Robert L. McGee, Jr.
Regulatory & Pricing Manager

September 26, 2016

Ms. Carlotta Stauffer, Commission Clerk
Florida Public Service Commission
2540 Shumard Oak Boulevard
Tallahassee FL 32399-0850

RE: Docket No. 160007-El

Dear Ms. Stauffer:

FILED SEP 26, 2016
DOCUMENT NO. 07797-16
FPSC - COMMISSION CLERK

GULF &=
POWER

A SOUTHERN COMPANY

Attached for official filing in the above-referenced docket is Gulf Power Company’s

Notice of Intent to Seek Official Recognition.

Sincerely,

L. Shane gttt .

Robert L. McGee, Jr.
Regulatory and Pricing Manager

md

Attachments

cc: Beggs & Lane
Jeffrey A. Stone, Esq.

Parties of Record
Chairman Julie Imanuel Brown
Commissioner Lisa Polak Edgar
Commissioner Art Graham
Commissioner Ronald A. Brisé
Commissioner Jimmy Patronis
Keith Hetrick, General Counssl
Braulio L. Baez, Executive Director

Mark Futrell, Deputy Executive Director

Andrew Maurey, Director
Thomas Ballinger, Director

Mary Anne Helton, Deputy General Counsel


FPSC Commission Clerk
FILED SEP 26, 2016
DOCUMENT NO. 07797-16
FPSC - COMMISSION CLERK


BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

IN RE: Environmental Cost Recovery Clause )
) Docket No. 160007-El
) Filed: September 26, 2016
)
GULF POWER COMPANY’S

NOTICE OF INTENT TO SEEK OFFICIAL RECOGNITION

Gulf Power Company (“Gulf” or “the Company), by and through its undersigned
counsel, and pursuant to Section 120.569(2)(i}), Florida Statutes and Paragraph VLF of the Order
Establishing Procedure (Order No. PSC-16-0102-PCO-EI), hereby gives notice of its intent to
seek official recognition of the documents identified below related to the prior determination of
need by the Florida Public Service Commission (“FPSC” or “Commission”) for Gulf’s
ownership interest in Plant Scherer. Some of these documents were recently located in the
Florida Department of Environmental Protection’s (“FDEP”) online OCULUS Document
Management System and may not be readily available to all parties. Copies are therefore
provided with this notification.

1. Document | consists of three submissions by the Commission comprising its
report on the need for new generating units at Gulf’s Caryville site (“Caryville”) to the Florida
Department of Environmental Regulation' (“FDER”) pursuant to the Florida Electrical Power
Plant Siting Act (“PPSA”), Sections 403.501 through 403.515, Florida Statutes. Document 1 is
the entire Appendix A to the FDER Staff Report dated November 25, 1975, on Gulf’s

application for certification under the PPSA of the Caryville site and the first two 500 MW units

! The Florida Department of Environmental Regulation was the predecessor to the FDEP.
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(known as R. F. Ellis Units 1 & 2) to be constructed on that site. Appendix A consists of the
three submissions by the Commission that comprise its report to the FDER on the need for the
Caryville units as detailed below:

(a) The first submission in chronological order is a letter dated May 2, 1974,
from the Executive Director of the FPSC to the Department of Pollution Control® pursuant to
Section 403.507, Florida Statutes (1973). [Document 1, pp. 77-78] The letter concludes that
“there is justification for the addition of the 2-500 MW units, as planned.”

(b) The second submission is a letter dated July 16, 1975, from the Senior
Electrical Engineer in the Commission’s Engineering Department to the FDER resubmitting the
recommendation of May 2, 1974. 1t states that the Commission has requested updated
information from Gulf, and concludes that “we will update or supplement our recommendation if
our review of such additional information indicates that a modification of our report is
warranted.” [Document 1, p. 76]

{c} The third submission is the FPSC’s “Update of Evaluation of Electrical Need
for R. F. Ellis Units No. [ and No. 2” dated November 10, 1975. [Document 1, pp. 64-75] This
document was provided to the FDER and constituted the Commission’s final report pursuant to
Section 403.507, Florida Statutes (1975). The report states that “it is still the conclusion of this
Commission that additional generating capacity is needed to supply the projected electrical
demands of Gulf Power Company’s customers.” [Document 1, p. 65]

2. Document 2 is the “Proposed Findings of Fact, Conclusions of Law and Proposed

Recommended Order” submitted by the Commission to the Division of Administrative Hearings

* This site certification application was processed as Division of Administrative Hearings Case No. 75-436N.
" The Department of Pollution conirol was the predecessor to the FDER.
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(DOAH) on January 2, 1976, in connection with Gulf’s application for certification of the
Caryville units. The Commission’s Proposed Conclusion of Law No. 4 states:

As a matter of law, the uncontradicted evidence presented by the Applicant [Gulf]

and the Commission’s report requires the conclusion that the area to be served by

the proposed plant is the entire service area of the Applicant and that there is a

need for electrical generating capacity in that service area which can be met by the

proposed plant.

3. Document 3 is Part II of Chapter 403, Florida Statutes (1975). This is the version of
the PPSA in effect at the time of the Caryville site certification. Under Section 403.508(4)(a)2,
the Commission was a statutory party to the certification hearing. The Commission’s reports to
FDER in connection with Caryville [Document 1] were submitted pursuant to Section
403.507(1)(a) which required the Commission to “prepare a report and recommendation as to the
present and future needs for electrical generating capacity in the area to be served by the
proposed site” and to submit its findings to FDER.*

4. Document 4 is the order of the Governor and Cabinet, dated May 7, 1976, granting
certification for the first two 500 MW units at the Caryville site. There are seven exhibits
attached to this order, including three recommended orders by the DOAH hearing officer—the
final recommended order on site certification (Exhibit I), the initial recommended order relating
to land use (Exhibit II), and an amendment to the initial land use order (Exhibit III). The
recommended order on site certification (Exhibit I) notes that reports of the studies required by
Section 403.507 were received into evidence. It also recites that one witness testified on behalf
of the FPSC and makes a finding of fact that “[a]ll parties involved concurred that there is a

necessity for expanded generating capacity to serve Gulf’s customers and that the two initial

units of 500mw each can meet this requirement.” [Exhibit I, p. 2]

* Unlike the current version of Chapier 403, in 1975 there was no requirement for a formal determination of
need.



