 3 would go into service, and then we would continue to
construct. And then the second unit, Unit 4, would go into
service in January of 1989. You can see the total revenue
requirements, $90 million, the present value of those revenue
requirements at 1/1/81 is $55 million for the Scherer Plant.

I might point out that these revenue requirements
do not take into consideration any increased cost of financing.
Obviously, the revenue requirements would be significantly ‘in-
creased to the extent that any new, that we had to finance
these dollars to the extent that the cést of money, which, ob-
viously, in all likelihood, would be considerably higher than
our embedded cost, to the extent that those financing costs
were higher than the present embedded costs, you would, of
course, have an increase in the overall cost of money and an
increase in revenue requirements from that alone. This simply
is reflecting the revenue requirements of construction work in
progress in the rate base.

Now the Caryville scenario is that if we. build that
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unit to come inco service in 1993, the same period here, '93,
this would be the construction work in progress balances at thd
end of those respéctive years beginning in '87. In other words
if we were to bring this unit in 1993, we would have to start
constructing no later than 1987. We'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 we've already
done a lot of engineering, a lot of work that you have to do
on a plant, and that's already been done. So, therefore, at
the very latest, we could start the actual continuation of
construction in '87 to @ave it available for 1993.

You might have a question as to why this is $390
million, and I told you before it was going to cost $1 billion
The difference between this $890 million and the $1 billion is
that thése 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
included in it. You can see that the revenue requirements
for the Caryville Plant would be $244 million just during the
construction period versus $90 million for the Scherer Unit
or $154 millidn worth of absolute savings. But if you put it
on a present value basis and take into consideration the fact
that you would be spending these dollars much earlier, of

course, than you're spending these dollars, if you present
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value this back to 1/1/81 so you've got an exact match and get
credit for the fact that these dollars are spent earlier, then
you've got a difference between the present value of 55 million
versus 89 million or a present value savings during the ton-
struction period, assuming that construction wqu in progress
is in rate base, of $24 million between the two plaﬁts.

Now there's two things that are significant here.
One is as Mr. Addison mentioned in his remarks, that if we
stuck our ﬁead in the sand and took the easy way out for our
company and for our stockholders, that there was 2 period of
time when we could stay.out of the money markets; in other
words, stay out of the briar patch for a little while. We've
been in the briar patch for a little while. Well, we've got
an opportunity to get out a little bit now, and if we buy into
this plant, we're going to jump right back into it. And what
he was referring to, is this per?od of time out here. The
major generating unit that we have under construction right
now is the Daniel Plant. Most of the money has already been
spent on it; it goes commercial June the lst of this year. If
we don't get into Scherer, we don't have to have major con-
struction again until 1987. That gives us a period from 1981
through 1986 that we've got essentially little or no external
financing which, obviously, would be quite an advantage to our
company as far as the pressure brought uﬁon it and on the

stockholders to put additional money into the company. I mighd
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say, at probably below book value.

Now the other thing that Mr. Addison referred to is
this period of time right here. We do not need.this capacity
until 1993. Scherer is only available, if you buy 1it, i%'s
either available for '87-89 or it's not available at all. You
either buy into it because it's going to be construéted by
Georgia Power Company for '87 and '89 in-service, Unit 3 in
187 and Unic & in '89, no altermative. So during this period
of time, we have commitments, pretty definite commitments for
a significant portion of the output of Scherer already. Ve
ére confident, we are confident, although we do not have
definite commitments, we are confident that we can market all
of that output during that period of time. So that there
would be no revenue r;quirementa at all on our customers during
the period from the initial commercial operation of that unit
until it was actually needed on our system. Because it would
be pulled out of rate base agd, of course, these sales would
be subject to FERC regulati;;s. They would not even be in the
rate base of our fetail customers. They would be pulled com-
pletely out, and there would be no revenue requirements, there
would be no rate base or anything relative to Scherer during
this period of time. That would be taken care of by whoever
we sold the power to and, of course, some of that, a signifi-

cant amount of that in all likelihood is going to be sold in

the Scate of Florida.
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Now one of the things that needs to be pointed out
is that you can see in 1981 you've got neary $10 million that
we would have to spend in 198l. Actually, these are direct
expenditures, nearly 10 million bucks. This was, I might just
mention in passing that this, initially until we jﬁst in the
last two weeks, this was initially supposed to be $40 million.
And the reason for it is the deal that they had struck for us
had us buying the common facilities. 1In other words, the firsg
two units of Scherer are already, well, Unit 1 will go into
service in 1982. So there are units, there's a significant
amount of facilities that are constructed with the first unit,
the stack and so forth that come into all the units. And the
idea was that initially we were-going to have to pay our fair
share; in other words, the four 818 megawatt units, buying 25%
of two, we were going to have to pay one-eighth of all those
common facilities up front. We since have negotiated a deal
where we do not have to pay for those common facilities up
front. We don't have to pay for them up until 90 days prior
to the time it goes into service and we need the common facili-
ties to actually operate the unit.

So in any event, these figures have been reduced
significantly because of that item that was negotiated in the
proposed contract. But you can see the aﬁount of dollars that
we're talking about. In 1984, $116 million; in 1985, $140

million. TIt's obvious that at the very maximum Gulf Power
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Company would be able to, let's say, generate entirely maybe

50% of those dollars. That means the other 507, we'd have to
go outside and get it, sell bonds, preferred stock, or we'd
have to get it in the form of common equity from Southern.
With the cost of money being what it is today, with the prime
rate being 20% with single A bonds, which our Eonds are rated
at, going anywhere from l4 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

pretty obvious that this is a good deal for everybody concerned.
It'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 biliion
for our customers. Even on a present value basis, we can save
$263 million for the same amount of capacity for our customers
So it's good for our customers. It's good for our company.
Tt reduces our financial requirements. It's good for the
State of Florida in that we're able to get some coal-fired
generation available to other companies in the State of
Florida. 1It's a good deal for everybody concerned,

The pfoblem.that we have is, even though we recog-

nize that it's such a good deal and it's a good buy, relative

RC-203




10

11

12

i3

14

15

16

17

18

19

20

21

22

23

24

25

to the alternative, is that we have to somehow be able to get
from here to there. 1In other words, we have to be able to get
the dollars and have the cash flow and have the ability to do
the financing necessary to take advantage of this. It doesn't
matter how good a deal this is, it doesn't matter how good a
deal it is or how much savings there are, we s;mehow have to
be able to take advantage of it. Aﬁd the only way we can take
advantage of it is, of course, to have the support of this
Commission. We must be allowed to include a significant por-

tion, or if not all, of construction work in progress in the

| rate base in order to provide coverages which will give us the

ability to finance. We today, right today; are dead in the
water as far as issuing bonds and preferred. We can't issue
either one because our coverages are not high enough.

So we need construction work in progress in the rate
base for that. We need it in order to get the cash flow. ‘We
need it in order to improve the quality of our earnings. But
the primary reason we need it is ﬁ10r¢ﬂﬂtotﬁwe the ability to
pay for it, the ability to finance. The cash flow generated
by it plus the ability to issue the securities with it that
would be necessary.

Now in addition to that, there is going to be in-
creased cost of money as we do this financing to finance this,
it's going to drive the overall cost of money, and we must be

able to recover these carrying costs during this construction
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period. We don't have to worry about this period right here
because that's going to take care of it, as far as the con-
struction work in progress, the carrying costs. But for- this
period, we must be able to recover the increased carrying cost.

Now in order -- and this sort of repeats what 1Mr.
Addison said, but I reckonm it's worth repeating because it's
our whole purpose for being here. As he said, we're right on
the verge of getting ready to sign this contract. These
people have, in effect, told us, you know, '"Make up your mind,
either do it or forget it, one or the other." And, so we're
right at that point where we're either going to make a decision
to do it or not to do it. But before we can embark on this
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 ﬁoncerns me, because of a lot of the
second guessing we received om 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 carrying 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
have the support of this Commission before we're going to be
able to do it. Because if we get into it and get down the
road, and then we start getting different treatment and saying,
"Well, wait a minute, you know, that capacity initially is
goipg to be used by somebody else and not your customers,"
then our company will be in very, very, very serious trouble,
and we just can't allow it to do that. Because, after all,
there is only one reason and one reason only that Gulf Power
-- now there's some fringe bemefits. Obviously, if we build
the Scherer Plant, it provides a coal-fired capacity during
this time frame right here for some other Florida companies
to displace oil by. That's a fringe benefit. The reason, hows
ever, the main‘reason, in fact, the only reason really as to
whether we will build Scherer is because of our customers,.it
was to the benefit of our customers., Because that capacity is
needed. We need some capacity in 1993 according to our esti-
mates for our owﬁ customers in Gulf Power territory, and the
best alternative and the cheapest way to get it is to buy into
Scherer. And that's the reason we're looking to make that
decision. And, therefore, if we're making that decision for
our customers in their best interest, naturally, of course,
they are going to have to pay the tab.

and I suppose that at this point in time we could

open it up for questions, and Mr. Addison will handle cthat.
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CHAIRMAN CRESSE: If he doesn't shift them. Mr.
Parsons, I can see you're getting ready to do a lot of work.

(Off the record briefly.) . -

COMMISSIONER MARKS: If we went to the Caryville
alternative, what happens tﬁ -- I notice that &ou don't start
any equipment until 1987. What happens to the equipment that's
been accumulated up until now?

MR. ADDISOW: There is none, and that's part of what
the $12 million went for that was treated in our rate case.
And that is wheﬂ we made the decision, it was so early that
thank heavens we made tﬁe decision as early as we did. And
the equipment, some of it was beginning to be manufactured,
and we had to pay for materials and engineering and so forth.
But there is no equipment.

MR. SCARBROUGH: Are you referring to the amount
that was allowed in_the last case? That was for plant Daniel,
and we're fixing to take care of that. —That was 100 million'
bucks, and we're fixing to bring $200 million worth of plant
in-service come June.

COMMISSIONER MARKS: That wasn't quite what I was
getting at. I chink Mf. Addison answered what I was getting
ac. It's included in the $12 million figure.

MR. ADDISON: And there is no equipment. And that
$12 million does not inelude the cost of the site or the en-

vironmental work or anything like that because we think that
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from the total output of that plant. We'll be selling a pro-

24
is something that we are going to be using.

COMMISSIONER MARKS: One other question I have omn
the Scherer alternmative. In 1989, you estimate that that would
be replacing or displacing some oil-fired generation. You
don't know how much, or do you, or do you have any aestimate
or whatever, any kind of figure omn that?

MR. ADDISON: Earl, do you want to try tO answer
that? I‘m'not sure we can get any specific figures om that.

MR. PARSONS: We have the capacity at Scherer that
is available for sales fo our system, and we are working now
with Florida Power & Light in the '89 time frame to sell them.
at that period of time, 1,000 megawatts.

MR. ADDISON: That's not from our company now, that's

portionate share of it.

MR. PARSON: That's right. And then we also are
working with Jacksonville Electric Authority for a portion of
our capacity also.

COMMISSIONER MARKS: Is it safe to say that if you
sell of that capacity dpring that four-year period, that all
of it will be displacing oil?

MR. ADDISOW: I think that's a safe statement. -

COMMISSIONER MARKS: 1 assume it would be. I just
want to ask you that.

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.

COMMISSIONER GUNTER: I think one of the things that
John is getting at is when we have the power plant sitiné hear -
ing as far as the Big Bend Plant, the TECO plant, they ad-
dressed the same issue that you're addressing here.‘ They will
have over capacity during that time period, but they had al-
ready . cut a deal for X number of years if that plant went
into servi;e, that Florida Power & Light would receive that
portion on a declining scale up until they required all that
generation for their own system. And I think John was relieved,
that's my interpretation of his question. During the '89 to
'92, two things -- a demomstration, you know, that it would
be sold off system, which, of course, if would be. And
secondarily, that you're replacing that oil-fired generation
or supplementing.

MR. PARSONS: The two contracts that we are very
close to signing would be for a total in "89 of 258 megawatts
of Scherer, 260 in '90, 282 in '91, and 298 in '92. Howaver,
we have offers out to other utilities that would take all of
the capacity, our portion of capacity out of Scherer.

COMMISSIONER GUNTER: That was the question I had.

MR. SCARBROUGH: This is showing four years here.
Remember that that first unit goes im in 1987. So we actually

are anticipating selling energy starting in '87 and '88 out of
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Unict 3, vfnd then beginning in '89, out of 4. So you really

have salés back up here in these two years also out of Unit 3.

' CHAIRMAN CRESSE: I understand. I guess that that
contingency in that last order has gotten you all's attention,
and this is the result of all that, and I appreciate ic, Mr.
President. Because the Commission is concerned,_and I think
properly concerned, as to whether or not the conditions and
so forth, we're really concerned whether or not Georgia Power
was going to go ahead and continue to build that situation
up there. And it got all tied up in our conservation deal and
with the idea of shipping coal by wire and the construction
now being much cheaper than later construction, and that's
what some of those figures, in fact, I believe, demonstrate.

A question, though, that comes up in my mind in this
is, is that the question of CWIP or AFUDC. ﬂow based on the
projections the Commission has had presented to it in the TECO
case, those people who buy electricity from Gulf Power, be-
cause of this capacity, ought to be paying the entire cost,
the entire capitalized cost during that period of time. And
then whenever the plant comes on line to the Gulf customers,
then they would benefit from the lower construction cost.

So it seems 60 me in the equation you've got an
issue of CWIP or AFUDC, and I take it that you all are suggest
ing CWIP, and I can't figure out how, if you get CWIP during

that period of time, that you start charging those customers,
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I meani- those wholesale customers, you're going to be getting
AFUDC from them in the entirety, how that's going to equate
back and so forth. And I'm just wondering why you can't” AFUDC
that sucker, charge the people that entire cost, and it comes
back to depreciating --

MR. ADDISON: We're going to charge them the full
cost.

CHAIRMAN CRESSE: 1It's a great deal except for that
little niche.

MR. SCARBROUGH: What we would propose to do, we are
showing here and, granted, this chart -- and I did this simply
for the purposes of simplicity -- showed all the construction
work in progress in rate base. But what we would propose to
do +0 only include that amount of construction work inm pro-
gress that related to the period of time which our custome%s
would use it. Obviously, for the period of time which sbme-
body else is going to use it, they're going to pay those car-
rying costs,

CHAIRMAN CRESSE: Yes. But the rates you're goiﬁg
toe sell that electricity at has got to be the total capital-
ized cost of that.

MR. SCARBROUGH: It will -- we've got a situation:
that we just got into, Mr. Cresse, and it's a very good point.
When the deal that we are negotiating right now -- what I'm

saying 1s, these contracts for these sales have not been
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the rate. We pointed out to them, and at first they were a

signed yet, obviously. The Georgia contract hasn't been
signed, and the contracts for these definite commitments have
not been signed on the dotted line. They're bbth pretty. close.
But a problem came up exactly as to what you are addressing
now. And what had happened is, because we had‘some'construction
work in progress in the rate base, we had the potential for
down the road gaving in the Scherer Plant, having a plant that
was on your books that didn't reflect all of the carrying costs
during the construction period. Because to the extent that
we had construction work in progress in the rate base, we would
not be calculating carrying charges. So, therefore, your con-
struction work on the books would not have all the carrying
costs in it.

And the contract that we were negotiating said that

you used book investment COSCtSs, and they already calculated

little chagrined, and finally they agreed with us, and that is
the deal we're striking, is that we would impute the carrying
cost. 1In other words, so that they would have, in fact, paid
the full payment. In other words, even though it wasn't re-
corded on our books th;t you would impute those carrying coOsts
and were calculating the rates during that period of time, it
would be as if all those carrying costs were calculated. And
that's the deal that we are striking.

CHAIRMAN CRESSE: 1It's simple to do that, you just
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AFUDC it, then the books would be right --

MR. ADDISON: The problem with doing that total
thing, I think, comes back to the same problem we had im our
recent case in looking at the Daniel Unit, and that is we may
end up with all our earnings being in AFUDC aﬁa not having the
quality of earnings that --

MR. SCARBROUGH: Well, you know, the quality is im-
portant, but what's even more critical than that, it's the
ability, the ability to finance it without some significant
portion of construction work in progress in rate base in order
to get the coverages. We don't have the coverages right now.
You arevlimited, a very small portion of AFUDC can be included
for coverage purposes.

CHAIRMAN CRESSE: Have you done the tests on pro-
jecting AFUDCing it as opposed to CWIPing 1it? ‘

MR. SCARBROUGH: We've done all kinds of runs, and
it all centers around on how close we come to earning our
allowed return. And our history hasn't been very, very good
or anywhere close to earning the return allowed by this Com-
mission. The runs that we show, show --

CHAIRMAN CRESSE: That's in the days when you had to
eat all your conservation costs, you had the fuel adjustment
clause that didn't even give you the opportunity to recover
your fuel cost and all those wonderful things and, you know,

you had a very narrow band on your rate of return.
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MR. SCARBROUGH: It simply, if you run the studies
like you're discussing, and we have, it depends on what assump-
tion you'll make about what kind of return. If you assume thag
you're going to earn your allowed return, sustain it consist-
ently on a sustained basis, you know, you don't have to have
as much comstruction work in progress in rate base in order to
have the ability to finance. But if you have the returns like
we've experienced in the last five to 15 years relative to
what you're allowed, being allowed a return on equity of 14
and that type of thing and earning 8, you've got to have it
all in order to have the coverage. So it depends on what
you're earning.

CHAIRMAN CRESSE: I understand that. And, obviously,
I think the.question -- well, we don't guarantee it, and you'v?
got regulatory lag and those things, and maybe a confidence
level can overcome some of those regulatory lag factors. But
I haven't got clear in my mind yet how all thosé dollars are
going‘:o be reflected if you put CWIP in the rate base on one
side for your retail customers, and then you take that amount
of CWIP and treat it as though if it would be AFUDCed when you
start selling it to yoﬁr wholesale customers, I don't see any
minuses there on the CWIP revenue requirements after 1987 and
1989.

It strikes me that you're going to have a minus in

there somewhere to get the pot right.

RC-214




10
11

12
13
14
15
16
17

18

20
21
22
23
24

28

31

MR. SCARBROUGH: You're exactly right. If we do it
like this, including all the construction work in progess,
you've got to show the minuses here. 1'll agree. ’

CHAIRMAN CRESSE: I don't see them.

MR. SCARBROUGH: They're not there.

(Laughter.)

CHAIRMAN CRESSE: I can see they're not there.

MR. SCARBROUGH: I was trying to make this simple.
But what we would actually envision would be that you wouldn't
have all the construction work in progress in rate base. This
reflects all of it. But what we would envision is only in-
cluding that proportion that was in proportion to the period
of time in which our customers would use those facilties. So
they all wouldn't be in there. If you don't put it all in
there, you don' t need the minuses. But the way we've got it
reflected, you're right. If we put it all in there, we'd have
to have the minuses.

MR. ADDISON: But if the wholesale customers are
going to use it for five years, and the retail customers for
25 years, then the CWIP ought to reflect the 25 years, it
seems like. Isn't that what you said? h

MR. SCARBROUGH: That's exactly right. And then to
the exctent that we did not capitalize AFUDC and that our books

reflect those carrying costs when we actually priced it out

during this first five-year period of time, we would impute
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those carrying chéfges and make sure that we got that back from
the wholesale customers.

COMMISSIONER GUNTER: Arlan, how much of a difference
does it make with CWIP -- you brought up a point that I had
not thought about concerning the coverage factors of AFUDC
versus CWIP.