5. Document 5 is Commission Order No. 9628 issued November 10, 1980, in Docket No.
800001-EU, Gulf’s 1979 test year rate case. The order notes that due to continued decreases in
load forecasts, Gulf notified the Commission in 1978 that it wished to obtain the Commission’s
approval to cancel the Caryville facility and instead purchase a portion of Georgia Power’s Plant
Scherer (Scherer). The primary issue at the time Gulf proposed to substitute Scherer for
Caryville was whether the Commission would allow Gulf to recover the costs it would incur
under the various Caryville construction contracts in order to cancel the planned construction
(“cancellation charges”). Based on the economic advantage to Gulf’s customers of the proposed
Scherer purchase, the Commission approved Gulf’s request to amortize the Caryville
cancellation costs over five years, and to include the unamortized balance in rate base. However,
since a contract had not yet been signed to acquire an interest in Scherer as the alternative to
Caryville, the Commission required Gulf to hold these revenues subject to refund in the event the
purchase of an interest in Scherer was not consummated, or the cancellation of Caryville was not
otherwise justified, within one year of the date of the order. [Order No. 9628, pp. 6-7, 26] Thus,
the Commission by its orders compelled Gulf to follow through on its plans to acquire an interest
in Plant Scherer as the replacement for new generation at Caryville previously determined by the
Commission in Document | to be needed to serve Gulf’s customers in Northwest Florida.

6. Document 6 is Commission Order No. 10557 issued February 1, 1982, in Docket No.
810136-EU, Gulf’s 1981 test year rate case. The order stated that in Gulf’s last rate case, the
Commission had 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.” [Order 10557, p. 13] The Commission

refused to revisit the issue regarding recovery of the cancellation charges, finding that the



Caryville cancellation had been “fully aired and resolved” in the prior rate case and “nothing of
an evidentiary nature has been offered to persuade us to depart from our earlier findings.” [Order
10557, p. 14] The Commission did continue the refund condition, pending consummation of the
Scherer transaction. The deadline for Gulf to consummate the transaction and be relieved of the
refund obligation was extended several times, and the purchase of an interest in Scherer was
ultimately closed on October 18, 1984, following approval of the transaction by the Securities
and Exchange Commission.

RESPECTFULLY SUBMITTED this 26" day of September, 2016.

Tl
JEFFREY A. STONE
Florida Bar No. 325953
RUSSELL A. BADDERS
Florida Bar No. 007455
STEVEN R. GRIFFIN
Florida Bar No. 0627569
Beggs & Lane
P. O. Box 12950
Pensacola, FL. 32591
(850) 432-2451
Attorneys for Gulf Power Company
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GENERAL

By letter dated July 16, 1975, in compliance with 403.507 F.S., the Florida
Public Service Commission provided the bepartment of Environmental Reguiation
with the results of oﬁr analysis of electrical nced for 2-500 megawatt (MW)

.generating unit§ at the Careyville Plant Site. The actual rating is 518 MW.

As explained in said letter, that report was originally_submitted on

May 2, 1974.

Four months have passed since our re-submittal.and-nineteen months have passed
since the report was originaliy prepared. During that time the .Commission
has reviéwed revised growth rate of both Gulf Power Company and its parent,
the Southern Company. Although the latest growth rates are significantly lcwer
than historical trends, it is still the conclusion of this Commission that
additional generatiné caéacity'is needed to supply the projected electrical

demands of Gulf Power Company's customers.

CONSIDERATION OF RECENT YEARS

In 1974, an abrupt change in the rate of growth in electrical power demands
occurred nationwide as well as in Gulf Power Company's territory. Peak
power demands generally did not increase in 1975. It is believed that the

reduced rate of growth in electric energy consumption is a result of increased

costs and the economic slowdown.
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The following table clearly indicates the degree of difference between the
historical growth rate for the ten-year period ending 1973, and the growth

rates for 1974 and 1975:

GULF POWER COMPANY
COMPOUND ANNUAL GROWTH RATES

1964-1974 12 mos. ending
10 yr. Sept. 1975 over
Average 1973-74 Sept. 1974
Total Area KWwH : 9.71% 0.59% 2.07%
Peak Summer Demand MW 5.78% 6.6% ~0.28%

-No. Residential Customers _ 4.42% . 5.49% 3.21%

SOURCE: COMPUTED FROM TEN YEAR PLANS AND DATA
FURNISIED BY GULF POWER COMPANY

These figures tell an interesting story with conflicting conclusions. First,

the growth in encergy consumption was virtually nil in 1974 and increased
slightly in 1975. Second, although the kilowatt-hour consumption growth rate
did increase in 1975, peak megawatt demands showed a slight decrease. However
the customer growth appears to be continuing, although at a rate some 25 to 30
bercent leés than the historical rate. Thus, should economic conditions im-
brove to the point that average customer use returns to historical levels, there
will potentially be enough customers to cause a svbstantial increase in peak

power demands.