MR. SCARBROUGH: With a construction program like
this, depehding upon the level of the earnings, it can be the
difference between being able to issue bonds and not being
able to issue bonds. Pecause you can only include a small
portion of AFUDC --

COMMISSIONER GUNTER: How small?

CHAIRMAN CRESSE: That varies company by company,
depending on their bond and debenture, doesn't it?

MR. SCARBROUGH: And in our particular case, it can'y
exceed 10% -- I'm trying to think of the exact formula -- I
don't remember the exact formula, but I do know this, that the
maximum that we could use is somewhere around 5 million bucks.

COMMISSIONER GUNTER: Okay. That's the thing 1've
got to get quantified.

MR. SCARBROUGH: So once it goes over that, we can't
use it.

CHAIRMAN CRESSE: Well, then, I think you've got a
siruation here where, in fact, until you can get an indication,

1 don't think the Commission can possibly give you an indicatid

n
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in an informal enviromment. But I think prudency on your part
and on our part, too, would require maybe that we actually go
into this. And I think you've done a good deal in getting
those folks to say, "Yes, we will complete that deal up there.
And, yes, we'll sell it to you if you want it.; It looks 1like
an outstanding kind of a deal, and all we're talking about herd
is the method of financing and the timing of that method of
financing.’

It seems to me that's the overall issue. And I just
think probably we need Fo rapidly set a formal hearing and let
the folks in there, because it's a major, major decision on a
company as small as Gulf when you're talking about an‘invest-
ment of approximately $350 million, as I calculate it, over a
period of seven or eight years. And whether or not you have

the ability to finance it and how it will be financed, and

to other utilities at the end of that period until it's needed
is what really puts the wrinkle in terms of the other wrinkles

that are involved, CWIP. And I think probably the proper thin

Uy

to do is to tell you that we appreciate this report, and I
think that we ought to acéelerate any kind of a formal, so you
can get a formal expression from the Commission on this issue
and allow those that are interested in this subject to express
themselves also.

And if cthere's anything else we can do -- because I
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know it's very critical to you, and time is of the essence,
and we'll take the time to do it. I think you've done what the
Commission wanted you to do. I believe in pursuing that’ item
that we brought to your attention rather forcibly, if that
would be the right word, saying, you know, "We'll cell you
what you can do about that.'" And you brought us an "oppor-
tunity' to review what you've done about it. And I think -
probably because of the significance of it, it might be appro-
priate to put it in a formal environment.

And Public Counsel is present with me operating in-
formally and so forth. But that's kind of my gut reaction
without having much legal advice. Maybe I should ask Mr.
Pruictt. .

COMMiSSIONER MARKS: That's what I was going to find
out. What kind of a formal environment are we.going to put
this decision making procéss into? We've heard one, obviously,
you know, one side of the situation. There may be other views

as to, you know, the method that they should proceed under or

that we should proceed as a Commission. I don't even know if

we've got a docket open or if this is a continuing docket.
CHAIRMAN CRESSE: I know the docket is still open
because the issue is under bond, and the docket has still got
to be open. I know that.
COMMISSIONER MARKS: So are we going to ask them to

put this before us?
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MR. PRUITT: We can proceed in that docket.

CHAIRMAN CRESSE: We can get a report back in that
docket in a formal decision. .

MR. McGLOTHLIN: Mr. Cresse, that docket is open for
the purpose of conditioning the cancellation cﬁarges and the
treatment of those. I think probably we can expect to see
Gulf Power in this kind of ratemaking proceeding asking some
appropriate treatment of any additional investment of the
Scherer opportunity. Mr. Addison, maybe we should just ask,

I took it és sort of an_informal progress report, and L
gleaned from your comments and those of Arlan that you either
would like to have or expect to have some expression from the
Commission in some form frofmm the Commission.

But, undoubtedly, .you under;tand the informal con-
rext we're in here and the limitations of the regulator in
getting any kind of blank check authority or prior authority.
And, most of all, you understand tfat those business decisions
are yours to make and not the Commission's. So maybe you
could just elaborate on what you would like to see come out of
rhis informal presentation. |

MR. ADDISON: All right. I think that the informal

MR. TALBOTT: 1If 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

RC-219




10

1

12

13

14

15

16

17

18

19

20

21

22

23

24

25

36
point that's important om this. And it's not, in my opinion,
whether the Commission would or would not put CWIP in the rate
base, whether they would or would not go the other route,of
charging AFUDC, it's not whether they would or would not'allow
all of the capital costs, anymore soO thaﬁ it would be if that
unit were being built for Gulf Power's customers for Gulf
Power's use from the very point in time that it was put into
service.

All of those issues are issues that the Commission
would be required to address irrespective of that unique'
aspect. I think what's-important about this presentation is
that unique aspect, and that is, would the Commission -- and
1 think that's the important question, whether it's answered
informally or formally} you know, is something I would refer
to the attorneys -- but it's that unique aspect that would
have to be addressed somewhere along the line. Would the
Commission, just because of the fact that that unit has a
unique aspect, i.e., there will be an interim period of time
there that it will not be used or needed by Gulf Power's cus-
tomers, would that unique aspect and that aspect alone result
in the Commission treating that unit different than it other-
wise would have? And that doesn't require a decision, whether
you would or wouldn't include CWIP or whether you would or

wouldn't include financing.

MR. SCARBROUGH: That's a good point, and maybe, if
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I could eiaborate on that a little bit, Bill, is that forget
Scherer.

CHAIRMAN CRESSE: I understand what he's saying. It
seems to me that the major issue that you're really saying is,
because you acquire it earlier, would you penaiize us as though
you went ahead and treated it in a normal situation as though
you had waited to build Caryville.

MR . SCARBROUGH: If we don't have Scherer and we
build Caryville, we're going to come in here, you know, we're
not going to worry about somebody else using it first and that
type of thing. And all we're saying is, we do not, you know,
as Bill pointed out, the Commission has policies on constructic
work in progress in rate base and allowed rates of return and
all that kind of stuff. And you're going to treat that, if we
build Caryﬁille, you're going to treat that in some way or.the
other.

And what we're simply saying is chat we want to have
some type of assurance that this won't be treated different
during this construction period than this would be simply be-
cause our customers are not going to be the initial users.
That's really the only point. We're not really debating at
this point in time whether we include construction work in
progress or not. All we're saying is, if you would include
construction work in progress over here, include it over here.

Whatever allowed return you allow over here, allow it over
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here. Don't treat us different simply because we've got an

unusual situation in that our customers would not be the ini-

tial users. ’
That's really the only thing that we're asking for

assurance of, not whether you're going to include comstruction

work in progress in rate base or nbt. That's a policy the
Commission will address at that particular time.

’MR. VINSON: And why this is of particular con-
cern to Gulf is that every other utility now has to come be-
fore the Commission under the Plant Siting Act and get approval
in advance of the need for the plant for capacity to be built.
And we're not in that situation, and you've already seen you'r
fair game, that once you go through these things and people
get to questioning whether there was a need. And we would like
to have all the assurance we can geing in and recognizing that
according to our load forecast, we really don't need it until
1993. There's obviously a gap there, and there's obviously a
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
that's not the way we should have gone in retrospect.

COMMISSIONER GUNTER: That's analagous of the TECO
petition in building their plant. They didn't need it, and
they were selling the capacity on the front end. They had a
contract to provide that first year, 75%, I believe it was, on

a declining scale for scme several years, a time periocd very
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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. ’

MR. SCARBROUGH: Absolutely. I think this is in
lieu of what you gave TECO on their last petition because your
plant is not being built in Florida, and we don't have to do
that. But we still would like something from the Commission
saying, "Héy, we're with you on doing this."

MR. SHREVE: 1I'll be frank with you, this is in a
litrtle different light than I am understanding now than the
first part of the presentation. 1T think it started with Bill's
comments. And I certainly see your thoughts on the capacilty
that's needed now and what arguments would come out as far as
approval in the future. But if you are trying to just say
that you do nmot want to be penalized because the retail cus-
tomers will not use it until sometime in the future, that's
one thing. I think I was getting the reading that you wanted
some assurances that you were going to be allowed a certain
amount of CWIP in there which, to me --

MR. ADDISON: I don't think we can ask for that.

MR. SHREVE: Okay. If we can be very frank about
that, because, I'll be frank with you, T couldn't express it

as well as Chairman Cresse did, but I really don't understand

i*

the total way it would work out as far as the retail ratepayer

paying the CWIP, and how it would jive with coming in with
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AFUDC later. So if it's perfectly clear that you wanted to be
treated the same and you're not going to try and use this, the
fact that you're putting the plant in, as any leverage to get
or assure yourself of having CWIP, that's a different ball
game.

CHAIRMAN CRESSE: It seems to me that what we're
faced with and what the company is faced with is that, one,
it's an opbortunity to acquire a plant which is known by all
reasonable standards to cost a lot less than if we wait to
build one in real times. We have an interim kind of financing
problem, and that the mechanism with which to accomplish that,
one, if you've got a deal to acquire something cheaper earlier
and the long-range total cosﬁ is going to be less by acquiring
it earlier, the regulatory process ought to.provide a mechanism
for handling that in some way without committing to anything.
If it's a good deal in terms of total dollars, there ought to
be a way in which the ratepayers can benefit from that other
than waiting.

Obviously, if you went the altermative route of
waiting to build Caryville with the additional cost that would
come as a result of inflation, with the additional cost that
would come because of a different type of construction requirer
ment to meet environmental problems and so forth, the long-
range cost is going to be a whole lot greater.

And, basically, if that created financial problems,
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then, the question of CWIP and the appropriateness of it would
be an issue. And you're just saying that basically because
the plant is going to be completed and operational earlier
than it would be if you waited and spent a larger amount of
money, please don't hold that against us. That's what it
amounts to, bottom line.

MR. ADDISON: I think that we use the CWIP in the
presentation in order to kind of put the dollars in perspective
if you will, to make a comparison between the two deals, the
two oppositions. But we have, our major concerm, I think we'v§
kind of got it in focus now, is that we just simply have to
have some assurance that we're mot going to be treated dif-
ferently.

We can't ask you to make those kinds of decisions
unless we go through the formal process. And right now thé
time element with us is such that it might destroy our ability
to go forward with the deal.

MR. 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 --

MR. ADDISON: I think this, that if we get so that
we get that satisfied feeling and can go ahead, then I think

we could make a formal petition to the Commission to remove
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the cloud over those.

MR. SHREVE: That's accomplished by --

(People talking simultaneously.) .

MR. ADDISON: So we've got to bring something in with
ink on it or the Commission is not going to be.very responsive.

CHAIRMAN CRESSE: The problem is how do you get from
here  to there. We're saying, '"Show us the contract," and
you're saying, ''We'd like to come back and get that cloud
removed, but the Commission is not going to accept anything
less than the contract. HNow we've got a deal here that looks
pretty good to us," you all, without specifically formally
saying, "How does this look to you all?” We're saying if it
can be worked out in ways that it won't have additional burden
on the custdﬁers, we ought to work to achieve that particular
goal. Without‘committing to anything one way or the other‘in
rerms of when you bring us that contract and say that you want
that cloud removed, and then we'll addresé that issue when you
bring it to us.

But I think the Commission does appreciate the effort
of the company to get that thing resolved. I know the people
that get to use that, if you do conclude that contract, the
people that get Lo use that cheaper electricity during that
period of time in comparison to what all the projections say
oil~-fired electricity will, are going toO appreciate it. I

suspect that you'll get the key to the city, to the City of
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Jacksonville based on what I've been hearing over there. Some-
time when you startVSending it to them, they'll probably send
you the key. .

COMMISSIONER GUNTER: I don't know about the key,
but they'll probably give them part of the cit&.

MR. SCARBROUGH: 1In addition to the paradoxical
thing on the situation we have on getting the ;loud lifted,
getting the contract signed, but we need the contract signed
soon, but we've also got the other situation is, is that we'wve
got some people that's wanting to buy this capacity, and we
don't have any capacity to sell them until we sign this con-
tract and, yet, we dom't want to sign the contract until we
get the capacity. So we're really caught. We've got to do
something. .

| CHAIRMAN CRESSE: It strikes me you've got a reai
good deal. 1If you get a contract to build it, you're going to
own it. And then if we mess you up between now and whatever
time we mess you up in, you'll probably go out and sell that
sucker at a profit. We're going to try to keep you from
selling it. |

MR. SCARBROUGﬁ: Once it gets constructed, it's
during the comstruction period that really worries us.

CHAIRMAN CRESSE: You can probably sell your con-
struction agreement.

MR. TRAPP: Could I just ask Mr. Addison one ques-
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chat it's Culf intent in this to offer, say, a first right of
refusal to other Florida utilities for the purchase of the
Scherer capacitcy. or are you going out in the open market for
the Georgia built --

MR. ADDISON: The truth of the matter is that we are
in the open market. I don't know of a Florida utility -- and,
Earl, you wan correct me on this -- why don't you tell them
exactly what we've done?

MR. PARSONS: All right. We have been dealing with
Florida Power & Light and Jacksonville. Both of those utili-
ries, 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.

5o if we find another utilicy, as I said, there's an offer now
to pay for it now, we're working with those people. Then the
first two utilities will have a right of first refusal to get
any deal that we offer someplace else, the same deal =--

MR. ADDISON: But I think that the other question
he's asking is, haven't we also made it known to really all
utiliries in Florida as well as other places that we have
capacity available?

\R. PARSONS: Yes, and we have. Five or six dif-

1)

erent utilities.
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MR. TRAPP: Have you had any interest outside the
State of Florida?

MR. PARSONS: Right now there's two utilities ;hét
showed some interest outside the State of Florida.

MR. SHREVE: I know you've always been free to give
us other information, but I would like to pursue probably with
some of you on exactly how you would look to handling some of
this.

MR. ADDISON: We'd be very pleased to do that.

MR. SHREVE: I think we can certainly work in the
direction, as long as we have the assurance not to try to use
this as leverage to get additional CWIP.

CHAIRMAN CRESSE: I understood him to say they domn't
want any discrimination against the company:

MR. ADDISON: You can rest assured that when we éome
we're going to be asking for it. You can just put that on and
know that that's what we're going to do. But also you can
know that we understand that this particular arrangement does
not give us any leg up on getting it or from any other way.
And really, Mr. Chairman, the truth of the matter is, as I
see it, we kind of felt like we were between the devil and
the deep blue sea because, in a way, this Commission has ad-
dressed this issue twice with us already. Number one was in
the original accounting treatment and number two was in the

rate order itself in which, like you said, kind of forcibly
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got our attention. And it seems to me that's a pretty positive
direction for us to go do it.

And, yet, because of the financial impact on opr
company, we really felt the necessity to come back and have
some discussion and to see if we were in agreeﬁent that this is
a sound business decision and for the benefit of our customers
so that we can move forward with it. And that's kind of where
we are.

CHAIRMAN CRESSE: I think there is, what got this
thing to us, Commissioner, was that during the course of the
last rate hearing, we got some word through one of the publi-
cations and so forth that the terms and conditions and the
explanations which were given in 1978 for writing it off may
not be able to be accomplished because of some reluctance on
the part of going ahead to construct the Scherer Plant whiéh
they would have an interest in. Essencially, in '78 they said,
"We've got a better idea. We'll cancel Caryville and buy
Scherer. And in '80 we had a deal that says, 'that was a
great idea to cancel Caryville, but we're mnot so sure they're
even going to build Scherer.'"

And Commissioner Gunter is an avid reader, and he
read that there was a little something going on up there and
that they may not build Scherer and we said, "Wait a minute.

If it was a good deal, if the concept, terms, and conditions

of which we allowed to write it off in '78 aren't going to
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come to some successful conclusion, maybe we ought not let you
write it off." So we said, "We'll put that under bond and
give you 12 months to come in and tell us what you're going to
do or to otherwise justify the decision to cancel Caryville
was a wise decision."

0f course, since that time the cost of fuel has gone
up tremendously and all those kinds of things have happened.
And, so, we were using some hindsight. But I think we did get
their attention, and I don't think that the Commission is, I
hope has never accused -- I hope we're never guilty of dis-
criminating against a company that uses a little long-range
planning and long-range thought processes in providing the
most economical service to their customérs.

On the other hand, I'd rather think that we would be
unhappier with a company that was not willing to do something
innovative and different than the customary "wait-until-the-
last-minute” to build, construct, do those things that we're
only obligated to do without taking a longer view.

I think you're taking a longer view, and I don't
believe that the Commission will discriminate against your
company because you're taking a longer view.

COMMISSIONER GUNTER: If you want to look at the
other side of that order where we ordered that money held un-
til you did it, that maybe is a backwards way of looking at

encouragement.
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MR. ADDiSON: We looked at it as encouragement.

CHAIRMAN CRESSE: I think it was. I don't think any-
body needs to kid themselves; that the Commission at that time
felt that it was to the ratepayers 1in Florida's advantage
for you to get that cheaper generating capacit} out of Georgia
than it was to build in Florida under the terms and conditions
that you have to build in Florida. It's just that simple.

You know, coal by wire is cheaper than oil cenerated locally
based on all the data we have before us. And it's still
cheaper by substantial amounts than 0il generated locally.

I think maybe those companies who are going to buy
it in the interim period of time except those we regulate,
maybe ought to pay you a premium for it except for those we
regulate.

MR. ADDISON: Thank you very much.

(Whereupon the presentation was
concluded at 4:15 p.m.)
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supervision, and the foregoing pages numbered 1 through 49,
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A

Gulf Power

OO

v+ February 18, 1981

Fa Plant Scherer Capacity

#.- E. L. Addis ?/”> R

Mr. E. . Parsons, Jr.

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 Commission 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 NO. 10557
DOCKET NO. 810136-EU
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ORDER AUTHORIZING CERTAIN INCREASES

BY THE COMMISSION:

SUMMARY OF DECISION

Gulf power Company's original petition requested addictional
revenues in the amount of $38,663,000. The Company requested,
inter alia, a return on common equity capital of 18%; the
inciusion of $30,000,000 of construction-work-in-progress (CWIP)
in rate base; and an attrition allowance of $14,964,000 designed
to offset future increases in expenses which Gulf projected on a
per customer basis.

In this Order, we have determined that Gulf should be
authorized an increase of $5,543,620 annually. In reaching this
decision, we have concluded that the test of adequate financial
integrity warrants the inclusion of only $16,364,958 of CWIP in
rate base, and that Gulf should earn 15.85% on common equity
capital, which includes an award of .10% to recognize the
Company's conservation activities. We have rejected Gulf's
originally proposed method of computing an atcrition allowance
and have used in its place an adjustment designed to reflect the
annual effect upon investment, revenues, and expenses of Plant
paniel, which was placed in service during the test period.
Because we find that Gulf's past load forecasting techniques were
inadequate to enable the Company to cope with excess capacity by
the timely development of off~system sales of capacity, we have
adjusted test year revenues by $3,099,000 to prevent Gulf's
ratepayers from contributing to the 1981 revenue requirements
associated with Plant Daniel.

BACKGROUND

This proceeding involves the request by Gulf Power Company
(referred to herein as Gulf or the Company) for authority to
increase its rates and charges by approximately $38,663,000
annually. Gulf filed its petition and proposed rate schedules on
May 29, 1981, and complied with the minimum filing requirements
on June 26, 1981. Thereafter, we suspended the proposed rate
schedules pursuant to our authority under Section 366.06(3),
Florida Statutes (Order No. 10164, July 27, 1981).