It should be noted that wide fluctuations and reductions in peak power demands

from year to year is not as anomalous as is commonly believed. In this regard,
a tabulation of the percent change in peak power demands over the previous year

for the four members of the Southern Company 1is presented on thke next page:

-

e
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HISTORICAL,
MW PEAK DEMAND PERCENT
« CHANGE OVER PREVIOUS YEAR

ALABAMA GEORGIA GULF MISSISSIPPT

POWER POWLR POWER PORTR

COMPANY COMPANY COMPANY COMPARY
1965 . 8.14% | 10.62% 6.12% 11.46%
1966 9.84 15.58 10.20 12.89
1967 (1.39) 2.41 5.23 10.03
1968 15.7 26.40 18.55 12.34
1969 . 8.87 7.53 14.68 18.23
15870 (2.15) 13.00 8.86 (0.42)
1971 ‘ 5.98 2.26 8.79  2.44
1972 - 9.56 17.00 13.54 10.77
11973 7.90 7.14 6.07 4.67
1074 4.83 | 6.71 6.61 3.04
1975 3.45 (0.29) (0.19) 0.69

(1) .denotes negative ( )

of

PAM -y e,

(2) Source: Computed from data furnished by Gulf Power Company
Note that in 1968, -Alabama and Georgia Power experienced a 15.7 and 26.4 per-
cent increase in peak power demands respectively after a 1.39 percent decrease
and a 2.41 percent ;ncrease was preriencéd the prior year. Marked increases
wWere also experienced in 1968 and 1972 by all four companies, while signifi-
cantly lower increases were experienced in 1967, 1970-71 and 1975. The
apparent uniformity in year to vear pcak power demand increases between each
the companios suggests that underlying factors such as thé economy and/or

terporatore are having a large affedt.

(7
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The above tabulation also indicates that if gererating units were built to

meet peak power projections based on one or two years experience; deficiencics
. « N

or excesscs will result depending on which two years the projection was based.

It should be emphasized, that within reasonable limits, a greater economic

penalty is incurred from generating capacity deficiencies than from excesses.

CONSIDERATION OF GENERATION PLANNT, NG

The question is faised, what significance should be attached to recent events
that are contrary to historical trends. The answer involves an understanding
of the electrical generation blanning process and the characteristics of energy

use.

The addition of generating plant is a long lead time process: for combustion
turbines, 2-3 years are required; for conventional fossil pblants, 4-6 years;
for nuclear plants, 10 years is the average planning and construction period.
Obviously, generation'plaﬁning cannot react quickly to sudden changes in usage
patterns. The need for increéses in generating capability must therefc.e be
based on reasonable forecasts with the realization that undue conservatism will
result in shortages that cannot be readily compensated for while ultra liberal
forecasts will result in ui:zconomic excesses. Faced with the inability of
generation planning to respond quickly to changing economic patterns due to
long lead time requirements, generating capability must be sufficient to meet
the most probable éCak power growth rate without ejther Jeopardizing the relia-

bility level or causing an unsupportable excess of gencrating plent.

N
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RESERVE GENERATING MARGITS

Physical limitations on.the ability to store appreciable amounts of elec-
tricity requires electric utilities to build generating plants to meet fore-

casted peak power demands with some rescrve capability in case of malfunction.

The adegquacy of a system's generating capability to provide service is the
difference between the generating capability and the peak power demand, ususally
expressed as a percent reserve margin. While an adegquate reserve margin muqt
be deternined on a system by system basis, taking into account individual
generating unit sizes, load factor, unit maturities, and forced outage rates,

a l5 to 25 pefcent reserve margin has generally been found by the federal Poiver
Commission to- be adeguate for large systems. The desired reserve mazgin for
'any system changes as new units are added to the system and as older units are
retired. Thus there is no magical number for a percent reserve margin which

can be applied uniformly to each electric utility or even to the same electric

utility each year.

Percent reserve margins also tend to increase as system size decreases be-~
cause the outage of any one unit on a small system usually represents a larger
pbercentage of its generating capability. For example, if the 15 to 25 reserve
margin criteria were a;plied to Gulf Power's 1975 peak power demand of 1078
Megawatts, a 162 to 270 Megawatt gencrating resegve margin would result. How-
ever the customers_of Gulf pPower would be experiencing blackouts every time
Crist Unit No. 6, 369.75 megawatts, or Unit No. 7, 578.00 megawatts, tripped
off line during the summcr months when peak or near peak power demands are

expericnced. It is common for generating units, particularly new units, to be

forced out of service for extended periods. Thus smaller peak power systems such

B A AL g e TR T VT, A
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Page 6
as Gulf Power, often have 50 percent or higher reserve generating margins.

.

GROWTHI RATES IN PEMK POWER DEMANDS

Gulf Power Company

Gulf Power, in response to the decreased growth rates in all categories and
their general economic cutlook for the future, has reduced its projected
rate of growth in peak power demands as follows;

COMPOUND PEAK POWER
GROWTH RATE PROJECTION,

April, 1974 Ten-Year Site Plan $ 10.92%
April, 1975 Ten-Year Site Plan  9.67%
Recent Revision 8.45%

The latest 8.45% growth rate projection is a 22% reduction of the April,
1974 projection. However, even this reduction in the projected growth rate
does not change the need for additional generating capability as indicated

on the following page;
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FALL 1975

v

GULF POWER COMPANY, MEGAWATYT DEMAND, CAPA”ITY, AND RESERVE MARGIN PROJECTIONS

Revised

Installed Peak Power Reserve Reserve without

Capacity - Demands Capacity Ellis Units fi1 & #2
Year My MY My % ' _Mw %
1975 1567.9 20781 4gq. 9 45 489.9 45
1976 " 1185 382.9 32 382.9 32
1977 " © 1297 270.9 21 ) 270.9 21
1978 L 2419 148.9 10 _ 148.9 10
1979 " 1553 14.9 00.9 ) 14.9 00.9
1980 2086.3 1699 387.3 23 - -130.7 © ~6.8
1981 2604.7 1859 745.7 40 -290.3 -13.8
1982 o . 2033 571.7 28 -464.3 -20.2
1283 " 2226 378.7 17 ~-657.3 -26.3
1984 " 2434 . 170.7 07 -865.3 ~31.8

(1) Actual .
(2) Source: Gulf power Company

Based on Culf Power's current territorial load brojections, reserve gene-
rating margins are anticipated to go negative in 1980 without the addition of

R. F. Ellis Units ¥No..1 and No.,. 2.

Southern Company

Gulf Power Company is a wholly owncd subsidiary of the Southern Company and

is closely interconnected with the other subsidiaries - Alabama Power Company,
Georgia Power Company and Mississippi Power Company in an Iintegrated energy grid.
Because of the physical integration of the facilities of all of these companies,
consideration must also be given to the needs of the éntire Southerq Company

system in the planning of additional generating capacity of any ore member.