Extensive public hearings on Gulf's request have been held in
this docket. These hearings extended over nine days and resulced
in a record comprising 4425 pages of transcript and 123
exhibitrs. 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 gross
revenues of $5,543,620 on a permanent basis. This w1ll provide
to the Company an opportunity to earn an overall fair rate of
return {(established herein) of 9.70%. The basis for our decision
is set forth below.
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THE PARTIES

The Company

Gulf Power Company is a wholly owned subsidiary of the
Southern Company and 1s subject to our jurisdiction under Chapter
366, Florida Statutes. Since 1925, 1t has provided electric
service through generation, transmission, distribuction and sale
of electric energy to its customers in ten counties in Norcthwest
Florida.

The Company was last authorized to adjust its rates in 1980
(Order No. 9628, Docket No. 800001-EU, 11/10/80). Ac that time,
we determined that the Company's fair rate of recturn fell within
the range of 8.58% to 9.16%. Gulf now asserts that to maintain
its financial integrity and to provide reliable electric service,
it must have additional annual gross revenues totaling
$38,663,000. This increase, according to the Company, is
required to provide the opportunity to earn a rate of return of
10.49%, which it alleges is fair and reasonable under prevailing
conditions. This amount i1ncludes an actrition allowance of
$14,964,000, which the Company contends is needed to ensure its
opportunity to earn that rate of return.

Public Counsel

The Office of the Public Counsel (Public Counsel) presented
testimony of four witnesses during this proceeding. Public
Counsel proposed that the Commission establish an average rate
base of $575,194,000 and an overall rate of recurn of 9.36%, with
a return on eguity capital of 14.75%. Among other things, Public
Counsel opposed the use of a projected test period. He also
objected to inclusion of construction work in progress in race
base, inclusion in rate base of Plant Daniel, the Caryville
construction site, or the unamortized balance of the Caryville
cancellation charges. 1In addition, Public Counsel proposed that
working capital should be established by the balance sheet
approach, that industry association dues, charitable
contribuctions, 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,
respectively. 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 will be
referred to collectively as the industrial customers.

These intervenors raised several issues in the area of cost
of service and rate structure, and presented the testimony of two
witnesses in this area.

St. Regis Paper Company

St. Regis Paper Company (St. Regis) intervened in this
proceeding and presented the testimony of one wictness in the area
of cost of service and rate structure.
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The Federal Executive Agencies

The Unitéd States Air Force and other Federal Executive
Agencies (FEA) receiving service from the Company intervened in
this proceeding. The FEA proposed a cost of equity capital in the
range of 14.4 to 15.3%. The FEA opposed the inclusion of CWIP,
the Caryville Plant Site, and the unamortized balance of the
Caryville cancellation charges in rate base. The FEA proposed
that working capital be established using the balance sheet
approach, that deferred taxes be deducted from rate base and that
temporary cash 1nvestments 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 nacture 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) .

Public 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 indicated in Shevin V. Yarborough, 274 So.2d
505 (Fla. 1974), the statutory language relied upon by Public
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 Lave the discretion to
utilize projected data.

Legality of Including Unamortized Balance of Caryville
Cancellation Charges 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 prasently before
the Supreme Court. There and here, he relies upon the same type
of "used and useful® criterion described above. His position
ignores the fact that the commission's treatment was based upon
the belief that the cancellation would realize net economic
benefits to ratepayers. As with the issue of projected data, we
believe 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.

1l Zfter our decision and prior to the release of this Order,

the Supreme Court of Florida affirmed our treatment of the
unamortized cancellation charges in Citizens V. Cresse, Case No.
60437, opinion dated January 28, 1982.
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THE TEST YEAR

The function of a test year in a rate case iS to provide a
set period of utrility operactions that may be analyzed so as to
allow the Commission to set reasonable races 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
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.

As in other recent major electric utility cases, this case is
predicated upon a projected test year. The Company proposed to
use calendar year 1981 as a test period, and received preliminary
approval of the test year at the outset of the proceeding.

Having considered the record herein, we affirm che appropri-
ateness of the 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
thar investment upon which the Company 1is entitled to earn a
reasonable rerurn. Once that is done, the 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 ratce 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 projecrted data. In add:ition, 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 find that the assumptions
and projections relating to race base investment are reasonable
and adequate for review 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 variances between projected and experienced
operations were placed in evidence. The budgeting process used
to develop the test year rate base is the same process that was
used to develop the projected net operating income, which will be
discussed later.

The Company's Director of Corporate Planning, Mr. Gilbert,
sponsored testimony and exhibits describing the methodology used
by the Company in forecasting 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 estimates of expenditures based upon current construc-
tion schedules and cost estimates. Construction projects are
reviewed by the Company's budget committee for necessity, coOst
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and the Company's ability to finance them. Approved projects are
subject to further review and approval by the Board of

Directors. 1In 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 period. (Ex. 4, Schedule 9).
Balance sheet data is forecasted by the financial model from data
obtained from other segments"6f the model and from known changes
expected for the year. "Mr. Gilbert also sponsored Exhibit No.
83, which showed the change in the Company'‘'s balance sheet data
between its previous 1979 test year and the 1981 test year data.
Explanations were provided for all variances. Schedule 35 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 #2 during the 1981 test year.

Mr. Bell, a partner in Arcthur Anderson and Company., testified
as to the results of his review of Gulf's financial forecasting
system and of the forecasted data on which the Company's filing
was based. Mr. Bell's review was in conformity with 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. 1In addition, we have considered certain 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 in progress can be accounted for by either
of two methods. An Allowance for Funds Used During Construction
(AFUDC) may be applied to the balance, to be capitalized and
later recovered through depreciation charges once the plant is
placed in service. When this method is chosen, the financial
statements of the Company reflect paper income “credits®
associated with AFUDC, butr 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 portion of rate
base. Where this treatment is allowed, CWIP generates cash
earnings, which provide cash flow and increase coveragde ratios.
Of course, no AFUDC is taken on that portion of CWIP which is
1ncluded in rate base.

In this case, the Company contends that the rate base should
include $30,000,000 of CWIP on a system basis. The Public
Ccounsel and the FEA, however, recommend that no CWIP be allowed
in the rate base.

The company's requested $30,000,000 of CWIP is an
approximation of the test period year-end amount of $32,203,000,
which excludes any CWIP related to Plant paniel. 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 will be 1n
effect.

Mr. 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. Mr. Scarbrough opined that
the inclusion of CWIP would reduce revenue requirements in the
long ryn, and would lead to phased-in, less dramatic increases in
rates.

For the Federal Executive Agencies, Witness Miller maintained
that the inclusion of CWIP is inappropriate because it is not
*used and useful". He likened the inclusion of CWIP to coerced
investment of the ratepayers in the utility. Both Mr. Miller and
Mr. Dittmer, a witness for Public Counsel, pointed out that
ratepayers’ money, like that of the utility, has an associated
time value that the Company ignored in 1ts assertions. Mr.
Dittmer pointed out that the Company had not quantified any
savings in capital costs, and maintained that the Company's
coverage ratios and cash flow were adequate without the inclusion
of construction work in prodress 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.
Adjusting Plant Daniel from the total yields an average for the
test period of $20,174,000.

The amount of $20,174,000 includes expenditures relacted to
the Scherer transaction. Mr, Scarbrough restified that the
projected expenditures for Plant Scherer represented the buy-in
costs that the Company expects to incut when the contract to
purchase part of Plant Scherer is closed. Mr. Scarbrough further
testified that no expenditures had actually been made to date and
that he was uncertain when the expenditures might be made. The
date of the closing has been extended to June 30, 1982, and the
closing 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 during 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 resulting amount of CWIP 1is $17,605,000.
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Another adjustment 15 necessary to eliminate a cancelled
project. The Company originally projected that it would spend
$306,000 to 1ncrease the capacity at the Blountstown substation
to serve a wholesale customer. It appears that a portion of
those expenditures may have been allocated to the retail
customers. Since this project has been cancelled and relates
solely to the wholesale jurisdiction, 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 jurisdicrional
portion of this amount is $16,364,958, which includes
non-interestbearing CWIP.

In recent orders, we have recognized that both proponents of
the inclusion of CWIP in rate base and those who resist inclusion
have advanced arguments having merit in support of thexir
respective positions, and those arguments have been repeated in
this case. Where necessary to provide and maintain adequate
financial integrity, it has been our policy to include what we
deem to be an appropriate amount of CWIP in rate bage 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 capital. It follows, however, thar
only that amount of CWIP needed to assure adequate financial
integrity 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 financial integrity, the $30,000,000
requested by the Company is not needed for the intended purpose.
Instead, we f£ind 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 computing the
working capital allowance. ’

Pl

The Company claims that a lead-lag study is the proper
mecthodology 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 working capital requirements. The
Company has utilized the balance sheet approach to develop the
remaining $115,347,000 (88.7%) of 1its requested working capital
allowance.

Mr. Bell offered testimony 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
sheetr method because 1t overcomes the following shortfalls of the
balance sheet method:
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(1) The application of the measurement factors
determined in the lead-lag study to the cost of service
results in an amount of working capital that is
internally consistent with those costs and, in this
sense, 1s more "precise" than the balance sheet method.

(2) The lead~lag measurement factor can be more
readily applied to the jurisdictionally separated cost
of service than the balance sheet method.

(3) The lead-lag study is based on an annualized cost
of service representing 365 days of activities as
opposed to month-end balances,

Mr. Bell also claimed that the balance sheet method is
clearly inadequate as a predicting device when based on
historical data and that it is a highly biased sample because it
1s based only on month end data.

The Public Counsel and the PEA, however, contend that the
balance sheet methodology is the proper methodology for
calculating the working capital allowance. Mr. Larkin, a witness
for the Public Counsel, calculated a working capital allowance
based on the Company's 13 month average balance sheet accounts.
This 13 month average component of rate base was rhen 1ncluded
within a consistently calculated rate base and the total rate
base was related to a capital structure that macches and supports
the Company's total investment.

Mr. Larkin contends that "the only reasonable approach to
derermining the rate base for Gulf Power Company would be through
the use of balance sheet data®. The balance sheet data which
would be most appropriate to use would be a balance sheet which
reflects the investments which generated the income during the
test period. This, of course, would be the average investment
for the test pericd ending December 31, 1981.* Mr. Larkin,
therefore, has used the adjusted current assets and liabilities
from the Company's balance sheets to compute the working capital
allowance for the test year. )

We believe that the balance sheet method is the proper
methodology to use to develop a working capital allowance.
puring cross-examination, Mr. Bell admittred that his criticism of
the historical balance sheet approach was negated by the fact
that the working capital allowance was calculated using projected
balance sheert accounts. In fact, Mr. Bell is the only witness on
the subject who used historical data. Mr. Bell testified that he
analyzed historical data to determine the leads and lags. These
leads and lags were then applied against the projected darta,
based on the assumption that the historical data is
representative of the future.

Mr. Bell also stated that the use of month end balances
resulted i1n a highly biased sample. The majority (88.7%) of the
Company's working capital allowance, however, is based on the use
of month end balances. In fact, 97.9% of the Company's total
system rate base is based on the use of month-end balances. It
is inconsistent to claim that month-end balances are representa-
tive and appropriate for vircually all of the Company's rate base
components, while contending that they are not appropriate for
determining its total working capital requirements.
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It was also brought out during cross-examination by the Public
Counsel that some of Mr. Bell's assumptions did not reflect the
actual experiences of the Company, and that he had used averages
in developing some of his assumptions.

The Company has failed to demonstrate that the lead-lag study
sponsored by Mr. Bell produces a more representative working
capital allowance than the pbalance 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 following
adjustments:

A. We have reduced assets by $4,589,000 to eliminate the
effects of the Company's appliance sales and service operation.
This operation 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 liabilities by $141,000 to eliminate the
effects of the Company's appliance sales and service operation.

E. We have reduced liabilities by $3,692,000 to remove common
dividends declared. 1In 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.

FP. We have reduced liabiliries by $6,753,000 to remove
$6,741,000 of customer deposits and $12,000 of current maturities
of long term debt. These items have a cost associated with them
and are included 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. A 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
Ccancellation which have been netted against the extraordinary
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 View, a more appropriate approach is to gauge
the total system inventory.

Gulf's Farl Parsons testified that the policy of the
Company is toO maintain an inventory adequate to last 60 days when
burned at full "nameplate® capacity. We have accepted this policy
as an appropriate management decision for the purpose of our
review. Dividing the 60 days by the system average capacity
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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 1/2 days of
inventory. Therefore, we have removed from the working 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 Ccompany's
system working capital allowance of $1306,105,000 to a total of
$102,273,000. By applying a separacion facrtor of 94.51% to the
system amount of $102,273,000, the resulting jurisdictional
working capital 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, which represents Gulf's investment
in rail cars which serve the unit. We believe it would be more
appropriate to reflect che full cost of transportation in che
cost of fuel, as is done by all other investor-owned uctilities 1in
Florida. This adjuscment will better enable us to make
meaningful comparisons among the utilicies we regulacte. In
addicion, 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 chat service, or $91,800.

Separation Study

As discussed elsewhere in this Order, we have decided to
approve and adopt cthe. cost of service study sponsored by Mr.
Pollock, a witness for cercain large industrial cuscomers, for
the purposes of this case.

According to Mr. Pollock's cost of service study, the
jurisdictional race base is $158,814, lower than the race base
contained in the Company's filing. The $(158,814) represents the
following adjustmencts:

Plant in Service $(519,209)
CWIP 37,857
CWIP Not Bearing Interest (5,421)
Property Held for Future Use 4,214
Caryville Cancellacion Charges 10,689
Accumulated Depreciation & Amortization 71,348
Working Capital 241,708
Total Adjustments $(158,814)

Accordingly, we have reduced the Company's jurisdictional
rate base by 3$158,814.
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RATE BASE ISSUES NOT RESULTING IN ADJUSTMENTS

Temporary Cash Investments

The Ccommission staff recommended that we remove the amount of
the Company's temporary cash investments from working capital as
unrelated to utility service, and eliminace 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 Daniel Start-Up Costs

The Company included i1n plant in service some $1,551,863
(system) of capitalized start-up costs associated with the Daniel
42 unit., The Company contended that no adjustment should be made
to share these costs with Mississippi Power Company (MPC), since
customers of Mississippi Power absorbed 100% of the start-up costs
of the Daniel #l unit.

company Witness Scarbrough testified that MPC assumed 100% of
the start-up costs of Daniel #l1 and that these costs were passed
to MPC customers through the fuel adjustment clause. Therefore,
Gulf agreed to assume 100% of the start-up coOsts of the Daniel #2
unit. Rather than pass all of the Unit #2 start-up costs through
the fuel adjustment clause, as MPC did with the Unit gl costs,
Gulf was forced to capitalize that portion of the Unit $2 costs
which were over and above what the operating costs would have been
had the unit been operating under normal operating conditions.
This was done in accordance with our FPSC Accounting Department
Bulletin (ADB) 76-7, 1ssued on april 28, 1976.

Mr. Scarbrough further testified that the $1,551,863 was
capitalized out of total start-up CoOSts of $15,251,098 for Daniel
Unit $#2 and if Daniel §l start-up COStS had been accounted for on
a basis comparable to the method used for Daniel $2, it would be
necessary to capitalize $1,678,256 out of the total start—up COstsS
of $11,801,968. Therefore, if the Unit §l costs were accounted
for in the same manner as the Unit #2 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 %2 costs,
while at the same time increasing rate base by $839,128 for half
of the Daniel #1 costs borne entirely by MPC. The net effect of
these adjustments would increase Gulf's requested rate base by
$63,196, (system). Mr. Scarbrough adds that "there is no way, ve
{(Gulf) can collect an adjustment from MPC in any event”.

Public Counsel has taken the position that one-half of the
capitalized Daniel #2 start-up costs $795,607 (system) should be
borne by MPC, and Gulf's rate base should be reduced in the same
amount. Executive Agencies did not address this issue,

We find that the Company has accounted for the paniel 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 participation agreement on Daniel Unit #l1, prior to
the in-service date of the unit (TR 1521), the start-up costs
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of Unit #1 were incurred and passed to MPC customers prior tO any
egqualization payments being made by Gulf Power. When these
equalization payments were made, no Unit $l1 start-up costs were
included, since the Unit #1 costs had been passed to MPC
customers. (TR 1522) If not for ADB 76-~7, the Unit #2 costs
would have been accounted for in exactly the same manner as the
Unit #1 costs, and the entire $15,251,098 could have been passed
through the fuel cost recovery clause to Gulf's customers. No
capitalization would have been necessary. Another alternative
would have been to account for the Unit $l1 costs,, in accordance
with ADB 76-7; however, this would result in a net 1increase in
Gulf's rate base of some $63,196. Since the Unit #1 costs have
already been disposed of in Mississippi, this latter treatment,
absent any adjustment by the Mississippi Commission, 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 jurisdictional
regulations involved with this transaction, we are satisfied that
Gulf took the appropriate action, and make no adjustment to the
Company's treatment of this matter.

Carxville'51té

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 site should be
removed from rate base. The Federal Executive Agencies proposed
that the site be removed, but that the Company be allowed to
charge AFUDC on the site.

The Commission staff recommended that only 30% of the site's
value be included in property held for future use, pased upon the
indication that Gulf may build a plant on the site in 1995 and
participate with Mississippi Power Company on a 30% - 70% basis.
However, we find tshis possibility 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 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. 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 requirements 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
is 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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Public Counsel has taken the position that the unamortized
cancellation charges should be removed from rate base, since they
are not "used and useful” within the meaning of Section
366.06(1), Florida Statutes. Public Counsel has attempted to
support this position through an "interpretation™ of Section
3166'.06(1), Florida Statutes, and by reference to past Commission
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 amortization of these charges will be allowed as an
above-~the-line expense in the income statement. This they
believe will "protect® the investors from loss of capital by
allowing recovery of the expenses while "protecting" the
ratepayers from paying 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 Section 366.01, Florida Statutes, does not prohibit
the inclusion of the unamortized cancellation charges in rate
base. While 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 jdentified as an issue the
question of whether Southern Company Services effectively 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 audit
performed by Theodore Barry and Associates which was referred to
by the Company during the course of the hearing.

pDeferred Taxes'

The Executive Agencies 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
position 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 parties cite past
Commission policy as support for this position.
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We agree with the Company and Public Counsel on this issue.
Qur policy consistently has been to affirm the treatment of
deferred taxes, ITC and other non-investor supplied capital as
zero-cost capital, rather than deductions from rate base. We
find no persuasive evidence in this record that would indicate
that this policy should be changed. Accordingly, we have
accepted the Company's proposed rate base treatment for this item.

Our adjustments to rate base may be depicted as follows:

SCHEDULE OF RATE BASE ADJUSTMENTS

Adjusted Jurisdictional 13 Month Average

Rate Base per Company $ 675,375,345

Staff Adjustments

CWIP (12,430,306)
Working Capital (26,308,983)
Plant Daniel Investment (7,994,611)
caryville Plant Held for Future Use -0~
Plant for New Service to Exxon 91,800
Cost of Service Adjustment {158,814)
Total Adjustments {46 ,800,914)

Staff Adjusted Jurisdictional
Rate Base $ 628,574,431

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,

Reasonableness of Assumptions and Projections

The Company has based its projected net operating income upon
the same budgeting process that served to establish its projected
rate base. Public Counsel has challenged the legality of
reliance upon projected NOI data. In addition, the parties have
raised the issue of the reasonableness of the assumptions and
projections that support the Company's proposed net operating
income. We have already concluded that use of projected data is
permissible. We further find that the Company's proposed net
operating income, as adjusted herean, is based upon reasonable
assumptions and projections.