Southern Compdny is currcntlg pro;ectlng a peak power growth rate of 7.96%.
The cozrcﬁpundlng projected’ peak power demand, generating capacity, and
reserve gcnerating marging with and without Ellis Units No. 1 and No. 2 are

shown on the f0110wing page: . | d

71
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FALL 1975

SOUTHERN COMPANY, MEGAWATT DEMAND, CAPACITY, AND RESERVE MARGIN PROJECTIONS

Installed Peak Power Reserve Reserve Without
Capacity Demands Capacity Ellis Units #1 & #2
Year My MW My % MW %
1976 22003 17630 4373 24.8 4373 24.8
1977 23320 19120 4200 22.0 - 4200 22.0
. 1978 © 25182 20600 4582 22,2 4582 22.0
1979 27588 22350 5238 23.4 5238 23.4
1880 28475 24260 5215 21.5 4692 19.4
1981 31873 26130 5743 22.0 4707 18.0
1882 33564 28080 5484 19.5 4428 15.8
1983 35696 30210 5486 18.2 4430 214.7
1984 381:9 32630 5499 16.8 4443 13.6
1985 40612 35150 5462 15.5 4406 12.5

(i) 1976 - 1985 compound growth rate ecquals 7.96%

(2) Source: Gulf Power Company
It should be emphasi;ed that, because of construction delays and new-unit break-
in difficulties, planned reserve margins seldom materialize. The required
reserve generating margin for the Southern Company is alsoc expected to increase
4s a result of adding sulfur dioxide scrubbers to an electrical generating

unit, which like any major device is subject to malfunction.

(o Need in the Area to be Served

The Plant Siting Act requires the Public Service Commission to report on the
need for electrical generating capacity in the area to be served. .The Commission
has been guided in its consideration of area to be served by its familiarity

with the process of generation and transmission and the economics associated

with them. Rather than adopting a gencral definition we have chosen to consider
the merits of cach casc.

7
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Several factors are considered; these include, but are not limited to, (1) the
service area of the ui:ility as.specifically defined in a legal description or
specified by law or as delineated by historical precedent, (2) whether the
utility's arca is indirectly defined by territorial agreements with neighboring
utilities, (3) whether the plant is electrically isolated or integrated within

the system of thé utility, (4) the extent of interconnection with other utilities,
(5) the responsibility for service'as defined b§ statute, ordinance or related
documents and (6) the responsibility of the utility in accordance with the

intent of Laws of Florida, Chapter 74-196, the "grid bill". With regard to the
vgrid bill", the Florida Public Service Commission is prevented fcom abridging
Gulf Power Company's relationship with fhe Southern Company. Indeed there appears

to be no electrical justification for doing so.

. After considering the previously mentioned factors, it is our judgement that

the area to be served should be defined as Gulf Power Company's service ared.
This area is generally panhandle Florida, west of the Apalachicola River.

Gulf Power has the responsibility to provide for the future power needs of its

.customers and defining the area to be served as Gulf's service area is con-

sistent with this responsibility.

While it is the opinion of the Commission that additional generating capacity
is nceded in area to be served, the question arises as to just how this neéd
should be satisfied - build R. F. Ellis Units No. 1 and No. 2 or purchase from
the Southern Cqmpang. Because of its relationship to the Soutﬁcrn Coimpany,
Gulf has been able to delay construction of now generating units lonser than

3f Gulf were an isolated system. Additionally, there do not appear to be any

7
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.

large blocks of firm Dpower which can pe purchased from Southern in lieu of

<

these units.

CONCLUSIONS AND RE COMMENDATIONS

After duc cénsideration of the factors previously discussed it is our con~
clusion that additional capacity is ﬁeeded for the Gulf system. Just as
recent trends cannot be ignored, neither can we ignore the historical trends.
The continuaticn of customer growth provides the potential for increasecd .
peak demands to continue but at a lower rate of growth. To ignore this
botential in iight of the slow responée of generation construction to
changing patterns would seriously Jjeopardize the ability of *he company to
provide reliable service. To assume that recent trendsbare totally ingi-~
cative of future trends would also reguire the additional assumptions that
the economy will not recover and that people will significantly change their
living habits and lose their incentive for improving their material well

being,

While it is our concluéion that, based on the information available to us at
this time, additional generating capacity is necdéd to provided for the
future needs of Gulf Power's customers, it is our recommendation that Gulf
should continue t& expdo;e and take advantage of all options for supplying

the future power nceds of its service area.

BRI Y vy g
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CERTIFICATE OF SERVICE

I DO HEREBY CERTIFY that the attachked Update of Evaluation of
Electrical Need for R. F. Ellis Units No. 1 and 2 was sent to
Mr. William Whito, Department of Enviromental Regulation, Koger
‘Office Center, Tallahassee 32303; Mr. Tom Krilowicz, Divisicn
of Staté Planning, 660 Apalachee Parkway, Tallahassce 32304;
Mr. Miles Davis, Attorney at law, Beggs, Lane, Daniel, Gaines
and Davis, Post Cffice Box 12950, Pensacola 32576; and, Mr. Fred
T. Dunnaman, Route One, Box 237, Caryville 32427, on Wovember l4th,

1975.
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BARREYI G JOITNSON
Office of General Counsel

Florida Public Service Camission
700 Scuth Adams Street
Tallahassee, Florida 32304

Attorney for the Commission
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July 16, 1975\ RECENED
oL 16 190

Jpp——

Mr. Hamilton S. Oven, Jr.
Administrator,

Power Plant Siting

Department of Environmental Regulation
2562 Executive Center Circle, East
Montgamery Building

Tallahassee, Florida 32301

..
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Dear Mr. Oven:

As you are aware, Gulf Power Company filed a "preliminary application"
for certification of the Careyville site on January 22, 1974. Pursuant
to your notification of February 7, 1974 and in canpliance with

" Chapter 403.507(1) F.S., the Cormission provided a report and recom-

mendation with regard to the site on May 2, 1974.

This office received notice of Gulf Power Company's revised appli-
cation for certification of the above site on April 22, 1975. This will
advise that at this point we have not modified our original assessment
of the need for additional generating capacity in the area to be served
by the proposed facility. Therefore, we are resubmitting the recom—
mendation of May 2, 1974. However, we have, since receiving the revised
application, requested Gulf Power to provide additional and more current
data, which requests have not yet been met. As in previous applications,
we will update or supplement our recommendation if our review of such
additional information indicates that a modification of our report is
warranted.

.""/
LAY L ﬂiii~
FRANCIS-SEIDMAN
Senior Electrical Engineer
Engineering Department

Fs/cd

CC: Commissioners
Executive Director

Ai()pe‘.n(/{lx A
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May 2, 1974

MY‘. Hami]ton So 0‘"&". Jl".

Deputy Executive Director
Department .of Pollution Control
2662 Executive Center Circle, East
Hontgomary Building

Tallzhassee, Florida 32301

Re: Application for Site Certification
Gulf Power Company - Caryville Site

Dear Mr. Oven:

Pursuant to 493.507 F.S., the Florida Pubiic Service Coummission has
analyzed the above referenced application. According to the cover
letter of this application, Gulf Power Company initially contesplates
the construction of 2-500 KW plants at the Caryville site. The Teng
range potential capacity of the site is estimated to be 3,000 Mia.
The fivst two units fall with the time frame of the initial ten year

site plan and our comments are 1imited to these units.

AY

It 1s our conclusion that there 1s jJustification for the additicn of

the 2-500 MW units, as planned. The first unit is expected to be on

1ine to meet the 1979 sunmer posk. The second unit is expected to be
on line to meet the 1981 summar peak.

In evaluating the 'need for the plants considered herein, considarztion
is given to the fact that Culf Power Company operates under fcrmal
contrazctual afrangsments as a part of the Southern Corpanies Power
Pool. The purpose of this psol 1s to achieve ecconamies for the
customers of the respactive companfes through cemrmon planning, develop~
rent and ccordination of thelr operaticns. One of the advantages

of this arrangement is the ability of the companies to stacger con-
struction of the generating facilities necessary to serve thefr
territorizl loads so as to attain optimum sizing and the resulting
cconcmies ov scala.

T I I St i e,
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. MR. HAMILYON S. OVEW, JR.
"'May 2, 1674
o Page 2

For the time frame under consideration in this application, the
-500 M4 units groposed to be buflt by Gulf Power Company will .
provide sufficient capacity within tha system to meet the seasonal
peak loads. It will, however, st{11 be necessary for the company
to purchase additicnal power through the pool to provide sufficient
margin to maintain an adequate index of reliability. This relation-

ship is 11lustrated by the following tabulations:

LOAD AND CAPABILITY DATA

' (Hagawatts)
Gulf Power Company Purchased Total Reserve
Pertfod Peak Load Generating Capahility Poter Capabiiity MW % of Peak
s 7% 15 '
1979 Summer 1933 » 2114.0 (1) 206.3 2320.3 387.3
: ?[,ru'v“’:,l
1980 Summer 2140 ﬂpiﬂ'“ 2114 450.5 2564.5 424.5
1981 Sumer 2374 77 2632.4 (2) 216.4 2848.8  474.8
Notes .

AR s g 1,

(i)_ includes the first 500 MW unit at peak hour capability

(2) ncludes the first and second 500 MW unit at peak hour capability

A\]

The péhk load forecast as shown above reflects a reasonable rate of
arnual growth as compared to historical trends.

If you have any questions regarding our analysis, please contact me.

Very truly yours,

F L)

T. MABRY ERVIN
Executive Director
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PROPOSED FINDINGS OF FACT, CONCLUSIONS
OF LAW AND PROPOSED RECOMMENDED ORDER
The Florida Public Service Commission by and through its undersigned
attorney, hereby submits its proposed findings of fact, conclusions of law
and proposed recommended order:

FINDINGS OF FACT

1. Applicant Gulf Power Company, hereafter Applicant, submitted
the application for site certification required by Section 403.506,
Florida Statutes. Hereafter, references to section numbers shall refer
to the Florida Statutes, which phrase shall be omitted. An initial
public hearing as required by Section 403.508(2), was held which resulted
in a favorable recommendation.

2. The Florida Public Service Commission, the Division of
State Planning of the Department of Administration and the Départment
of Environmental Regulation, hercafter respectively the Commission,
the Division and the Department, each conducted the study required by
Section 403.507.

3. The Commiséion concluded, following thorough review of the
study required by Section 507.507(1) (b), that the Applicant had an
integrated system, so that the area to be served by the proposed plant
constituted the entire service area of the Applicant and that a need
for additional electrical generating capacity'exisfs in that area which
could be met by the proposed plant.

4. The Division found that the proposed plant is compatible
with tﬁe Applicant's ten-year site plant, filed under the provisions
of Section 403.505, and recoimended certification.

5. The Department staff report concluded, following thorough
review of the criteria specified in Section 403.507(2) as to both
construction and operation, that the impact of the plant was acceptible,

provided the Applicant complied with the conditions of certification




recommended by the Department staff, and accordingly recommended certl-

fication for the first two 500 MW units and for the 3,000 MW capacity
of the site, subject to supplemental application for additional in-
crements.

6. The Applicant presented testimony concerning the need for
the electrical generating capacity of the proposed plant and the area
to be serQed which was substantially in agreement with the findings of
the Commission.

7. On the issues of need for additional generating capacity
and the area to be served by the proposed plant, there was no evidence
presented contrary to the findings of the Commission or the evidence of
the Applicant.

8. The proposed power plant site certification proceeding in-
cludes five aséociated major transmission lines, with a total length
of approximately 115 miles, of which approximately 33 miles will be
routed through new corridors. The routings of these lines is shown
fully in exhibit 1. The environmenfal impact of these lines i§ considered
along with that of the plant itself, pursuant to Section 403.503(7),
and is minimal.