Company Witness Gilberc sponsored testimony and exhibits to
explain the O&M budgeting process in general. He also presented
justification for 1981 budgeted expense levels which were over
1980 actual levels (Ex. 4, Schedule 3); 1981 budgeted NOI items
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compared to NOI used in the Company's last rate case (Ex. 83,
revised 11/24/81); and a comparison of 1981 budget vs. actual
data though October of 1981 (Ex. 97). Mr. Gi1lbert testified that
"Gulf uses the budget process as a comprehensive management tool
to both plan and control cthe 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 input to the preparation of the
energy and revenue budget, which 1s 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 committee 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 final 0O&M budget.

Mr. Bell's review of the Ccompany'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 operating 1ncome.

We are of the opinion 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 modified 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 minimum bank balances.

8y 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 working capital does not include the amount of the
minimum bank balances that are maintained. 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 minimum bank balances are included in
working capital.

Accordingly, we have reduced operating expenses by a

jurisdictional amount of $107,218 to eliminate bank service
charges.
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pues to Industry Assoclations

It is our policy that dues expended for the purpose of
supporting lobbying activicies 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 associations 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 Elecrric Institute in the amount of $26,866. After
eliminating 2% of the dues to represent that portion spent on
lobbying activities, we have added $25,112 to recoverable
operating expenses.

Charitable Contributions

The Company has included $24,845 (system) of test year
charitable 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 39, which gave a listing of each recipient and the amount
donated. 1In addition, Mr. Scarbrough testified as to the
benefits 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 effectively and
efficiently within its service territory®.

public Counsel has taken the position that charitable
contributions are not expenses related to providing utilicy
service, 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 service to
customers.

We have reduced the Company's test year Q&M expenses by
$23,784 (324,845 system) to remove charitable contributions from
recoverable expenses. b

Advertising Expenses

The Company has included $106,900 (system) of advertising
expenses related to shareholder and area development advertising
in test year O&M expenses. This is supported primarily through
the testimony and exhibits of Company Witness Fisher.

Mr. Fisher testified that the purpose of the Company'’s
shareholder and area development advertising was to "attract
inddstry into the Company's under-developed service area, provide
jobs and stimulate shareholder interest in providing equity
capital for the Company.” In addicion, Mr. Fisher stated that
this advertising allowed the Company to "get in on the ground
floor with an incoming industry" and "plan the energy
conservation techniques and features into their new project.”
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In our opinion, however, shareholder and area development
advertising falls within the category of image building and
promotrional advertising as defined by the Commission in Order No.
6465 {(Docket No. 9046-EU, General Investigation of Promotional
Practices of Electric Utilities). 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 0&M expenses by
$102,335 ($106,900 system) to eliminate advertising 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 in the determination of net operating
income. No stipulation was reached as to the proper amounts
which should be assigned to each category.

The Company on several occasions admictted 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%
berween 1979 and 1981.

The Company has agreed that test year revenues should be
increased by $6,008,460 and that test year O&aM expenses
{1ncluding fuel) should be increased by $5,063,792, yielding a
profit (before taxes) of $889,877. This calculation reflects 10
1/2 months of actual resulcs and 1 1/2 months of projected
revenues and expenses for test year economy sales. This
information was furnished as Exhibit No. 77, (revised 12/2/81)
pursuant to the stipulacion entered into by all parties.

Public Counsel has taken the position that (1) the expenses
associated with economy sales have been included in test year O&M
expenses and (2) test year revenues should be increased to
reflect a representative level of future economy sales.

However, we are satisfied that the amounts of revenue and
expenses reflected in the Company's revised Exhibit No. 77, which
are based upon 10 1/2 months of actual data, are those required
ro 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 1in
the Company's projecred test year data.

Service to Exxon

Earlier, we adjusted the Company's proposed rate base to
reflect the additional investment related to new service to
Exxon. Similarly, 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 simply spread the variance between
the originally 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 in fact in the
calendar year 1981 have the particular expenditure®. Mr.
Scarbrough did admit, however, that some expenses included in 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 1t was 1dentified 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.

po——

Earnings From Temporary Cash Investments

Earlier we determined that temporary cash investments should
be included as part of working capital. 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 reguires
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
decided to adhere to the policy established in recent cases, and
require 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 conservation revenues soO that they equal
related expenses for ratemaking purposes. Exhibit No. 68
reflects an underrecovery of $27,208 for the test year.
Accordingly, test year revenues should be 1increased by this
amount.
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Non-recurring Q&M Tcems

A fundamental principle of ratemaking is that the effect of
non-recurring items, which tend to make the test year atypical,
should be eliminated. Exhibit No. 43, sponsored by Gulf Witness
Gilbert, lists the following non-recurring O&M items:

ATB Maintenance $ 65,000
Office Building Rentals 15,747
Manpower Planning Consulting Fees 100,000
Corporate Planning Consulting Fees 95,000

Total (system) $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 jurisdictional 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
$320,392 for expenses incurred as a resulc of the Company's rate
case. 1In our opinion, the expenses incurred for a rate case
benefit not only the current period, 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.

Wwe find that a three year period is appropriate for
amortizing rate case expenses. Based on a three year
amortization 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.

. Ed
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 third 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 required during the test year.
Gulf projected that 1t would have a 66.2% reserve margin 1n 1981;
for system planning purposes, a margin of 25% is considered
adequate. Gulf's position 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 interest in
Plant Daniel during the test year. Taking into account the
operation of the interchange contract, the following table
indicates the net impact of Plant Daniel on the cost (in terms of
revenue requirements) to Gulf's ratepayers:

Net Test Year Revenue Requirement
Increase bue to Plant Daniel

Wich Plant Daniel 1981

Jurisdictional Annual Revenue Requirements
Associated with Plant Daniel In Rate Base?, $ 24,243,000

Jurisdictional Annual Revenue Requirements
Associated with Plant Daniel in Operacions. 5,871,000

Jurisdictional Revenue Requirements Associated
" with Interchange Contract Capacity Payments. (11,268,000)

Jurisdicrional Revenue Requirements Associated
with Non-Associated Utility Sales (Schedule B). (11,678,000)

Net Annual Revenue Requirements Associated
with Plant Daniel. 7,168,000

Without Plant Daniel

Jurisdictional Revenue Requirements Associated
with Intercompany Interchange Contract Capacity
Payments. 4,069,000

Net Annual Revenue Requirements Increase Due )
to Plant Daniel. p 3,099,000

Thus, taking into account the capacity credits of $11,268,000
which would be received from Gulf's sister companies through the
workings of the interchange contrace, and the $11,678,000
associated with Schedule E sales to non-system uctilities, Gulf's
ratepayers would still be required to contribute $3,099,000
roward 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 either slowing or speeding
the construction of planned units, oOr by developing sales of

2Reflects rate of return approved below.
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capacity to utilities off the system. Mr. Parsons testified that
Gulf and the Southern system have established an ongoing
mechanism for evaluating the need for sale of capacity off the
system. Notwithstanding the existence of that mechanism, no
negotiations for the sale of excess capacity from Daniel No. 2
took place until 1980. This was because Gulf was relying upon
load forecasts which early in 1979 indicated 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 possible 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 with simple time
trends. As shown in Exhibit No. 34, this method resulted in
forecasts of the 1981 summer peak demand of 2098 megawactcs (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=z 1981 summer peak demand is
significantly greater than cthat projected by peninsular Florida
electric utilities and the PSC staff. As revealed in Exhibit
34-A, the peninsular Florida forecast exceeded the actual 1981
summer peak demand by 19.3% in 1975, 8.6% 1in 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% in 1976, and 10.5% in 1977.

Gulf's management was repeatedly advised by the staff thac
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 1in 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. Oerting 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 with Gulf's
forecasting methodology is expressed in Exhibit No. 47, which is
page 21 of Order No. 7978, dated September 27, 1977. 1In 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 utilicy use
all available techniques in making such a forecast”".

Mr. Oerting staced that Gulf began development of a

computerized, econometric/end-~use model for long range energy and
demand forecasting in 1974. Alchough che model became
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operational in late 1976, it produced a higher demand forecast
than Gulf's consolidated load factor process and was used for
comparison purposes only. Witness Oerting furcther 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 furure". We believe that prudent management would
have led Gulf to begin a concerted effort to develop accurate
forecasting methods much earlier than mid-1980. More
significantly for the purposes of this 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 rto 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 paniel 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 operating
income. The effect is to decrease NOI by $3,044,735.

Other NOI-Related Issues

puring the course of the case, we have heard and considered
other NOlI-related issues, the resolurion of which, we find, do
not resulct in adjustments to the Company's proposed net operating
income. They include the following:

pProjections 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
projecrtions 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 NOI.

The differences between budgeted and actual numbers of
customers and sales by class were greater than the difference in
cevenues. FPor 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, resulting in total company numbers that
are within a reasonable margin of error. No adjustment to net
operating income is warranted by variances of this magnitude.

Fuel Expenses and Revenues

Because the Commission has adopred 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
eliminate an overrecovery of fuel expense. We find that no
further adjustment is necessary for this purpose.

Pricing of Plant Daniel Capacity Sales

Under the existing Intercompany Interexchange Contract
governing trransactions between operating companies of the
Southern system, the pricing of sales of Plant Daniel capacity is
based upon the average, system embedded costs of fossil units.
Public 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 pricing
mechanism is that capacity 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 rerms are subject
to the approval of the Federal Energy Regulatory Commission. 1In
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 time-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 1nconsistent 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 recroactively 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 prior to the Company's filing and was included in the
MFR/s when they were first filed.

Accordingly, we have accepted without modification the
Company's pro forma adjuscment.

Injuries and Damages Reserve

The Company has included 1in its filing a proposal to increase
O&M expenses by $481,000 ($500,000 system) to allow for a $1.2
million (system) annual accrual to the Company's injuries and
damages reserve. The Company also regquests that the ceiling or
cap for its reserve be raised from $1 to $2 million.
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Company Witness Scarbrough supported the Company's position,
stating that the Company's deductible for liability insurance 1s
currently $1 million per claim and that "since verdicts 1n excess
of $1 million per claim are now relatively 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 history 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 liabilities as estimated by our legal counsel for
filed suits and outrstanding claims against the Company amounted
to an additional $1.2 million.”

Based upon recent claims experience, we have decided to allow
the Company to increase its Injuries and Damages Reserve by
accruing $1.2 million per year. However, we shall eliminate the
ceiling or "cap" and shall instead monitor cthe adequacy of the
reserve during ratemaking proceedings., We prefer this approach
to a situation in which the Company would utilize revenues
associared with the size of the accrual for purposes other than
puilding the reserve once the ceiling has been reached.

Treacrment of Gains and Losses

It . is the Commission's policy to require that gains and
losses on dispositions of utilicy property be recorded
above-the-line and amortized over a five year period. However,
an examination of the record reveals that test year dispositions
were 50 minute that any adjustment toO conform to the policy would
be immaterial for ratemaking 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 stipulacion of parties requiring Gulf to request a
ruling from the IRS as to whether this method would violate
applicable provisions of the Internal Revenue Code or IRS
regulations. Accordingly, no adjustment to Gulf's approach in
this case has been made.

southern Company Debt Expense

The prehearing order identified as an issue the question as
to whether an adjustment should be made to impute the debt
expense of Southern Company to 1ts subsidiaries, including Gulf
Power Company.

Under the 1935 Public Utility Holding Company Act and cthe
practice of the Securities and Exchange Commission (SEC), the
Southern Company is not allowed to 1issue debt without special
approval of the SEC. Upon securing SEC approval, Southern
executed a loan agreement March 13, 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 still
ourstanding 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 recognize for ratemaking
purposes the income tax benefits to the subsidiary associated
with parent company debt. 1In this case, however, because the
remaining debt will be liquidated only weeks after the rates
approved herein 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 determinaction of
revenue requirements be computed using the effective consolidated
tax rate of the Southern Company. Mr. Larkin testified to the
mechanics and theoretical construction of this proposal, while
Mr. Jacobs testified to the Internal Revenue Code implications of
the same proposal.

Mr. Larkin contends that Gulf should not be treated as a
separate entity 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 copsider the effects of consolidation.

That consolidated returns allow for lower taXxes is virtually a
truism since few, 1f any, would be filed 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 effecrive 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 consolidated tax
liability before credits by the sum of the positive taxable
ijncomes. 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 him
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 income taxes. Additionally, Mr. Larkin
states that, should the Commission opt for normalization, it
should normalize at the effective tax rate.

Mr. Jacobs addressed the Internal Revenue Code implications
of Mr. Larkin's effective incomeé 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 which he is aware.
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The Company centends, through its witness WMr. Dean Hudson,
that it has correctly computed che federal income tax expense to
be allowed in this preceedind.

Mr. Hudson points out that, pursuant to Security and EXchange
Commission Rule 45(C}, Southern Company's tax allocation
procedure cannnot result in an allocation of raxes to aay one
company which would exceed the amount of raxes of that company
based upon a separate recurn, computed as if che company had
always filed its tax return on a separate basis., To devise an
allocation method other than the "separate tax return approach®
would result, he stated, in a fictitious tax, which would hear no
telationship to the income or expenses of the jurisdicrional
ucility. According ta Mr., Hudson, the differences between the
46% stactutory tax rate and the effective tax rate calculacted by
Mr. Larkin are comprised of the Following: 1) surtax exemption,
2) capital gains tax benefit, 3) the tax loss of the Southern
Company and The Southern Company Services, Inc.

Further addressing the guestion of the allocation of the
Southern Company loss, Mr. Hudson contends that only if the
Southern Company were to allocate its expenses (loss) to che
operating companies, and these expenses were included in che
computation of Gulf's net operating income for ratemaking
purposes, would it be appropriate for the related tax reduction
to be inciuded as an adjustment and "passed on",

L3

Mr. Hudson alsoc addresszed the implications of using the
effective tax rate to provide deferred income caxes on book-tax
timing di1fferences. He contends chat the deferred tax provision
must be computed using the current statutory tax racte of 463 and
that the use of a tax rate lower chan the statutory rate would
result in flow through of deferred taxes, Mr, Larkin's proposal
would, in his view, resulc in the reduction of Gulf Power
Company's deferred income tax expense by the tax effect of furure
expenses of Southern Company, as well as by future capital gains
tax savings. Lastly, Mr. Hudson concludes that pursuant to the
Internal Revenue Code, the deferred taxes asscciated with
accelerated depreciation must be equal to the incremental tax
liability that would occur in the current tax year if accelerated
tax depreciaction were not taken. This requires that the current
stacurory tax rate of 46% be used to compute deferred income
taxes,

We find that the effective tax race compurtatioh, as sponsored
by Public Counsel Wirnesses® Mr. Hugh Larkin and Mr, Joe Jacobs,
should be rejected for the following reasons.

1. MNogrmalizartion Requirements

Mr. Jacobs restified that for purposes of establishing
deferred federal income taxes, use of an effective tax rate will
not violate Internal Revenue Code Section 187(L) and the related
regulations. In other words, according to Mr. Jacbos, deferred
taxes do not have to be provided at the margin. We believe this
premise to be incorrect, For example, Treasury regulation
1.167(L) - 1{h)Y(1)(iii} - 1) gequires a compuracion commonly
referred to as a "with and withouc*® computation to determine the
amount of the faderal income tax to be deferred, The amounc of
rax to be deferred is "the excess (computed without regard co
credits) of the amount the tax liability would have been had a
subsection (L} method bean used over the amount of the actual rtax
liability. Such amount shall be taken incto accounc for che
taxable year in which such different methods of depregcration are
usged,*
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We believe this regulation illustrates that in the case
of Gulf Power, whose taxable income has exceeded by a wide margin
the $100,000 minimum needed to place Gulf in the top marginal tax
rate in each of the 6 years used in Mr. Larkin's calculations,
the "with and without™ calculation required Gulf to provide
deferred taxes at the top marginal rate. Effective as of 1979,
the top marginal rate was reduced to 46%, where it remains today.

In our opinion, use of a rate less than the marginal rate
will result in flow-through of accelerated depreciation, with a
resultant forfeiture of the ability to claim the use of
accelerated depreciation.

2. Principles of Accounting

An income tax provision, based upon any methodology other
than a “separate tax return® approach, results in a tax provision
that has no relationship to the revenues and expenses from which
the provision should be calculated, Income taxes are not
self-creating, but rather are a function of the income and
expense items of the period. This accounting principle of
matching taxes with the related items of income and expense is as
important as the concept of matching revenues with the related
expenses, The effective tax rate does not match these items
correctly.

Additionally, as described by APB 811, effective tax
rates cannot be used to establish deferred income tax
provisions. Witness Larkin claims that APB #11 does not apply to
regulated industries in those instances where the standards
described in the addendum to APB opinion #2 are met, However,
we believe that care should be exercised when deviations from
opinions of the APB and statements of the FASB are contemplated;
only compelling reasons, such as a material inequity or detriment
to be suffered by the ratepayers, should justify such a
departure.

3. Allocation of the Current Liabiliiy

Mr. Hudson testified that Southern Company allocates its
tax liability in any given year pursuant to S.E.C. Rule 45(C).
Under this rule, the allocation of tax to any one company shall
not exceed the amount of tax of such company based upon a
separate return computed as if the company had always filed its
tax return on a separate basis. Admittedly, this allocation
procedure is not binding on this Commission. However, we believe
that the separate return method of income tax allocation is the
only proper method for establishing the current tax expense for
ratemaking purposes.

The two most significant items that impact the Southern
Company and its subsidiaries for current tax allocation purposes
are the allocation of parent company loss and the allocation of
capital gains benefits. The most significant item of the two
historically, has been the parent company loss. Under current
allocation procedures, this loss has been allocated to all the
operating companies. This allocation is made in exactly the same
manner as the ordinary liabilicy is allocated. It must be
allocated to the subsidiaries per the portion of Rule 45(C).
since the parent had been considered a *perpetual loss" company
(although for the rest year 1981 they are projecting taxable
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income), and the loss could not have been utilized on a separate
tax recurn basis, it must be allocated. We believe the
allocation of this 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, cthey 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 with that
income.

In conclusion, we find that Gulf Power's income tax
liability, as filed in this proceeding, represents the amount of
income taxes that ultimately will be paid by Gulf to the Incernal
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 principles,
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 allocaring this liability among the
operating companies.

Property Insurance Reserve

Gulf Power Company has requested authority to continue to
accrue 31.2 million 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 million 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-rouatine catastrophic
occurrences that result in damages to the company's electric
utilicy propercy.

We find 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 establish 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 injuries 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 ro analyze the purpose of such accounts
and the nature of charges made against them for all companies
subject to our jurisdiction. A need exists for a clearly defined
catastrophy reserve account, so that guidelines exlst tO prevent
inappropriate charges being made against the reserves.

caryville 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 jurisdictional revenues and expenses
associated with the property should be included in the
determination of net operating income. Accordingly, we have made
no adjustment to those expenses and revenues included in the
Company's filing. :

Test Year Purchased Power Expenses

Exhibit No. 74 indicates that the actual purchased power
credits 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 Jurisdicrional NOI per Company $ 58,705,261

Adjustments

Bank Service Charges $ 107,218
EEI Dues (25,112)
Dues 14,477
Charitable Contributaions 23,933
Advertising 102,335
Deferred O&M Expenses 777,232
Temporary Cash Investments 772,050
Economy Sales 889,877
Exxon Revenues and Expenses 9,087
48% 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 Margins $ 3,050,000
Total Adjustments $ 3,494,514
Adjusted Jurisdictional KOI $62,199,775
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FAIR RATE OF RETURN

The Commission must establish the fair rate of return which
the Company should be authorized to receive on its investment 1in
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, 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 race 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 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 capital 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
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 1981.
We have adjusted the system capital structure to remove capital
that is not being utilized to fund the jurisidictional 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 capital
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 moncth average capital structure is a
better representation of a uti1lity's financing mix than a year
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end capital sctructure. Since capital must be raised in separate
components, a single polnt in time may be too heavily weighted
with one type of capital. A 13 month average capital structure
smoothes the effects of a particular increment of capital. We
previously expressed a preference for using a 13 month capital
structure for these same reasons in Order Nos. 10306 (FP&L),
10418 (Gentel) and 10449 (Southern Bell).