9. The Applicant proposes to construct a service corridor
to carry intake and discharge water lines and associated facilities
from the Choctawhatchee River to the plant, generally along the route
shown in Exhibits 12 and 13.

10. The Applicant proposes to construct its service corridor
as a causeway costing épproximately $216,000. The Department proposes
other alternatives, of which the most acceptable is a concrete trestle
structure estimated by the Applicant to cost approximately §899,000.
Exhibit 15. Cost differentials between the types of structures were

not specifically considered by the Department. (Tr. 308, 309, 410

11. The Applicant proposes a hiological monitoring program
) limited in time to the construction phase of the first two 500 MW
units and of each increment and to the initial operating period.
The Department proposcs biological monitoring for the entire life

of the site, whether or not the biological monitoring program rcveals

anything, except normal conditions. /LQ‘JLQ( 12;6?41‘4~*Cz
s . ! ! . .
e Lt /?v~44?134 Ay
A




' 12. The testimony on the cost differential between the two

osed monitoring programs was approximate but was not contradicted
prop )

and suggests that the Applicant's proposal wbuld cost approximately
$100,000 for its total of two years operation as opposed to approximately
$100,000 per year for the entire life of the site.

13. Cost differentials between proposals by the Applicant
and the Department were not considered by the Department.

14 . The Applicant will be required to meet emission and
discharge standards set by both state and federal governments to pro-

tect the environment.

15. Cost of compliance with any standard or program will ultimately

borne by the customers of the Applicant.

CONCLUSIONS OF LAW
1. The Applicant's application is complete and fully complies
"~ with all requirements of law and rules adopted pursuant thereto.

2. Proper notice of all hearings and other proceedings was

—
given to all apprpriate persons as required by law and rules adopted
pursuant thereto.
_ 3. The Commission, the Division and the Department performed

all studies and made all recommendations in the manner required by law
and rules adopted pursuant thereto.

4. As a matter of law, the uncontradicted evidence presented by
the Applicant and the Commission's report requires the conclusiom that
the area to be served.by the proposed plant is the entire service area
of the Applicant-and that there’is a need for electrical generating

capacity in that service area which can be met by the proposed plant.

5. As amatter of law, General Condition 11.2. proposed by
the Department would operate to vary the rulemaking'procedure prescribed
by the Administrative Procedure Act and would operate to vary Section 403.511,
since it could be construed to operate as a waiver of Applicant's
rights under Chapter 120 and would appear to be on its face a waiver
Pf the provisions of Section 403.5f1(1) inasmuch as the Department
Qould not in fact be bound by the certification as that section requires.
RECOMENDATIONS

From the foregoing and from the record and its exhibits and
attachments as a whole, I conclude that the certification sought in this
proceeding should be granted, subject to the following terms and conditions:

1. This certification shall be subject to the General and

-3-




Special Conditions of Certification as proposed by the Department except

"as modified herein.
2. Certification at this time shall issue for the first two
500 MV units and for the ultimate site capacity of 3,000 MW, provided
that supplemental applications be filed for each subsequent increment
in capacity to allow evaluation of each such increment.
3. General Condition 11.a. should be struck in its entirety,
and General Condition 11.b. should be amended to read:
After notice and hearing in accordance with the
provisions of Section 120.57(1), Florida Statutes,
unless such notice and hearing is waived in whole
or in part by the Applicant, the Board may modify
the conditions of this certification as required

to meet the objectives of Chapter 403, Florida
Statutes.

Since the Commission has no institutional expertise in the
environmental aspects of this proceeding, the.Commission has not pro-
posed any conclusions of law or recommended any specific disposition
of the issues raised with respect to construction of the service corridor,
the type of biological monitoring program to be imposed, if any, or
the use of ﬂerbicides as a minor component of weed control in transmission
line corridors. However, the Commission would urge consideration of the
Applicant's proposals, since they are considerably less expensive in
each case, since the cost differentials, and therefore the cost-benefit
ratio for each set of proposals, was not considered by the Department,
and since all costs will ultimately be borne by the ratepayers of the
Applicant, whom the Commission has a duty to protect.

Respectfully submitted,

LT M

BARREIT G. JOINSQN

Office of Generaf\ﬁquig}

Florida Public ServidwQommission
700 South Adams Street
Tallahassee, Florida 32304

Attorney for the Commission’



CERTIFICATE OF SERVICE

I HEREBY CERTIFY that a copy of the foregoing instrument was
provided by U. S. Mail to Mr. William P. White, Jr., Department of
Environmental Regulation, Koger Office Center, Tallahassee 32303;

Mr. Tom Krilowicz, Division of State Planning, 660 Apalachee Parkway,
Tallahassee 32304; Mr. Miles Davis, Attorney at Law, Beggs, Lane, Daniel,
Gaines and Davis, Post Office Box 12950, Pensacola 32576; and Mr. Fred

T. Dunneman, Route One, Box 23A, Caryville 32427, on January 2, 1976.

BARRETT G. JNLNSON,
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which is not required to be licensed under the provi-
gions of chapter 320.
History.—s. 7, ch. 74-110.

4034152 Joint departmental study and re-
port.—The Department of [Environmental Regula-
tion] and the Department of Highway Safety and
Motor Vehicles shall jointly undertake a study of the
effectiveness of this act during the initial 2 years of
its implementation and shall report the results of
that study to the Legislature no later than 30 days

prior to the convening of the 1977 regular session.
History.—s. §; ch, 74-110,
Note.—See Note 1, 8. 403.415.

PART IT
ELECTRICAL POWER PLANT SITING

403.501  Short title.

403502 Legislative intent.

403.503 Definitions. :

403.504 Department of Environmental Regula-
tion; powers enumerated. :

403.505 Ten-year site plans.

403.506  Applicability and certification.

403.507 Detailed studies to be conducted.

403.508 Public hearings.

403.509 Recommendations to Pollution Control
Board.

403.5610  Superseded laws, regulations, and certifi-
cation power,

403.611 Effect of certification.

403.5111 County and municipal authority unaf:
geeted by chapter 75-22, Laws of Flori-

a.