To fully establish a capital structure, we must identify the
sources of capital to be included and establish the cost of each
source.

We have adjusted the system per books capital structure to
remove the effects of wholesale operations and retail adjustments
to the rate base. We consider non-utility retail operations to
have their source in equity capital. We will adjust the capital
structure accordingly. Since Gulf does not plan to use shorec
term debt, none should be included in the capital structure.
Deferred rtaxes and 3% investment tax credits are cost free
sources of capital and should be included in the capital
structure at zero cost. The 4% and 10% investment tax credits
should appropriately earn the weighted average cost of capital
and be included in the capital structure.

.

Cost of Long Term Debt

The Company's witness, Mr. Scarbrough, used an 8.69% cost of
debt in his cost of capital calculations. public Counsel's
witness, Mr. Rothschild, proposed using an 8.75% cost rate for
long term debr. The difference arises because Mr. Rothschild
amortized associated expenses over one half the lives of the
obligations. We believe that this adjustment is inappropriate.
These expenses should be amortized over the life of the
obligations; otherwise, Mr. Rothschild's adjustment would allow
an over-recovery of these expenses. Therefore, we will use the
year end long term debt cost of B8.69%, which we believe is a
better indicator of the future than an average cost rate.

Cost of Preferred Stock

All parties agreed that the year end cost of preferred stock
is 8.65%. We believe this rate best reflects Gulf's cost of
preferred stock in the near future.

Customer Deposits

Mr. Rothschild and the Company's witness, Dr. Dietz,
suggested that an 8.00% cost rate be applied to Gulf Power's
customer deposits. However, this cost rate fails to reflect
unclaimed or zero cost deposits. Mr. Scarbrough, Vice-President
of Finance for Gulf Power, calculated the effective cost rate for
customer deposits to be 7.84%. We consider this rate to be the
appropriate cost of Gulf power's customer deposits.

Return on Egquity Capital

Pive witnesses testified on Gulf power 's cost of equity
capital:; 'Dr. Dietz and Mr. Benore for Gulf Power; Mr. Miller on
behalf of the Executive Agencies of the United States; Mr.
Rothschild on behalf of the Public Counsel; and Mr. Hunt for the
Commission Staff.
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Dr. Dietz concluded that Gulf's cost of common equlty is
18.20%. He used several variations of the discounted cash flow
(DCF) method and a risk premium analysis to reach this
conclusion. His risk premium analysis served as a check on his
discounted cash flow analysis.

Dr. Dierz modified his original DCF equation to account for
an increase 1in Southern's P/E ratio over a five and ten year
peri1od by assuming that Southern's stock would be selling at book
value within five and ten years. We believe that changes in P/E
ratios should not be included in the DCF formula, since changes
in the ratio will be caused by lower capital costs, not higher
recturns.

We disagree with Dr. Dietz's calculated 18.7% .cost of new
common equity and the manner in which it was averaged. His
formula discounts the price by $% and double accounts for growth
by applying a 3.0% growth factor. We believe an adjustment of
.1% or .2% to the overall cost of equity best reflects Gulf's
issuance costs, which are related to new common equity obtained
in the market.

pr. Dietz's risk premium analysis is less useful than his
present value approach. We believe that the risk relationship
between stocks and bonds has been oversctated. current risk
premiums cannot be accurately estimated. Dr. Dietz emphasized a
positive risk premium, but had difficulty in quantifying it. We
believe that Dr. Dietz's testimony generates considerable doubt
as to the usefulness of the risk premium method, and conclude
that we should not rely upon it to determine the cost of equity
for Gulf Ppower.

Mr. Benore testified that Southern Company's cost of equity
is 18.5%, while Gulf pPower's cost of equity is 18.0%. Mr. Benore
used a DCF analysis of the S&P 400 Industrials and a risk premium.
analysis to support his recommendation. Once he obtained the
results of these two methods, he tested the indicated recturns by
indirectly applying a DCF model to Southern's stock. Given the
18.5% cost of equity as derived from his DCF and risk premium
methods, Mr. Benore multiplied an assumed retention ratio for
Southern of 35% by the 18.5% estimated return, to derive a 6.5%
growth rate. He combined this with an assumed 12.0% yield to
derive a 18.5% DCF - derived cost of equity for Southern.

We believe Mr. Benore's estimates of Gulf's cost of equity
are overstated. First, we do not believe that Mr. Benore's
testimony demonstrates that Gulf's investment risk is equal to or
exceeds the risk of the S&P 400 Industrials. We believe that Mr.
Benore has ignored the fact that electric stocks were more
overpriced in the 1960's than they are underpriced today. This
fact explains the downward trend of his analysis. Mr. Benore
also used statistical measures to quantify the risk differentials
between electrics and the S&P 400 Industrials. We believe that
this methodology 1S not a representatlve comparison of the
investment risk that electric investors face relative to the S&P
400's and the S&P 500's. Mr. Benore's risk premium doesn't seem
applicable to those investors purchasing electric stocks in
general and Southern stocks in particular. Consequently, we do
not consider it to be appropriate to rely upon Mr. Benore's risk
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premium to estimate the requirement of the market for electric
stocks as a whole. We conclude that Mr. Benore's risk premium
method is not useful in estimated 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 mid-point of 14.9%.
Mr. Miller relied entirely on an analysis of all the electrics
that are listed in value Line, except for General Public
Utilities. 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 equity balances in each year.

Mr. Miller stated that there is a statistical relationship
between electric utility common dividend 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. Miller also adjusted his return to account
for Gulf's lower equity ratio.

We generally agree with Mr. Miller's DCF methodology, with
the exception of his growth rate and the peri1od he chose to
develop a dividend yield., We believe that a combination of
dividend, earnings, and book value growth rates is more
representative of expected growth rates than growth in 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 time
and the combined growth rate of earnings, dividends and book
value would indicate a range of 15.6-15.7%.

Mr. Rothschild initially determined that Gulf's cost of
equity was in the 15.0 to 15% range. 1In 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, which
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 thar 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 calculations
is primarily 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 reasoning.
Eliminating Mr. Rothschild's dilution factor produces an adijusted
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range of 15.12-16.12% for Moody's 24 Electrics and 13.87-16-59%
for the Sourhern Company. Adding Mr., Rothschild's .32% leverage
adjustment to Moody's 24 Electrics indicates Gulf's cost of
equity range to be 15.44-16.44%. Subtracting .18% from
Southern's range to reflect Gulf's higher equity ratio equates to
a 13.69~16.41 range for Gulf, excluding financing costs. Adding
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 equity (derived from Southern Company).

We believe that this range is slightly high, since Mr.
Rothschild used point estimates of dividend yields. We consider
an average dividend yield of 12.2% for Moody's 24 Electrics 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
equity cost to 15.35% to 16.35%. We also consider it appropriate
to apply an average dividend 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. Rothschild's selection of
industrials with market-to-book ratios of .75-1.25% seems to be a
step in the right direction, but he failed to corroborate his
selection process with additional risk measures.

Mr. Bunt testified that Gulf's cost of equity 1s between
16.2~17.8% with a mid-point of 17.0%. Mr. Hunt's testimony was
based on one of two economic scenarios. His fairst scenario
(which he used) assumed a “steady upward trend over time in the
financial indicia used to determine the cost of equity." The
gecond economic scenario (which he did not recommend) assumed
that interest and inflation rates and other pertinent 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 wichin 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 midpoint for purposes of
calculating revenue requirements. Section 366.041(1), Florida
Stactutes.

Approved Capital Structure and Fair Rate of Return

Based upon our review of the record, we approve and adopt the
following capital structure and indicated capital costs. The
result is a range of reasonableness of 9.40% to a 9.94% with a-
focus upon 9.70%.
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GULF POWER COMPANY
CapLtal Structure
13 Month Average

Cost Weighted
Description Amount Percentages Rates Components
Long Term Debt $292,435,000 46.24 8.69% 4.02%
Short Term Debt -0~ -0~ -0~ -0~
Preferred Stock- 65,545,000 10.36 8.65 .90
Common Equity 169,065,000 26.73 14.75 3.9

15.85 4.24

16.75 4.438
Customer Deposits 5,877,000 .93 - 7.84 .07
Deferred Taxes 66,924,000 10.58 -0~ -0~
Investment Tax 1,754,000 .28 -0 -0~
Credits (3%)
Investment Tax 30,880,000 4.88 9.70 .47
Credits (4% & 10%)

i

TOTAL $632,480,000 100.00 9.70%

OVERALL RANGE - 9.40%-9.94%

ATTRITION ALLOWANCE

In its original filing, the Company requested that it be
allowed an atrrition 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 Public Counsel asserts that no attrition allowance
is appropriate in this case.

The Company contends that an atcrition allowance 1s necessary
to recognize the increased cost of service and investment levels
in 1982. Gulf claims that this is necessary because rates will
not go into effect until 1982, but they will be based on 1981
data. In computing his attrition allowance, Mr. McClellan has
used the difference berween the projected 1981 data and projected
1982 data on a per customer basis. Mr. McClellan then multiplied
the per customer data by the average number of customers for the
test year to determine the revenue effect. It should be noted
that Mr. McClellan 1s basically sponsoring a methodology for
computing attrition, 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 1in the
Company's earned rates of recturn. For the period 1978-1981, the
attrition 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 income taxes basis, the attrition
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 projectred test year as a result of using the
difference between 1981 and 1982 to compute the attrition
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
applicable 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 it 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. 1In 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,
put 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 stockpile 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 separation factor to
reflect the different cost of service study.
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Afrer making these adjustments, we have computred an attrition
allowance of $7,976,000 to recognize 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. Mulciplying 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
mulciplier of 1.980677 to this figure yields an excess of
$2,432,380 in gross revenues prior to consideration of the
attrition factor designed to annualize the impact of the addition
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 Witness Parsons, the goal in generation
expansion planning is to have the most economical generating
capacity available at the time it is needed. The Company
contends that its generation and transmission expansion 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, either as plant-1n-service
or CWIP, generating units that are intended to mesat sales off the
Company's own system,

The evolution of Gulf's planning with regard to 1ts ultimate
participation in the ownership of Plant Daniel 1s quite
adequately shown in Mr. Parson's Exhibit 6. The Company first
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
paniel is approximately $395, which appears to be considerably
less than the alternatives available to the Company.

The Company's current generation expansion plan 1involves 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 ac 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 estimated $495
million savings 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 minimize the 1impact of excess reserves betrween the
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in-service date of Plant Scherer and 1990, Gulf intends to sell
unit power from Plant Scherer until the full capacity of these
units 1s required on Gulf's system.

Elsewhere in this Order, we have faulted Gulf's past
inadequate locad forecasting, which 1in our opinion gave the wrong
*signals" to system planners. However, the responses of the
planners to the information 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 maccter,

Caryville Cancellation

This issue is closely related to that involving generation
expansion plans. Moreover, the matter was closely examined
during che Company's last rate case. In Order No. 9628, we
agreed that the cancellation was prudent, based upon cthe
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 che
unamortized portion of the cancellation charges in rate base and
amorctize them over a five year period. The associated revenues
were placed subject to refund pending consummaction of che Scherer
transaction. In this case, Company witnesses testified that the
contract is awaiting SEC approval, and has been extended uncil
June 30, 1982, Nocthing of an evidentiary nature has been
presented to alter cthe findings of Order No. 9628. We shall
rerain jurisdiction over this matcer, and shall continue cthe
refund condition on associated revenues.

Participation 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 obtained 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 rectained
for its ratepayers - any excess dgeneration is sold to the pool ac
that member's incremental cosct. N

The associated interchange 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 credit each
operating company supplying associated interchange energy to the
pool. Each hour, the agent shall charge the purchasing company
energy received from the pool. This selling cost is an equalized
credit shared by the operating companies which provided
generation to the pool for the mutual benefit of all che
operating companies.

Through the provisions of the IIC, Gulf will be a net seller
of interchange energy 1in 1981. Gulf has also reduced its outage
rates, thus making available additional capacity for sales co the
pool. Gulf is projected to net $38,864,991 in interchange
transactions in 1981. From the evidence presented, we find that
Gulf's parcticipation in the Southern System Power Pool through
the pricing of interchange transacctions is in the best interest
of Gulf's ratepayers.
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Gulf's Control Over Plant Daniel Expenses

The Company maintains that the record supports the position
that Gulf has adequate input and control over expenses associated
with Plant Daniel. The Public counsel, however, contends that
the evidence in the record shows that Gulf had no control over
construction costs, fuel supply or operating expenses.

Mr. Parsons testified that Gulf has an operating agreement
with Mississippi Power Company that outlines how certain
procedures are to be handled. He is one of two members of a
supervisory 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 ot decisions involving
expenditures.

Public Counsel makes the following assertion tO Support the
position that the Company has inadequate control of expenses:

1. Gulf had no control over the decision to purchase
western coal.

2. Gulf is obligated to pay for 50% of the cooling
capacity even if another unit is buile at Plant
paniel and Gulf is not a parcicipant.

3. Gulf is responsible for 50% of the expenses,
excluding fuel, even 1f Gulf receives 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 to Paragraph 13-B of the operating agreement between
Gulf and Mississippi, Gulf would be responsible for 50% of the
payments for water service and principal and interest on the
revenue bonds if another unit were added at Plant Daniel. This
provision would apply even if Gulf was not a participant in that
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 time,
there are only two units at Plant paniel and there is no effect
on the test Year.

Regarding the first contention, Mr. parsons stated that Gulf
had no control over the decision to buy western coal because Gulf
was not involved in Plant Daniel at the time the decision was
made. Concerning Item 3, Mr. Parsons tesctified that the
provision related to one company receiving less than 50% of the
output was nonoperational. As far as Icem 4 is concerned, Mr.
Parsons stated that the ultimate decislon to participate, Or not
to participate, in Plant Daniel rested with Gulf. Any
recommendation from Southern Company Services concerning
long-range gdeneration 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, the
record indicates that the Company does have adequate input and
control over expenses associated with Plant Daniel. However, if
an additional unit 1s constructed at plant Daniel and Gulf is not
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a participant, the issue of the appropriateness of Gulf's
obligation to continue to be responsible for 50% of the costs
related to the cooling capacity shall appropriately be addressed
in future ratemaking proceedings.

Basis for Decisions Concerning Expansion

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 savings associated
with Gulf's participation in Plant paniel 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 methodologies for
allocating demand costs were advocated by the parties in this
case. The Company, the Commission Staff and the Federal
Executive Agencies cupported a 12 monthly coincident peak (12 CP)
method, while Air Products and Chemicals, American Cyanimid
company and Monsanto sponsored a five-day average CP method.

Mr. Pollock, the witness for the industrial customers, stated
that the five-day average CP method should be used because Gulf
exhibits seasonal load characteristics, with 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 1in 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 service study based solely upon historical 1981
data (instead of projecrtions) and using a peak responsibility
cost allocation methodology.

As we have stated before, we believe that demand costs should
not be assessed solely on the basis of peak responsibility.
Instead, both peak responsibility and the amount of energy used
should have some weight in the assignment 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 allocating costs in
this proceeding.

The PXT class's cost of service was reflected inaccurately in
the Company's cost of service study performed by Mr. McClanahan.
PX and PXT were directly assigned substation facilities that are
used exclusively by these two classes. They were then allocated
a portion of the common substation facilities that are not used
by PX or PXT customers. This error overstated their rate base
responsibility.

Mr. McClanahan also utilized 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 utilizing 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 construction
of the 12 CP demand allocator. Mr. McClanahan had assumed that
each class's contribution to the 12 monthly coincident peaks
would increase between 1979 and 1981 by the same percentage
~(1.1%) cthat 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
increase of 1l.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 recturn
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
designing 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 validity of a cost of service
study.

Mr. Ted Spangenberg testified for the Company in support of
the load research data used to develop the demand allocators in
the cost of service studies submitted in this proceeding. Mr.
Spangenberg outlined the methods used to estimate demands for
eéach 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 required by

RC-276




ORDER NO. 10557
DOCKET NO. 810136-EU
PAGE 43

PURPA. Mr. Spangenberg testified 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 subsequencly
increased the sample size to conform to the PURPA load research
design requirements.

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 circuit feeders
serve both commercial and non-commercial customers. Mr.
Spangenberg testified 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, in using data from the feeders to estimate
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 estimate demands for all but Gulf's six
largest LP and GSD industrial customers. Mr. Spangenberg
testified that he had to assume that the load shapes of Georgia
pPower's five hundred largest customers are representative of
Gulf's large and small industrial customers and that the
relationship between load shape and load factor was identical 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 analysis. 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
allocation 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, if 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
allocation factors for the cost of sevice studies is seriously
deficient. It is not statistically reliable. It must be
improved. The Company stands advised that in future rate cases,
if the Company's load research techniques do not produce
statistically reliable results, the Commission intends to treat
the matter as a quality of service 1issue and accordingly adjust
the allowed rate of return.
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Allocatrion of Revenue Increase

The results of Mr. Pollock's 12 CP and Average cost-of
service study show the following rates of return earned by the
various customer classes:

Code Rate Schedule Present ROR/Index
RS Residential 8.30%/84

GS General Service 11.21/113

GSD General Ser. Demand 14,43/145

LP Large Power Service 11.27/114

PX Large High Load Factor 9.80/99

oS outdoor Service 9.04/81

TOTAL RETAIL 9.90/100

.

We have granted the Company an overall revenue increase of
$15,543,620. Because we are commitred to gradual progress toward
2 uniform rates of recurn for all classes, the revenue increase
will be divided between the residential (RS) and outdoor service
(0S) classes so as to bring them both up to about the same rate
of return as shown below. This amountsS to a percentagg increase
without fuel of 5.71% for the RS rate and 5.34% for the 0S racte.
In so doing, we are departing from our policy in previous cases
of limiting the increase to any one class to not more than 1.5
times the system average increase. Were we to apply that policy
in this case, some classes whose present rates of return are
above parity would receive an lncrease. Thus, the greater equity
lies in allocating the increase to those classes with

_ subsctantially lower rates of return. The rates of return by
customer class with the revenue increase are:

Code Rate Schedule aApproved ROR/Index
RS - Residential 8.48%/87

GS . General Service 10.74/111

GSD General Ser. Demand 13.59/140

LP Large Power Service 10.56/109

PX Large High Load Factor 9.07/94

0s outdoor Service 8.45/87

TOTAL RETAIL 9.70/100

Customer Charges

Customer charges should be set at unit cost excluding any
minimum distribution system COSt, subject to the limit that no
charge be increased by more than 50%.

RC-278




ORDER NO. 10557
DOCKET NO. 810136-EU
PAGE 45

The Company proposed a residential class customer charge of
$8.00. However, the Company overstated the customer cost to this
class by allocating an excessive number of service drops to 1t
and by assigning monthly billing costs of $1.33 per customer to
each class even though industrial and some commercial customers
have much more complex bills. Therefore the customer charge for
this class will remain at the present $5 per month.