403.512 Revocation or suspension of certification.

403.513 Review. .

403.514 Enforcement of compliance. -

403.515  Availability of information.

403.501 Short title.—Sections 408.501-403.515
shall be known and cited as the “Florida Electrical
Power Plant Siting Act.”

Higtory.—a. 1, ch. 78-33,

408.502 Legislative intent—The legislature
finds that the present and predicted growth in elec-
tric power demands in this state requires the devel-
opment of a procedure for the selection and
utilization of sites for electrical generating facilities
and the identification of a state position with respect
to each proposed site. The legislature recognizes that
the selection of sites and the routing of associated
transmission lines will have a.significant impact
upon the welfare of the population, the location and
8rowth of industry, and the use of the natural re-

Sources of the state. The legislature finds that the ~

efficiency of the permit application and review proc-
ess at both the state and local level would be im-
Proved with the implementation of a process
Whereby a permit application would be centrally co-
ordinated and all permit decisions could be reviewed
on the bagis of standards and recommendations of
the deciding agencies. It is the policy of this state

t, while recognizing the pressing need for in-
Creased power generation facilities, the state shall

ensure through available and reasonable methods
that the location and operation of electrical power
plants will produce minimal adverse effects on hu-
man health, the environment, the ecology of the
land and its wildlife, and the ecology of state waters
and their aquatic life. It is the intent to seek courses
of action that will fully balance the increasing de-
mands for electrical power plant location and opera-
tion with the broad interests of the public. Such
action will be.based on these premises:

(1) To assure the citizens of Florida that opera-
tion safeguards are technically sufficient for their
welfare and protection. :

(2) To effect a reasonable balance between th
need for the facility and the environmental impact
resulting from construction and operation of the fa-
cility, including air and water quality, fish and wild-
life, and the water resources and other natural
resources of the state.

(3) To provide abundant, low-cost electrical ener-
ngiafory.—a. 1, ch. 78-38.

403.503 Definitions.—

(1) “Applicant” means any electric utility which
makes appiication for a site location certification
pursuant to the provisions of this act.

_(2) "Application” means any request for approv-
al of a particular site or sites filed in accordance with
the procedures established pursuant to this act.

(3) “Person” means an individual, partnership,
joint venture, private or public corporation, associa-
tion, firm, public service company, political subdivi-
sion, municipal corporation, government agency,
public utility district or any other entity, public or
private, however organized.

(4) “Electric utility’” means cities and towns,
counties, public utility districts, regulated electric
companies, electric cooperatives, and joint operating
agencies, or combinations thereof, engaged in, or au-
thorized to engage in, the business of generating,
transmitting, or distributing electric energy.

(5) “Site” means any proposed location wherein
a power plant, or power plant alteration or addition
resulting in an increase in generating capacity, will
gle located, including offshore sites within state juris-

iction.

(6) “Certification” means the written order of
the *board approving an application in whole or with
such modification as the *board may deem appropri-
ate, which order shall constitute a binding agree-
ment between the applicant and the state requiring
compliance with the provisions of the order as condi-
tions to be met prior to, or concurrent with, the con-
struction or operation of any electrical power plant
coming under this act..

(7) “Electrical power plant” meang, for the pur-
pose of certification, any steam or solar electrical
generating facility using any process or fuel, includ-
ing nuclear materials, and shall include those direct-
ly associated transmission lines required to connect
the electrical power plant to an existing transmis-
sion network.

(8) “Department” means the Department of
2[Environmental Regulation]. :

1(9) “Board” means the Pollution Control Board.

(10) “Division” means the Division of State Plan-

151




Ch. 403

ENVIRONMENTAL CONTROL

Ch. 403

ning of the Department of Administration.

(11) “State comprehensive plan” means that
plan prepared in accordance with the provisions of
part I of chapter 23. S

History,—s. 1, ¢h, 73-83,
iNote~The board was implisdly abolished by s. 26, ch. 756-23. Section 5(2),
ch. 75-22, provides that the Governor and Cabinet shall perform the duties of

the Pollution Contral Board pursuant to the Florida Electrical Power Plant
Siting Act, ss. 408.609, 403,511, 408.512, and 403.513.

3Note.—Bracketed words sui)stitut.ed by the aditors for the words “Pollu-

tion Control.,” See a. 8, ch. 75-22,

403.504 Department of Environmental Regu-
lation; powers enumerated.—The Department of

Environmental Regulation] shall have the follow--

ing powers in relation to this act:

(1) To adopt, promulgate, or amend reasonable
rules to carry out the provisions of this act, including
rules setting forth environmental precautions to be
followed in relation to the location and operation of
electrical power plants. :

(2) To prescribe the form, content, and necessary
supporting documentation for site certification.

(3) To receive applications for final site locations
and to investigate the sufficiency thereof.

(4) To make, and contract for when applicable,
studies of electrical power plant sites proposed by
the applicant.

(6) To conduct hearings on the proposed location
of the electric power plant sites.

(6) To require an application fee not to exceed
$25,000, such fee to be paid upon each application for
certification.

(7) To prepare written reports which shall in-
clude:

(a) A statement indicating whether the applica-
tion is in compliance with the department’s rules.

(b) The report from the public service commis-
sion setting forth the need for electricity in the area
to be served, as required by s, 403.507.

(¢} The environmental effects of the construction
and operation of the electrical power plant.

(d) A recommendation as to the disposition of the
application.

(8 * To give adequate public notice and to directly
notify all concerned state or local agencies and re-
port any comments received from said agencies to
the ?board and the applicant.

(9) To prescribe the means for monitoring the
effects arising from the construction and operation
of electrical power plants to assure continued com-
pliance with terms of certification.

History—s. 1, ch. 73-38.

'Note.—See Note 2, 8. 408.503.
2Note,—See Note 1, 8. 403.508.

403.505 Ten-year site plans.—

(1) Beginning January 1, 1974, each electric util-
ity shall submit to the Division of Sfate Planning a
10-year site plan which shall estimate its power gen-
erating needs and the general location of proposed
power plant sites. The 10-year plan shall be reviewed
and submitted not less frequently than every 2
years.