The LP and PX customer classes presently pay customer charges
greatly in excess of actual unit costs. We find no reason not to
immediately decrease these charges to unit costs.

The approved customer charges are shown on the following
schedule:

Rate Company
Schedule Present Unit Cost Proposed . Approved
RS $ 5.00 $ 8.13 $ 8.00 $ 5.00
GS 5.00 11.84 8.00 7.00
GSD 13.00 24.79 28.00 19.50
LP 178.00 26,78 100.00 27.00
PX 4,083.00 59.97 o«  2,480.00 60.00

Demand Charges

The present demand charges are well below unit costs and the
company proposed to increase these charges to move toward unit
costs. The Commission staff recommended that demand charges be
increased to 1.5 times the present charges in an effort to move
closer to unit costs and, at the same time, lessen the impact on
low load factor customers.

prastic changes in demand charges are not warranted at this
time. Perhaps those costs which are allocated in a cost of
service study on average demand and included in the unit demand
cost, should be recovered through the energy, rather than the
demand charge. But we are not ready to decide how much, if any,
of the demand costs should be allocated to the energy charge.
Therefore, demand charges should be kept relatively stable.

The present demand charges are $5.00 per kw for LP (GSLD) and
PX (GSLD1) and $4.00 per kw for GSD. accordingly, we find cthat
the demand charges should be set at $5.00 per kw for all demand
metered rate schedules.

Demand Ratchets

The Company presently incorporates a ratchet provision as &
feature of all demand metered rate schedules. The ratchet for
the GSD, GSDT, LP (GSLD) and LPT (GSLDT) classes is 75% of the
maximum demand during the summer (peak) months. The ratchet for
the PX (GSLDl) and PXT (GSLDT1) classes {optional high load
factor rate schedules) is 100% of the maximum demand at any time
during the year. The Company proposed to continue the ratchet
provisions.
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The staff recommended that demand ratchets be eliminated and
replaced with seasonal demand charges which are higher in the
dummer (peak) months.

We find that ratchets, while recognizing 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
briefly and/or infregquently during the peak season. Yet, wilth 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 pPower and Light Company (Docket No. -’
810002-EU), we eliminated ratchet provisions in all rate
schedules. They should be eliminated in this case also.
However, we do not accept staff's recommendation of a seasonal
increase in demand charges in lieu 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 provision
on these schedules is designed to insure that each customer
maintains the required load factor. It 1is based on the customer
charge plus the demand and energy charges necessary to maintaln a
75% load factor.

The industrial intervenors objected to the' calculation of the
minimum bill. They assercted 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 portion 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 coOSts incurred for
the various transformations necessary to provide service at the
secondary distribution level. Voltage discounts, or credits on
the bill, return that portion of the demand charge related to
transformation to customers who 4o not reqguire it.

The present tariffs provide a discount for transmission
voltage and primary discribuction voltage of 10¢ per kw per
month. The Company proposed to 1lncrease 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
primary distribution 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 which they sought.
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Reactive Demand Charge

A customer's (or a company's) power factor is the racio 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 condicions, reduced
line losses, and released system capacilty. These benefits are
maximiZed when improvement occurs in the proximity of the
equipment utilizing the power. Because of the benefits to the
system of power factor correction, many electric utilities impose
a reactive demand charge on cusctomers 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 this to $1.40 per KVAR. This charge applies to all
rate schedules with specific demand charges.

power factor correcrion is usually achieved by installing
power capacitors. Gulf based its proposed reactive demand charge
on the cost to the customer of installing secondary capacitors.
The Company provided an exhibit showing that the cost to the
Company of correcting the customer power factor to 90%, 1f the
Customer does not, is l1¢ per KVAR per month.

Mr. Baskins testified that the reacrtive demand charge should
be based on the customer's cost rather than che Company's cost
for two reasons. First, to provide a proper price signal which
will make it economically attractive for the customer to install
the power factor correction. §econdly, it is a more efficient
way of correcting the problem than if the Company installed the
capacitance. If the capacitors are installed by the customer, he
reduces the line losses in his equipment and might even free up
capacity to avoid the need for enlarging his wiring and
services. If the customer 1installs 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
equipment, the company's and the customer's lines up to the point
of correction have to carry useless current.

We agree that customer power factor correction 1s beneficial
to both the customer and to the Company. Addicionally, we find
that it is more efficient for the customer to correct his power
than for the Company to do so. There should be an incencive for
the customer to correct his own power factor. However,
considering the wide variance between the cost to the customer of
providing his own capacitor ($1.40 per KVAR) and the cost to cthe
company of providing capacitance (114 per KVAR), we find that the
proposed charge of $1.40 per KVAR was not adequately justified.
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 1initial
connections, normal reconnections, and reconnections afrer
delinquency in payment from $10.00 to $13.00. The Company also
proposed to institute 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
collecrion charge is to recover the cost of the trip to the
customer's place of service. We find that the cost data submitrted
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 operactions. 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 testified that poultry farm operations generally do not
have the same load characteristics as residential customers. The
Company, in its brief, agreed that poultry farm operations should
be removed from the residential rate.

There are seven poultry farms taking service under the
residential rate. They must be raken off this 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 race 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 until the next rate proceeding of this company.

Qutdoor Service Rates

In its original filing, the Company proposed an increase for
the three subrates (0SI, OSII, OSIII) served under the OS
designation, but left the other features of these races
unchanged. In reviewing the Company‘s filing, Staff found
several problems in the structure of these rates and outlined
them at the prehearing conference. At the hearing, the Company
agreed to work with Staff in redesigning these rates. We approve
the new rate design worked out by the Company and Staff and will
discuss the major features of it.

As originally filed, OSI 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, traffic signals, CATV amplifiers, and an undefined
miscellaneous 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
classified on the basis of load characteristics. The load
characteristics of streetr lighting customers are the same
regardless of who owns the fixtures. Thus, as revised, OSI will
consist of all street lighting customers. All OSI customers will
pay the same energy charge. OSI 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 amplifier customers. These customers have similar load
characteristics and essentially operate 24 hours a day. Also
left in 0SII1 are the miscellaneous customers. They were not
moved to another rate because they were not sufficiently
identified to allow any intelligent statements about their load
characreristics.
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0SII, as revised, will include area lighting customers. Mr.
Haskins testified that currently there are no customers who own
their area lighring fixtures.

puring cross-examinacion Mr. Haskins admitcted 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 valaid
reason for charging OSI and II an energy charge expressed as
cents per kwh and recovering essentially the same costs from
OSIII customers via a maximum demand charge. In the revised
tariff, Staff calculated and the Company accepted, cost based
energy charges for all three ractes, and the energy charge for
OSIII is now expressed in the more understandable cents per kwh
form. We use the term cost based energy charges with some
caution, 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
tate, the Company has an ongoing group rebulbing program whereby
every bulb is replaced near the expiration date of its expected
11fe. More expensive spot rebulbing is also necessary where che
bulbs burn out sooner than expected. However, a group rebulbing
program considerably reduces the frequency of spot rebulbing.
The Company does not have a dgroup rebulbing program for OSII
fixtures. But, in calcularing the OSII maintenance charge, the
Company assumed the same spot rebulbing ratce for OSI and OSII.
As a result, the maintenance charge for OSII was underscated.
Staff recalculated the OSII maintenance charge using a more
realistic spot rebulbing rate and we approve the modification.

0SI 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 facilitcies
charge for the various fixtures included an increment, varying in
amounts, that the company referred to as "system related
investment costs". Mr. Haskins admicted that this increment was
not added to the 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
eliminated this component from the facilities charge. These
costs will be collected through the energy charges applied to all
O0S customers since they are the production, transmission, and
distribution costs allocated to this class in the cost of service
study.

In redesigning this tariff, scaff recommended that the fuel
adjustmenct 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 racio for these customers is easily
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 efficient high pressure sodium vapor
fixtures, the undepreciated portion 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 conservation idea, these costs should not be
recovered through the conservation cost recovery clause until a
cost benefitr 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 with the
Commission within six months of the effective date of this
order. Until 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 tariff format changes designed 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. puring 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
reality. That is, for the present time, Gulf should continue
with a winter rate which is lower than the summer tace.

While Gulf Power is presently a summer peaking utilicty which
18 not strongly connected to the rest of the State, this
stituation seems likely to change. We have encouraged Florida
utilities to interchange power when 1t is economical to do so.
Gulf Power Company has been encouraged to establish stronger
transmission links to the rest of the state to facilictate such
interchanges of powver. Also, Gulf's winter peak has been
increasing, getting closer and closer to the summer peak. As
Gulf establishes stronger transmission ties with the rest of the
state, and its winter peak approaches its summer peak, the result
may well be elimination of any meaningful wincer/summer
differential in peak loads. Thus, customers should not be
encouraged to make long-run equipment decisions, 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
furture elimination of the winter/summer rate differentials and we
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order the Company to give them this notice. This may be
accomplished through bill stuffers or by any other reasonable
means subject to the approval of the Rate Division of the
Commission's Electric and Gas Department.

Seasonal Service Rider

The Company presently has an optional Seasonal Service Rider
which affords demand customers an opportunity to pay more of
their total annual demand costs during the summer peak period
than demand customers usually do.

The present Seasonal Service Rider provides for an additional
demand charge of $1.00 per kw during the summer months of June
through October and an annual minimum bill of $40.00 per kw of
actual demand. In exchange for these charges, the demand ratchet
feature, as well as the minimum kw feature of the standard rate
schedule is waived.

The Company proposed an increase to the charges under chis
rider based on the Company's requested rate increase in this
case. Since no portion of the authorized revenue increase has
been allocated to the demand metered rate schedules, we find that
no change in the charges applicable to this rider is warranted,
Furthermore, the months to which the additional demand charge
applies must be changed to June through September to be
consistent with the summer (peak) months chosen for the
residential and general service seasonal rates.

Standby Service

The Company has had the same tariff for Auxiliary or Standby
Service for many years. Under it, the race applicable for such
service is Rate Schedule LP (Large Power Service with demands of
at least 500 kw). There are no customers taking standby service
under this tariff provision. Residential customers with
windmills are provided standby or supplementary service under the
standard residential rate.

In its original filing, the Company proposed no change to the
standby rate tariff. However, at the prehearing conference, the
Company accepted the position of the staff at the time that
standby service should be provided at the time-of-use rate
otherwise applicable to the customers. We find that the rate for
standby service should be the rate applicable to the customer
based on his kw demand. The customer may, if he so chooses, take
service under the related time of use rate.

Mr. Harold Cook, testifying on behalf of St. Regis Paper
Company, recommended that the Commission set guidelines for
designing various auxiliary rates for cogenerators. He
recommended different rates for three types of service.
Supplementary power (energy used by a facility in addition to
that 1t generates on its own) should be billed at the industrial
rate the cogenerator would normally receive service under if he
did not own his own generating equipment. Back-up service power
available to replace power generated by a facility's own
generation equipment during an unscheduled outage should be
priced on the basis that the utilicy is providing reserve
capacity for the customer's generation. Mr. Cook proposed that
the rate for back-up service be the Gulf Power reserve cricterion
times the demand charge of the rate under which the cogenerator
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would be served if the customer did not own its own generatcing
facility. A proper rate for maintenance power (energy supplied
during scheduled outages of the qualifying facility} should
contain no demand charge according to Mr. Cook, if the
cogenerator and the utility are able to coordinate scheduled
outages of the cogenerator's facilities. Maintenance power
should be priced at the applicable energy rate that the
cogenerator would be served under if the customer did not own its
own generatring facilities.

Mr. Cook's position boils down to the position that
cogenerators should not be presumed to be firm customers unless
proven to be so., We agree with the idea that these customers
should not be assumed to be firm customers. The major device in
the Company's tariffs which creates the presumption of firm
service by any customer is the ratchet in both its traditional
form (i.e., a percentage of maximum demand) and in the minimum kw
bill provision.

The elimination of demand ratchets 1in all its forms
(including minimum kw bill provisions) would eliminate the
presumption that cogenerators are firm, Placing cogenerators, or
anyone else, on rates in which they pay only for their use, when
they use it, should satisfy the need for non-discriminatory
maintenance, back-up, and auxiliary power service rates.

We have solved part of the problem by eliminating the
ratchet. However, based on the record in this proceeding, we do
not have sufficient information to eliminate the minimum billed
kw provisions at this time. We do not know the revenue effect on
the Company of the elimination of this provision, nor has the
Company been given an opportunity to address this issue,

Further, we find this matter should be treated on a generic basis
involving all the investor-owned electric utilities as well as
the municipals and cooperatives, Therefore, a generic docket
will be opened to address the appropriateness of minimum-bill kw
provisions in the rate schedules of all electric urilities.

Interruptible Rates

Order MNo. 10179 (August 3, 1981) required each company to
offer interruptible rates to those industrial and commercial
customers willing to have their power interrupted. Mr. Haskins
testified that the Company has not filed interruptible ratces
because none of their customers have shown interest in such a
rate and they prefer to design a rate for a specific customer who
is interested 1in it.

Since the Company presently has excess capacity, shifring
firm customers to interruptible rates is not going to promote
capacity avoidance in the short run. However, the long run
outlook may well be different. Therefore, we order the Company
to file a plan, within six months, showing the Company's
projections of when interruptible rates will allow capacity
avoidance and be offered to their customers.

Inverted Rates

At the prehearing conference, Public Counsel took the
position that an inverted residential rate structure should be
implemented to encourage conservation. However, no evidence was
presented on this issue at the hearing. We note that inverted
rates are the subject of investigation in Docket No. 800708-EU.

RC-286




ORDER NO. 10557
DOCKET NO. 810136-EU
PAGE 53

Customer Rate Migration

presently, the Company's demand metered rate schedules

consist of GSD (customers with demands of 20 kw or greater), LP
(customers with demands of at least 500 kw), and PX {an optional
rate schedule requiring that the customer maintain a load factor
of at least 75%). Gulf allows its demand mectered customers to
move from one rate schedule to another if they wish, regardless
of whether their load characteristics are more consistent with
the class they leave than the class they join. For example, if a
customer with a demand of 650 kw (thus falling in the LP class)

found that he could reduce his bill if he were billed under the

GSD rate, he would be allowed to migrate to the GSD schedule
where maximum demands are supposedly 500 kw and below. In the
company's original filing, 75% of the LP customers would migrate
to GSD.

Mr. Haskins testified that one of the criteria for good race
design is the establishment of classes with fairly homogeneous
load characteristics. The load research which is used 1n the
cost of service study assumes that in calculating the rates of
recurn by class, load characteristics remain fairly consistent
after revenue requirements are converted into rates. If large
numbers of customers are allowed to move to any class they desire
based solely on their economic considerations, very little can be
said aboutr the resultant rates of return by class or customer.
Most importantly, changing customer groups after the cost of
service study is performed destroys the match between costs
allocated to a customer group and rates designed to recover those
costs. Some customers will pay more than their fair share and
some less. Finally, the probability samples used in load
research are based on the makeup of the customer classes at the
time the load research design is completed. 1If a large number of
customers subsequently migrate to other classes, the statistical
validity of the samples is impaired.

The migration problem can be solved by charging full unic
demand and energy charges. Coincidence factors will always
differ by customer groups, and, until an inexpensive demand meter
which measures coincident demand racther than noncoincident demand
is invented, differences 1in coincidence between classes will
dictare different demand costs by class. Until then, we will not
allow migration downward to lower demand rate schedules unless
the customer gualifies by holding down his demand for a year.
Customers may migrate to a higher demand schedule at any time
provided they pay the minimum demand provisions of the higher
demand schedule.

As a possible solution to the migration problem, the Company
submitted an hour's use rate proposal. This is not a viable
alternative because it discourages conservaction by decreasing the
energy charge as more kilowatt hours per kilowatt are used.

The Company must revise rate GSD to include a maximum demand
limitation of 500 kw per month and a provision that a customer
may not change from a higher demand rate to GSD unless his demand

. is less than 500 kw per month for the immediately preceding year.

Time of Day Peak Periods

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 lengthen the daily summer
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peak periods which are now 12 AM through 10 P4 to 10 AM cthrough
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§ P4 to 10 PM peak period.
The Company argued that the proposed peak periods more closely
match their actual peak demand periods.

What the Company's argument overlooks, however, is 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 generation can be bought
and sold among Florida utilities on an hourly basis. While Gulf
presently does not exchange much power with other Florida
utilities, treating it as part of the starte pool will have
increasing merit as its interconnection with the rest of the
state is strengthened. Therefore, the Company's present peak
rating periods must be retained.

Lump Sum Payment Option for TQOD Meters

Customers who choose to receive service under a time of day
rate have the optiaon of paying a monthly charge to cover the cost
of the more expensive (relative to a standard) time of day meter
or paying for the time 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 Exhibic
118, the current cost of the time of day meters is $154.40 for
RST customers and $282.24 for GST classes, and these amouncs must
appear on the respective tariffs.

Load Factors Used in Designing TOD Rates

In designing its time of day rates, the Company used class
load factors to allocate che demand costs which must be recovered
by the energy charge of the rate between peak and off-peak
periods. Alternatrively, these costs could be altocated between
peak and off-peak periods using the system load factor.

One of the primary objectives of cime of day rates is to
encourage customers to shift their usage from peak to off-peak
periods. The greater the differential bectween peak and off-peak
prices, the greater the incentive to shift-usage. The maximum
di1fferential between peak and off-peak energy prices 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
of f-peak periods.
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Late Payment Penalty

The Company proposed a late payment interest charge of 1.5%
for delinguent 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 testified 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 applied 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
pocket No., 800726-EU.

Investigation Fee

L]

Gulf proposed to begin charging a minimum $25.00
investigation fee to cover the cost of investigation in a case
involving an allegation of meter tampering. The Company proposes
to collect this 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, che
Company would attempt to collect the actual costs, either through
negotiation or legal process.

We approve the $25.00 investigation fee because it will make
those customers who cause the Company to incur the cost
responsible for it. We do so subject to one caveart, 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 Commission rules and policy. We
approve the proposed changes to these tariffs:

4.14 Testing of Meters
4.14.1 Fast Meter

4.14.2 Slow Meter

4,14.3 Non-Register Meter
4.14.4 Creeping Meters

RC-289




ORDER NO. 10557
DOCKET NO. 810136~EU
PAGE 56

Additionally, the Company must strike the word "materaial®
from its tariff, Fifth Revised Sheet No. 4.12, concerning refunds
of deposits, as-'it refers to an obsolete pracraice.

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 will
be aware of the nature of the costs they are paying for in the
energy charge. Energy charges on a tariff should appear as
follows:

Energy Charge

(1) Nonfuel Charge . 2/kwh
(2) Fuel Charge 2.5¢/kwh
Total #/kwh

Fuel Costs in Base Rates

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 Docket No. 810082-EU, a generic docket concerning customer
billing, we ruled that the total fuel cost must be shown as a
separate item on all bills, effective January 1, 1983.

Therefore, we find that removing the, 2,5¢/kwh fuel costs from
base rates is 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 impart useful information.

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 upon the Company's petition.

ADDITIONAL FINDINGS AND CONCLUSIONS

In addition to the foregoing, we find and conclude as follows:

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
1981 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 $628,574,431.

4. The adjustments made to the calculation of net operating

income are proper and appropriate. For ratemaking purposes,
Gulf's net operating income for the test period 1s $62,199,775.
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5. The fair rate of return on equity capital of Gulf Power
Company lies in a range of 14.75-16.75%. A return of 15.85%
should be used to determine revenue requirements.

6. The range of reasonableness for the overall fair rate of
recurn for the Company is 9.40-9.94%, with a focus upon 9.70% for
ratemaking purposes.

7. That the atctrition allowance of.$7,967,000 provided to
reflect the full annual impact of Plant Daniel on investment,
revenues, and expenses is reasonable and appropriate for
ratemaking purposes in this case,.

8. Gulf Power Company should be authorized to increase its
rates and charges by $5,543,620 in annual gross revenues to
provide it an opportunity to earn a fair racte of return of 9.70%,

9. The rate schedules prescribed and approved herein are
fair, just and reasonable within the meaning of Chaprer 366,
Florida Statutes.

Accordingly, it is

ORDERED by the Florida Public Service Commission chat the
findings of fact and conclusiors of law set forth herein are
approved. It is furcher

ORDERED that the petition of Gulf Power Company for authority
to increase itsg 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 $5,543,620 in additional gross revenues annually. The
Company shall include with the revised rate schedules all
calculations and workpapers used in deriving the revised rates
and charges. It is furcher

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 and in this Order, be
continued. The Commission retains jurisdiction over this
marcter. Gulf Power Company shall submit evidence of consummation
of the Scherer transacrion on or before June 30, 1382, cthe time
frame specified by the contract between the parties. It is
furcher

ORDERED that the revised rate schedules authorized herelin
shall be reflected upon billings rendered for meter readings
taken on or after February 12, 1982. It is furcher

ORDERED that the Company provide to each customer a bill

stuffer describing the nature of the increase and conforming to
the requirements specified herein. It is furcher
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ORDERED that Gulf Power Company provide to the Fuel
Procurement Section of the Commission's Electric and Gas
pepartment a copy of the independent audit per formed by Theodore
Barry and Associates referred to during the hearing. It is
further

ORDERED that within six months of this Order, Gulf Power
Company file with the Commission a cost benefit analysis on
replacement of mercury vapor fixtures with high pressure sodium
vapor fixtures prior to expiracion of the service contract. It
is further

ORDERED that the Company submit for Commission approval,
within fifteen (15) days of the date of this Order, the request
for ruling by the IRS which is the subject of the stipulation
referred to and approved herein. It is further

ORDERED that the Company file a plan, within six months,
showing the Company's projections of when interruptible rates
will allow capacity -avoidance and be offered to their customers.

By ORDER of the Florida Public Service Commission, this 1lst
day of February, 1982.

(SEAL) /5%[0‘{’5 E{MZ

CS8TEVE TRIBBL:
COMMISSI CLERK

JAM/PS

Commissioner Marks dissents.
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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 majority have forsaken the "big jolc”
theory and seized upon the "FERC Letter" criteria, also known as
the "financial integrity"” test. Applying the financial integrity
test to the Gulf situation yielded 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. Wwhen it is
built, Gulf will own 30%; Mississipp1 Power Company will own
70%. No construction is expected until 1995. By any measure,
the site is8 held for future use. Property held for future use 1is
the antithesis of property which is used and useful. Today's
customers will enjoy precious little benefit resulcing from the
Company's plan to build 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 points
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 whether 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 accomplished 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 DECISICN

In this Order, we have determined that Gulf Power
Company, (Gulf, the utility or the Company) should te 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 Appendix 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 Power 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. 10519. Gulf did not request interim rate relief.

Extensive public hearings on Gulf Power Company'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
estatlished by the balance sheet approach, that industry
association dues, charitable contributions, and all advertising
expenses be disallowed from operating expenses. Public Counsel
also advocated that Gulf's 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 Agencies

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 Company.

REVENUE REQUIREMENTS DETERMINATION

The revenue Tequirements 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 data as a check on the
reasonableness of the forecasted data. However, in this case,
Gulf proposed calendar 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 this case, October, 1982, actual data
for 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 systen
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used by the Company to develop the projected rate base and NOCI.
He stated that the Company's financial forecasting system was
evaluated using the professional standards outlined in the’
AICPA's Guidelines for Systems for the Preparation of Financial
Forecasts. Based on his review, Mr. Bell concluded that the
financial 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 Company 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

e ———————

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. 0f 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 1is $554,620,000, based upor $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
maintzin its financial integrity, we include $6,034,000 of CWIP in
rate base.

E. The Caryville Site

Gulf included $2,291,000 of Plant Held for Future Use
related to the Caryville site in its proposed rate base. Public
Coursel contended that the site should be removed from the rate
base. The 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 Progress 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 bpposed to the formula approach
previously utilized. 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. OCur adjustments are set forth
as follows:

Adjustments to Working Capital Allowance

$(000)

Working Capital Allowance Per Company $ 111,662

Adjustments:

1. Fuel Inventory (25,242)
2. Temporary Cash Investments (13,453)
3. Nuclear Site PSEI (1,752)
4. Property Ins. Res. (1,147)
5. SCS Charges (686)
6. Adj. for Inflation (101)
7. DPeferred O&M 4,683

Total Adjustments (37,711)
Adjusted Working Capital $ 73,951

A discussion of these adjustments follows.

1. Fuel Inventory

Coal Inventory -

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 incliude in
the 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-Products
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 by placing $13,442 of the Company's
overall award subject to refund.
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However, a question remains concerning the price paid for
coal from other sources. In its original filing in MFR B-12, 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. This 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 low 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
adjustments, 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,
encugh coal is on hand to operate the plants for 60 days.
Assuming a more realistic capacity factor of 50%, 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, coal 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
testified 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 ail 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. The 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. 1In the absence of that kind of
empirical 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 bear 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
50-day projected burn policy would require the Company to maintain
sufficient coal on hand to meet the expected burn for the
impediately 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 origral proposed coal

inventory per MFR B-12 $94,614,037 (system)

Adjustment for revised

forecast per Ex. 240 (11,320,494)
83,293,823

Adjustment for UPS contract ' (12,733,000)

70,560,823

Adjustment to reduce to
60-day nameplate level (5,759,059)

13 month average 60-day
nameplate level 64,801,764

13 month average 90-day
projected burn level 46,812,917

Difference between 60-day
nameplate level and 90-day
projected burn level 17,988,847

1/2 difference between 60-day
nameplate and 90-day projected

burn level 8,994,424
60-day nameplate level 64,801,764
Less adjustment (8,994,424)
Approved coal inventory level 55,807,340 (system)
Jurisdictional separation Factor .94223
Approved coal inventory level $52,582,960 (juris)
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Heavy 0il 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
0il 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 heavy oil fuel inventory.

No. 2 0il 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 jncluded 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 related 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.

1. 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
ground they are not used to meet day-to-day operating and
paintenance 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.

5. 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 Charges

1982 1983 Increase $Increase
OgM $9,280,000 $10,136,991 $856,991 9.23%
Expenses
Capitalized
Expenses 4,004,135 c,845,009 1,842,874 46.05%
20.353%

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 capitalized expenses is far in
excess of what can be accounted for by inflatiom 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 Wwill 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 stoch. 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 1iabilities 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 1.45% 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 INCCME

Having established th
in the revenue requirements

e Company's rate base, the next step
formula is to determine the net

operating income applicable to t

he 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.
adjustments are set forth as follows:

Our

Adjustments to NOI

$(000)
Per Company Adjustments As Adjusted
A. Operating Revenues $358,792 $9,142 $367,934

Operating Expenses
B. Operating and

Maintenance 240,644 (6,340) 234,304
C. Depreciation and

Amortization 29,297 0 29,297
D. Taxes Other Than

Income Taxes 14,251 18 14,269
E. Income Taxes

Currently Payable 6,344 8,408 14,752
F. Deferred Income

‘Taxes (Net) 10,490 (1,051} 9,439
G. Investment Tax

Credit 5,858 0 5,858
H. Gain on Sale of

Plant 0 0 0
1. Total Operating

Expenses 306,884 1,035 307,919
J. Net Operating

Income $ 51,908 8,107 $ 60,015

A. Operating Revenues

Customer Sales and Demand Forecast

Mr. Shearer and Mr. QOerting 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 the 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
projecting 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 Teview 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
payments. 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 a 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
Company an undivided one-half interest in Daniel Units 1 and 2
jocated in Jackson County, Mississippi, thereby increasing its
generating capacity by 511 MW. 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 jncluded 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 ratepayers, 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 cperating companies were equalized, it
would have a reserve margin of 66.2% in 1981. For system planning
purposes, 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 thenm.

In Gulf's last rate case W€ penalized the Company for
failing to prudently jdentify 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 different
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

RC-311 )




CRDER NOC. 11498
DOCKET NO. 820150-EU
PAGE 19

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 21l
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
0¥ 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:

System
Plant in Service $105,131,000
Accumulated Depreciation (15,197,000)
Net Plant $ 89,934,000
Working Capital , g
Fuel 12,162,000
Other 4,773,000
Total Working Capital $16,935,000
Rate Base $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 Company'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 correct and we approve it:
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Adjustment to Income Statement for the UPS Contract

Systen
Operating Revenues $ 88,663
Operating Expenses

Fuel 56,999
Variable O&M 3,114
Fixed O&M 3,149
Depreciation 3,985
Amortization of ITC (310)
Income Taxes-Cum. Pay. 2,433
Deferred Inc. Taxes 3,062
Taxes Other Than Inc. 3,252
Gross Receipts Tax 1,330
Total Operating Expenses $ 77,014
Net Cperating Income $ 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 aTe 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 11C) 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 MW to the other members of Southern during
the peak month of August in 1983. We assume that Gulf's projected
sale of 186 MW 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 MW 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 XW. 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 pcol 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 cdapacity 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 MWH. 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 ternm benefits associated with the
acquisition, and had they proved that disposition of 186 MW via
the 1IC was the best because it was the only possible sale from
that capacity, our decision today might be different. These
jssues 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 Of f-System Sale
of Plant Daniel Capacity

Revenue requirement associated
with 186 MW of Plant Daniel $19,806,409

Net difference in ICC capacity
payments for 186 MW of capacity {13,505,682)

$12,260,555 capacity payments received
1,245,127 capacity payments avoided
$15,505,682

Revenue Requirements Associated
with Sch. E and Economy Sales (578,125)

( 186 M X  ($5,206,000 + 367,000)
1793 ME)

Net Annual Revenue Requirements
associated with 186 MW of Plant Daniel $5,722,602

Jurisdictional Separation Factor .94221661

Jurisdictional Adjustment For Off-
System Sale of Plant Daniel Capacity $5,391,931

Our adjustment may be somewhat conservative when the
Company's position under the I1IC 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 year 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
revenue 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
1982, 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 Kevenues

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 $240,644
Adjustments

1. Inflation (2,334)
2. Non-recurring Maintenance {3,831)
3. Rate Case Expense (21)
4. Dues (18)
5. Contributions (27)
6. Advertising ) (109)
Total Adjustments $_(6,340)
Adjusted O§M Expense . $234,304

1. Infiation and Escalation Rates

In putting its rate case filing together, the Company
assumed an inflation rate of 10.3% for 1982 and a 9% jinflation
rate for 1683. 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 2
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 7% 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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2. 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 not imclude 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
Tequirements 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 $2,017,000 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 expense 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
$293,835 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 $51,369 (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 jndustry 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
justitutional 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
jncrease 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
$29,297,000. This is the proper amount and no adjustment is
necessary.
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D. Taxes Other Than Income Taxes

Effect of QOther 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 party adding new issues after hearing is
governed by Rule 25-22.38(5)(B) which states in part:

2. 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 teo
identify the issue;. . .

Public Counsel has made no effort to demonstrate why the
jssue 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.

RC-320




ORDER NO. 11468
DOCKET NO. 820150-EU
PAGE 28

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,
althoughk 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
$796,842.

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
carrybacks. 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 the 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
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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 interest
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.

~he amortization of investment credit 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 JLIC.

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 requiring
gains or losses from the disposition of utility property to be
amortized over a five year period. However, the Company
anticipates a loss of $21,917 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 Cperating 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 the 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 '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
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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
cemponents, 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. Llong term debt 281,146,610 44.14 9.21% 4.07%
2. Short term debt -0~ -0~ -0- =0~
3. Preferred stock . 53,770,592 8.44 8.31 .70
4. Customer Deposits 7,659,532 1.20 7.84 .09
S. Common Equity 169,277,229 26.58 15.85 4.21
6. Tax Credits - Zero 1,548,454 .24 -0~ -0-
Cost
7. Tax Credits-Weighted 40,662,102 6.39 9.69 .62
: Cost
8. Deferred Income Taxes 82,831,481 13.01 -0- =0-
TOTAL $636,896,000 100.00 9.69%
RANGE OF RETURN ON EQUITY 14.85% - 16.85%

RANGE OF OVERALL RATE OF RETURN 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 witk 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
a?ount 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.

Consistent 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%.
The 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 17.5%.
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 subsidiary 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 equity 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 common 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

RC-328 .



ORDER NC. 11498
DCCKET NO. 820150-EU
PAGE 36

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 54 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 used 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 tecord 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 cverall 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. -
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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 of 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 capital 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 'not 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 JLIC 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 hLas been followed by regulatory bodies with the
JDIC adjustment heing 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
41,811,819, 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

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 Tate cases we granted the Company
10 additional basis points on the overall rate of return reward
for its superior efforts in conservation. Rather than consider
it in this ‘froceeding, 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 1.580261 should be
used in this case. It is developed as follows:

Revenue Requirement 100.0000%
Gross Receipts : (1.5000)
Regulatory Assessment Fee {.0625)
Net Before Income Taxes 98.4375
Income Taxes (47.9391)
Revenue Expansion Factor 50.4984%
NCI Multiplier 1.980261

REVENUE DEFICIENCY

Having determined the Company's rate base, the test year
NC1, 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 scme 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,
31locates 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. In~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
0S-1I1 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 0S-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:
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Rate Code Rate Schedule Present ROR/Index
RS Residential 8.71%/ .92
GS Ceneral Service 15.01%/1.70
GSD General Service Demand 10.55%/1.12
LP(GSLD) General Service Large Demand 10.30%/1.09
PX High Load Factor 7.63%/ .81
0s I-11 Street Lighting 9.01%/ .96
0s I1I Outdoor Lighting 32.97%/3.50
Total Retail 9.42%/1.00

HWe 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 Approved‘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  10.308/1.07
PX High Load Factor 8.99%/ .93
0s 1-11 Street Lighting 9.04%/ .94
0s III Qutdoor 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
allccation 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 * 53% for the 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
+ 53% at the 90% confidence level an acceptable level of
precision for the GS class, in view of the small size of the
class. In thé absence of a cost benefit analysis demonstrating
that the costs of attaining precision of + 10% 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 Chargés

The Company proposed to increase customer charges from
those set in the previous rate case approximately 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 Approved Customer Charge
RS Residential $ 5.00
GS General Service $7.00
GSD General Service Demand $19.50
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 low 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. 7Thus, we approve an increase of 50% of the PX
demand charge to $7.50 per KW 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
tke 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 in 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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TCD Rates

Several issues were raised concerning TOD rates. Staff
and Public Counsel proposed that mandatory TOD rates be
established 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
lengthen 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 AM to 10 AM and 6 PM to 10 PM by eliminating the
6 PM to 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
tates 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 nethod 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 o
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.
~herefore no minimum term of service requirement may be jmposed
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 XW, 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.

Qutdoor Service Rates

The Company and Staff agreed that the street and outdoor
lighting rates, 0S-1I and 0S-I11, 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 taken 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 25% 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 readiness of the Company to furnish such
service, no monthly bill will be rendered
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 20 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 course 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 ta him.

Oour second concern arises from the fact that this is a
blanket provision contained on every demand tariff that is 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 aminimum 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 25¢ per KW for
customers taking service at primary voltage and 70¢ per XW for
those receiving service at transmission level. The Company
proposed a uniform discount of 40¢ 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, whiclh 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
customeTs 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
Tequire continuous firm service they should not be assessed the
same demand charges required from firm customers. He
recomnended 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 and GSD 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 50
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%. 1In 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. 176 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
1f 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 g0%. 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 longer 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 with the rate case. However, the purpose 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
adequate 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 19583
test year is based on reasonable projections and assumptions and
thus permits us to set reasonable rates for the period in which
they will be in effect.

Effective Date and Wotice 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. 24 492 (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. 1In 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 prov1s1on contained in Gulf'
tariff is valid:

Payment of Previous Accounts Required -Applications
for service will not be accepted by the 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 any 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:

Payment of Previous Accounts Required -Applications
for service will be accepted by the Company until
the applicant has paid to the Company all sums at
any time owing and then unpaid by him for service
o=-bills5- of the same class rendered by the Company
for-any-purpeses, 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 prefiled "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 direct
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_annxhexﬁparxyg_nnjﬁlggiimggy that should have

been presented in the case-in-chief. See Driscoll v. Morris,
114 So. 2d 314 (Fla. 3rd DCA, 1959), Atlas v. Siso, 188 So. 2d
344 (Fla. 3rd DCA, 1966), and King Pest Tontrol v. Binger, 379
So. 2d 660 (Fla. 4th DCA, 19807, In other words, a utility
should file its direct case in its initial presentation and
l1imit 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, supra. But care must be taken
to prevent prejudice to other parties 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 fronm
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 used 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.
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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 asscciated with that portion of working
capital attributable to coal procurred from the Alabama
By-Products Company's Maxine Mine should be subject to refund

ending 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 petiticn 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 meteT 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. The 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 retudn 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 2 hearing on this patter 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 ijs 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.

By ORDER of the Florida public Service Commission, this
1l1th day of January 1983.
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APPENDIX B

. SCHEDULE SUMMARIZING ADJUSTMENTS TO RATE BASE

$(000)
Company Approved
Adjusted Rate Base Per
MFR B-3b, Col. (80 p.31) $674,607 $674,607
Adjustments '

Temp. Cash Investment 0 - (13,453)
Clearing Accounts 0 0
Caryville Study & Equipment 0 0
Prel. Surv. & Investment 0 0
Inv. & Dam. Res. 0 0
Other Deferred Cr. 0 0

Common Stock Dividend 0 0

ESOP 0] (13)

Nuclear Site PS&l 0 .(1,752)

Property Ins. Res. 0 (1,147)

. Caryville PS&I 0 0

Coal Inventory 0 (13,901)

0il Inventory 0 0

Deferred O&M Expense 0 4,683

CWIP 0 0

Caryville Plant Site 0 0

Caryville Cancel Chg. 0 0

Unit Power Sales 0 (538)

Inflation 0 (101)

0il & Coal Inv. 0 (10,803)

SCS Charges 0 (686)

Total Adjustments 0 (37,711)
Adjusted Rate Base §674!6Q7 636,896
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APPENDIX C

SCHEDULE SUMMARIZING NOI ADJUSTMENTS

$(000)
Company Approved
Adjusted NOI Per MFR c-2d4
Col. (8) P. 190 $51,908 $51,908
Adjuétments
PX, RS & OS Rates 0 1,148*
Taxes Other Than Income o] (18)*
Inflation 0 2,334*
Unit Power Sales o] 0]
Schedule E 0 4,905*
Economy Sales 0 346*
Capacity 0 0
Temporary Cash Inv. 0] (2,649)*
Caryville Rev. & Exp. 0 0
Non Recur. Maint. 0 3,831*
Rate Case Expenses 0 21*
Dues 0 18*
Contributions 0 27*
Advertising 0 109~
So. Co. Charges 0 0
1982 Tax Law 0] (773
Amort. of ITC 0 0
Unfunded Def. Tax 0 1,051
Int. SYNCRHO 0 (800)
Adj. Related to Unused Capacity 0 5,392
Tax Effect of Above Adjustment
Income Taxes Current 0 (7,531)
Total Adjustments 0 8,107
Adjusted Net Operating Income $51,908 60,015

*Tax Rate = 48.7%
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Plant Daniel Adjustment Based on 1983 Contract

PAGE 61 of Order

July 1983 Total Available Capacity

July 1983 Firm Peak Demand

Reserves

% Reserve Margin

Maximum reasonable reserve margin:

Projected reserves 492.4
less 25% reserve margin -331.9
Excess Reserve: MW 160.5
less July 1983 equalization -72.4
Unequalized Reserves above 25% §8S8.1

Summary of Alternative Plant

MW

MW

MW
MW

MW
MW

Daniel Adjustment

88.1 MW Reserves above 25%

Shedule E and Economy Sales Credit

88.1
1793

72.4 MW Equalization shortfall
Total Daniel Adjustment

X (4,905,000 + 346,000)

$ 10,383,281

$  (258,011)

$ 3,977,740
$ 14,103,010
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PAGE 62 : 1983 Revenue Requirements Associated with

§8.1 MW of Plant Daniel

o

o

Investment - Plant Daniel

Net Investment - PTant Daniel $ 189,661,281

Ratio of 88.1 MW to Total Daniel MW

88.1 MW
511 MW L1724
, $ 732,608,941
238 MW Unit Power Sales (UPS) $ 12,733,000

Ratio of 88.1 MW to 238 MW UPS

88.1 MW .3702
235 MW $ 4,713,350

5

1983 Net Investment Associated with
88.1 MW of Plant Daniel $ 37,412,291
Equity Return (16.5% CE + 10.15% PS) 6.20%
$ 2,319,562

X Revenue Expansion Factor 1.980261

1983 Net Investment for 88.1 MW Daniel $ 37,412,291

Incremental Daniel weightdDebt Return (10.43%) 5.49%
$ 2,053,935
X Revenue Expansion Factor 1.015873

Fixed Expenses

Total Fixed O&M Expesnes $ 21,144,945
X NOI Factor . 51.3%

Ratio of 88.1 MW to Total Capcity of

Daniel 88.1
511 L1724
~ 1,870,161
M X Revenue Expansion Factor 1.980261

i~ Deavannuas Reanirement for 88.1R®'355nie1

$ 10,847,357

$

Revenue
Requircments

$

$

42,593,338

2,086,537

3,703,406

10,383,251
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Adjustment for 72.4 MW Equalization Capcity Payment Shortfall

1. Revenue Requirements Associated with $§ 7,954,850
72.4 MW of Plant Daniel

2. 1983 Interchange Contract Capacity Payments (3,779,036)

3. Revenue Requirements Associated with
1983 Schedule and Economy Sales

1555 X ($4,905,000 + $346,000) (198,704)

4. Net Jurisdictional Revenue Requirements $ 3,977,740
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Gulf Power Company

75 North Pace Boulevard
Post Office Box 1151
Pensacola FL 32520-1151%
Telephone 804 434-833

Douglas L. McCrary
President

P
1

R N A A
the southern electric system

December 9, 1983

Mr. R. W. Scherer, President
Georgia Power Company

Post Office Box 4545
Atlanta GA 30302

Dear Bob:

Re: Gulf Ownership in Plant Scherer

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. 1In 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 which 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 v ' 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 approval and the Securities
and Exchange Commission grants its £f£inal 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.

Sincerely,

ot Yooy

b. L. McCrary

Agreed:

R. W. Scherer, President
Georgia Power Company

Date
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 Company
E. L. Addison
Florida Public Service Commission
J. P. Cresse
G. L. Gunter
S. Leisner
J. R. Marks, III
K. Nichols
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Decenber 13, 1783

¥r. D, L., ¥cCracy
President and Chief
Exeoutive Officer

Gals Power

f. N. Box 1151
Paosacolia, Floxida 3I2%20

Dear Doug:x

Ceorgia Pover Company agrsas to sodify cut contract
wita Gulf Powar Tsmpany to provide for the puxchass by
Gulf of 5% of Plant Bobharar Onit Munber 3 only, catbhear
then 258 of both Uajit Numbers 3 aod 4. This male, of
course, is coatingant oa racsipt of all reaquisite regulatory
approvals.

Yours tiuly.

U bben

R. ¥. Bcherer

cos My '.F. B. WL t.r. 3r,
Nr. B. & e JTa
we. G. W. Hmdc
Ne. #. 1. Jobe
ne, R, J. Xelly
Mz. A. ¥. Dehlbezyg
Hr. M. AL Gl:‘ltva. JTC .
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in the Matter of GEORGIA POWER COMPANY GULF..., Release No. 23448...

Release No. 23448 (S.E.C. Release No.), Release No. 35-23448, 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
Allanta, Georgia
GULF POWER COMPANY
Pensacola, Florida

(70-6573)
October 10, 1984

MEMORANDUM OPINION AND ORDER AUTHORIZING SALE AND ACQUISITION OF UTILITY ASSETS AND
DENYING REQUESTS FOR HEARING

1. Iniroduction

*1 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 ptant 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. ' Guifand Georgia
are subsidiaries of The Southern Company, a registered holding company.

Gulf's 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 estimated to be $67,047,000. Afier 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 10,000 megawatts (mw), of generating capacity in

service. Georgia is not the sole owner of all its generating facilities. In the case of the newer plants in service, 91.6% of Units
1 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. 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 about 2,300 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, as 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. * 1ts 1984 budget of $1.5 billion for plant additions includes $830 million for generating facilities.
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Georgia is the agent for the co-owners to construct and, on complelion, to operate the jointly owned plants. Its sales 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 energy for their own needs. As Georgia does 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 as 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
biflion kwh and purchased 3.5 billion, It sold 53.4 billion kwh, of which 7.1 bitlion represented nonterritorial sales.

#2 Excluding a combustion turbine, Gulf owned, at the end of 1983, 1,430 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 a proposed new generating plant in Florida, in favor

of participating in Scherer. 3

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%

371 100.0%

and no short-term debt.* Its revenues were $433 million and net income, after 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 construction.

The application-declaration was filed March 3, 1981 and was duly noticed (HCAR No. 22030, 22 SEC Docket 919, April 27,
1981). The record has been supplemented and the proposal has been amended. Initially, the agreement of February 19, 1981,
provided for Georgia to sell to Gulf 25% 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 of 25% of both units was less than
$5 million. By April of this year, as noted, the cost of a 25% interest in Unit 3 totaled about 367 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

benefit consumers under a 1981 Georgia statue. % Both Ratewatch and CUC request a hearing.

. - . ‘ . . s U .
They raise no material issues of fact relevant to the requirements under the Act. A hearing will therefore be denied. * Their
objections are without merit, all as indicated below.

2. Statutory standards
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The sale of an undivided interest in the plant under construction makes Gulfa party to a construction contract, whereby Georgia
will complete the plant and be reimbursed custently 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

13(b} does not apply, as such, to the price for the transfer of the property. Rule 80(b), adopted in 1936 1 excluded “utility
assets' from Section 13.

*3 We nofe 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 13(b), as having been incurred for Gulf's 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 Guif is
subject to Section 10. The principal issue is related to price, as to which Section 10(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 10 apply to all acquisitions, from non-affiliates as well as associate companies in a system. But in
the case of an acquisition from an associate company, the Act has been interpreted not to permit a salc at a profit. The price

is limited to cost. This interpretation has long been followed in the administration of the Act. ' This is not the type of case

that suggests that a reexamination is appropriate. 2 1t 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 substantially all utility compasies in the United States. b This requirement was directed to aperating companies,
under Section 208 of the Federal Power Act, Title 11 of the statute of which the Holding Company Act is Title 1. it was
included in the list of abuses in Section 1(b)(1) of the Act, characterized as ‘paper profits from inter-company transactions.” This
Commission's authority under Section 15 of the Act of require utility subsidiaries of registered holding companies to climinate

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%. '* There is no basis for the
contention or suggestion that the transfer to Gulf should be at a price that reflects a *profit’ above cost.

Ratewatch 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 Guif
would take an interest in Georgia's nuclear plant under construction. The decision to replace its coul-fired project in Florida by

participation in Scherer was made in 1978. ¥ 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. Ratewatch 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 Gulf's 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 10 favor Georgia over Gulf,

‘« . . 4 . 7 .
as Ratewatch would have us do. We have no authority to review the merits of Georgia's construction program, 7 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 Guif, and our function is to review the transaction to determine whether the

terms comply with the standards of the Act, and they do. '* We note also that in a recent decision the Georgia Commission

. . . . . . . 1 . . .
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 Ratewatch 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);M As we have previously determined, our limited authority with respect to

financings subject to Sections 6 and 7 ! and acquisitions subject to Section 10 ™ does not make NEPA applicable. We have no
licensing authority over generating facilities, where they are to be built or the adequacy and need for the facilities. Georgia has
chosen the construction site for ail four Scherer units, located in Monroe County in Central Georgia, with total capacity of 3272
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 as planned, 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 central Georgia. The transfer of ownership to Gulf, as proposed,
divides responsibility for providing capital for Unit 3 between Georgia and Gulf, in accordance with present estimates of their

773

relative needs in the 1990's.** It has no bearing on the environmental effects of the Scherer units either in construction ar when
in operation, and our approval of the transer is not the kind of ‘Federal actions' involving NEPA, as heretofore decided.

Finally, CUC has called our attention to a Georgia statute, 2 passed in 1981, which provides recovery for Georgin ratepayers
of their cash contribution to the cost of construction and a portion of the profits on a 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 10{b)(2) and what
part is a ‘construction contract’ subject to Section 13(b). It is stated that such identification might be helpful in determining
‘profit’ under the Georgia statute.

As we said before, Georgin's obligation to complete the plant for Gulf's account is a construction contract within Section 13(b)
of the Act, and the transfer of the constructed part of the facility must also be made, as proposed, at cost. The computation of
the transfer price, which is consistent with the Act, includes the incrementat cost of capital employed by Georgia and certain
1ax adjustments, involving both investment tax credits and other income tax effects. The price will exceed Georgia's tax 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 after the transfer, will provide a detailed price computation as of the closing date,
which will be available to the Georgia Commission for any assistance 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 for Gulf, No state or federal commission, other than this Commission, has jurisdiction over the proposed transaction.

IT 1S ORDERED, accordingly, 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

1T 1S FURTHER ORDERED that the requests for hearing be, and they hereby are, denied.
By the Commission.

Shirley E. Hollis
Acting Secretary
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Footnotes

I

o

fid

o
tH

Ownership of common facilities will be adjusted among the co-owners on completion so that the common facilities will be owned

in the same proportion as the generating units, the adjustment to be based on cost.

Including its halt interest in an Alabama generating subsidiary, jointly owned by it and Alabama Power Company, also an associate

company in the Southemn System.

Georgia Power Company, HCAR No. 21709, 26 51 Doeket TR ESepember 3, 1980 % Georgia Power Compapy. HCAR Nu 1975

10 S1:C Docket 909 (November 9, 1976); and Georgin Puser Company, HCAR No. 18730, 6 SEC Docket 24 (December 31 19743,

The pumpcd storage pr()jcct is for 847.8 mw. That is not uddilional cupncily. Tt provides only additional peaking capacity.

P 0628 (November 10, 1980), at 6.

lts usrrcnlshnn term borrnwmg authorization is $70 miltion. ms,_ﬁmu_&m Company, HCAR No. 23253, 30 SEC Docket 102 (March

TR

Rmcwmch is an unincorporated orgunizmim\ of Georgia citizens organized to promote just and reasonable utility rates.

Cicorgis Code Annotated, § 416-2-20,1(c) (1984).

See fleering L6753 E‘..’.d VISL, FEO2-53 (1 1th Cir, 19823 The Sowthern Company. HOAR No. 28706, 21 SEC Docket 380

{sRim! 9. 198G), afl'd without apinjon, Herring

SU6F 20 THL THE-16 (0.0, Civ, 19753 Bell fele

See also Gulf States Litiliies Compamy v, FPC, 411 LN, 770 75855 ¢ LUT3) Cuy.of

S6(0.C Cir. 1971,

Rute U~13~1, HCAR No. 125 (March 30, 1936), redesignated Rule 8¢, HCAR No. 2694 (April 18, 1941).

Sce Consolidnted Gas Supply Corp., HCAR No. 22910, 27 Docket 1114 115 (April 12, 1983); Central and South West Corp.,

HCAR No. 2?.()35 26 SEC i')uckci 174, 186K (‘ivpzcmiwr E(; lt)‘{’!' Kentucky Power Company. HCAR No. 22392, 24 SEC
i e 31 SEC

[V 4

In Cambri _’_gg‘_!;,__gg_r_lg_ 1_13[1{_&@1_1@;1_& at 2.. the Commission said;
. viewing the system as a whole, the proposed transfer at a profit must be regarded in the nature of a write-
up which would be properly classified in Account 107 of the Uniform System of Accounts prescribed for
electric utility companies by the Federal Power Commission and recommended by the National Association
of Railroad and Utilities Commissioners. Under the circumstances and considering the potentialitics ol abuse
present in the intra-system profits of the nature involved here (ef, Section 1{b) of the Act), we are of the opinion
that the proposed transaction should be so modified as to eliminate its inflationary aspects.’
i O TE8 .24 771 thst Cir, 19403, cert. denied, 331 LS 827 (1U4TE N

Poswer & Lipht Coo o SEC IR .24 771, st Cir, 194063, cert., ¢ prihwestern Flecty
AN l N H‘H!‘)I b1 Cabitosnin-Oregon Poswer Co, v, FIRC, 150 124 28 (9t G, l‘)l\). cert. denied, 326 1S 781 (19-10% ”1(.
lalu.r case includes a concise review of carlier decisions and llu. legistative background. The Federal Communications Act and the
CNew York Telephone Co,, 320 LLS, 638 (19463, involved a transfer

4

National Gas Act contained parallel provisions.

of praperty to a subsidiary. The subsitiary was ordered to write ofl the profit to its parent (AT&T), and the Supreme Court affirmed,
noting, ‘the Federal Power Commission, the Sceurities and Exchange Commission, and some state Commissions (see the opinion of
the New York Public Service Commission in the instant case) have taken the same position concerning interafTiliate transactions as
has the Federal Communications Commission.” }il, at 633 0,23,

See also Floridn Power & Light Co., HCAR No. 2874 (July 11, 1941, Vlond:
sht Co, 30 SEC U8 (1949,

¢ wnany. 8 SEC 636, 6604-66 (19041) and Guid b ppany. 10 SEC TS1 156238 (1941, Commonwealth and
Southern Corporuation, the parent of both, and the other party in these proceedings, made the capital contributions needed to maintain

L U3 SEC &5 (1943), and Plosidy

a minimum common equity, and dividend restrictions were imposed to assure that equity would increase.

See letter of Guif Power Company to Florida Public Service Commission dated August 25, 1978 and noted in Gull Power Company,
Floridn Commission Docket No. 800001 -EU(CR), Order No. 9628 (November 10, 1980), a1 6.

See 1 . HOAR No, 21766, 21 SEC Dochet 380 (October 10, 19805, alf'd without opinion, lerri .
072 ¥.24 894 (D.C. Cir. 1981), Having concluded that we have no authority to review the merits of Georgin's construction program,

we deny Ratewatch's Motion for Production of Documents, the subject-matter of which was limited solely to soliciting informatian
about Georgia's construction program.
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We note that the arrangement with Guil' is not unlike that extended to non-affiliated co-owners. Georgia had sold 16.5% of Scherer
Units 3 and 4, which in 1980 it reacquired at cost, and sold the co-owners 15.5% of Units 1 and 2, also at cost. Georgia Power
Company, HCAR No. 21709, 20 SEC Duocket THH {Septanber 5. 1988,

Georgia Power Company, Ga. Pub. Serv. Comm. Docket No. 3457-U Quder (June 1, 1984}, at 13.

Seetian 102(2)(C) of NEPA requires the statement in case of *major Federal actions significantly affecting the quality of the human

environment.”
See The Southern Company, HCAR No. 21665, 20 SEC Docket 799, §01-82 {July 24 19803 The Seuthern Companny, HUAR Neo.
11206, 2 SEC Docket 380-82 (Octobur 29, 1980, afl'd avithout opinion, | k 672 F2d 8940400, Cir 1981,

Northern States Power Co., HCAR No. 22334, 24 SEC Docket 186, 49-1-95 (December 23, 1981,

Georgia and Gull'have already contracted to sell about 88% of the capacity of Unit 3 to non-affiliates through 1992, with sales phasing
out aver the folfowing three years, The effeet is to postpone the availability of the generation to Gulf until needed.

CGeorghit Code Ansotsted. § 16-2-26.1(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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In re: Fuel and purchased power cost recovery
clause with generating performance incentive

BEFORE THE PUBLIC SERVICE COMMISSION

DOCKET NO. 050001-EI
ORDER NO. PSC-05-0084-FOF-EI
ISSUED: January 24, 2005

The following Commissioners participated in the disposition of this matter:

BRAULIO L. BAEZ, Chairman
J. TERRY DEASON
RUDOLPH “RUDY” BRADLEY
CHARLES M. DAVIDSON

APPEARANCES:

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 behalf of Thomas K. Churbuck (CHURBUCK).
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JOSEPH A. MCGLOTHLIN, ESQUIRE, VICKI GORDON KAUFMAN,
ESQUIRE, and TIMOTHY J. PERRY, ESQUIRE, McWhirter, Reeves,
McGlothlin, Davidson, Kaufman & 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 Commission.

FINAL ORDER APPROVING UNIT POWER SALES AGREEMENTS BETWEEN
FLORIDA POWER & LIGHT COMPANY AND SOUTHERN COMPANY
FOR COST RECOVERY PURPOSES

BY THE COMMISSION:

éase 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. Afier 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 14C and 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 of the 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

According to FPL, the purpose of the new UPS agreements is to retain as many of the
benefits of the existing contracts as possible. While FPL may not 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 Southem 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 ata
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-
2015 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. If FPL 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 discussed 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 1531 1531 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. If this 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 econpmy 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]f we own the transmission rights, how much
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we share with our customer is a matter of the fact that they get all of it . . . [a]l] 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
of FPL, as if FPL 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 Southem 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 of this Order. '
1t 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. BAYO, Director

Division of the Commission Clerk
and Administrative Services

By:

Kay Flydh, Chief U
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 Cowrt in the case of an electric, gas or telephone utility or the First District
Court of Appeal in the case of 2 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. ‘
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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-El, 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.

POCLMINT NUHMETR-CATE
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On November 24, 2004, Progress signed two new UPS agreements with Southemn, 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 tfie 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 Georgla The term for each agreement is June 1, 2010 through
December 31,-20135. :

On December 13, 2005, Progress filed a petition requesting a finding 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.

UPS AGREEMENTS BETWEEN PROGRESS AND SOUTHERN

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 negatlve $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:

e Transmission Access and Economy Energy: The UPS agreements allow Progress
to exercise its roll-over rights and maintain transmission access to the Southem
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.

o 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.

e 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 Southem
chooses not to dispatch the Franklin unit. If Southemn 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 Southem’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 theé 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
"Notice 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. BAYO, Director

Division of the Commission Clerk
and Administrative Services

By: @ﬁ“}uaw
Kay Fl¥hn, 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 resuit 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, in the form provided by Rule 28-106.201, Florida Administrative Code. This
petition must be 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 April 4, 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.
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