(2) Upon receipt of the plan, it shall be the duty
of the division to make a preliminary study of each
plan within 12 months and to classify each proposed
plan as “suitable” or “unsuitable.” The division may
suggest alternate plans. All findings of the division

shall be made available to the department for its
consideration at any subsequent certification pro-
ceedings. It is recognized that 10-year site plans sub-
mitted by an electric utility are tentative
information only and are subject to change at any
time at the discretion of the utility. In its prelimi-
nary study of each site, the division shall consider:

(&) The need, including the need as determined
by the Public Service Commission, for electrical pow-
er in the area to be served. )

() The anticipated environmental impact of an
electrical power plant on the area.

(¢) Possible alternatives to the proposed plan.

(d) The views of appropriate local, state, and fed-
eral agencies.

(¢) Whether there is conformance with the state
comprehensive plan.

(3) To enable it to carry out its duties under this
section, the division may, after hearing, establish a
study fee which shall not exceed $1,000 for each pro-
posed plan studied.

{4) Prior to October 1, 1973, the division shall
adopt rules governing the method of submitting,
processing and stullying the 10-year plans as re-
quired by this section.

History.—s. 1, ch. 78-83.

403.506 Applicability and certification.—

(1) Provisions of this chapter shall apply to any
electrical power plant as defined herein. No con-
struction of any new electrical power plant or expan-
gion in steam generating capacity of any existing
electrical power plant may be undertaken after Oc-
tober 1, 1973, without first obtaining certification in
the manner as herein provided, except that this act
shall not apply to any such electrical power plant
which is presently operating or under construction
or which has, upon the effective date of this act,
applied for a permit or certification under require-
ments in force prior to the effective date of this act.

(2) Applications for certification shall be upon
forms prescribed by the department and shall be
supported by such pertinent information and techni-
cal studies as the department may require.

History.—s. 1, ch, 78-33.

403,507 Detailed studies to be conducted.—

(1) It shall be the duty of the department to noti-
fy the Division of State Planning and the Public Ser-
vice Commission within 10 days of receipt of an
application for site certification.

(a) The division shall review and update the stud-
ies made under the provisions of s. 403.505 and shall
present its recommendation to the department with-
in 3 months of receipt of notification.

(b) The Public Service Commission shall prepare
a report and recommendation as to the present and
future needs for electrical generating capacity in the
area to be served by the proposed site and shall sub-
mit its findings to the department within 3 months
of receipt of notification.

‘The applicant, at itg cost, shall furnish such informa-

tion, studies, and data as the department, division,
or Public Service Commission may direct.

(2) It shall be the duty of the department to con-
duct, or contract for, a study of the proposed power
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generating facility, including, but not limited to, the
following site criteria;

(a) Cooling system requirements;

(b) Proximity to load centers;

© Proximity to navigable water and other
transportation systems;

(d  Soil and foundation conditions;

(e Availability of water;

®H Land use; -

(8  Accessibility to transmission; and

(h)  Environmental impact.

(3) All reasonable expenses associated with the
studies required by subsections (1) and (2) shall be
paid from the application fee required by s.
403.504(6).

History.—s. 1, ch. 73-89.

403.508 Public hearings.—

(1) The department shall conduct an initial pub-
lic hearing in the county of the proposed site within
sixty days of receipt of an application for site certifi-
cation. The place of such public hearing shall be as
close as possible to the proposed site.

(2) The department must determine at the initial
public hearing whether or not the proposed site is
consistent, and in compliance, with existing land use
plans and zoning ordinances, If it is determined that
the proposed site does conform with existing land
use plans and zoning ordinances in effect as of the
date of the application, the responsible zoning or
planning authority shall not thereafter change such
land use plans or zoning ordinances so as to affect
the proposed site. If it is determined that the pro-
posed site does not conform, it shall be the responsi-
bility of the applicant t0 make the necessary
application for rezoning. Should the application for
rezoning be denied, the applicant may appeal this
decision to the department, which may, if it deter-
mines after notice and hearing that it is in the public
interest to authorize a nonconforming use of the
land as a site for an electrical power plant, authorize
a variance to the existing land use plans and zoning
ordinances. ‘[In the event no such variance is grant-
ed,] no further action may be taken by the depart-
ment until the proposed site conforms to exigting
land use plans or zoning ordinances. The initial
hearing may consider any other matter appropriate
to consideration of the site,

(3) Atleast one additional public hearing shall be
held by the department in the exercise of its funec-
tions under this chapter prior to acting upon the
application.

(4Xa) The parties to a certification hearing shall
include: -

1. The applicant.

2. 'The Public Service Commission and the Divi-
sion of State Planning.

3. Each county and municipal government and
any other state agency which may have an interest
in the proposed site, that has filed with the depart-
" ment, not less than 10 days prior to the date set for
hearing, a notice of intent to be a party.

4. Any domestic nonprofit corporation or associ-
ation formed in whole or in part to promote conser-
vation or natural beauty, protect the environment,
personal health, or other biological values, preserve
historical sites, promote consumer inter‘gsts, repre-

sent commercial or industrial groups, or promote
orderly development of the area in which the site is
located, that has filed with the department, not less
than 10 days prior to the date set for hearing, a
notice of intent to be a party.

5. Such other persons as the department or hear-
ing officer may at any time deem appropriate.

. Any person may present written or oral testi-
mony relative to the need for, or the effects of, the
proposed. electrical power plant.

History.—s. 1, ch. 73-83.
*Note.—The bracketed language was fnserted by the editors. )

'408.509 Recommendations to Pollution Con-
trol Board.— :

(1} The department shall consider all evidence
presented at the hearings as well as information
gathered in any studies, and shall report to the board
its recommendations for the disposition of.an appli-
cation for certification no later than 12 months after
receipt of such an application, or such later time as
is mutually agreed by the department and the appli-
cant.

(20 Within 80 days of receipt of the department’s
report, the board shall act upon the application by
written order, approving in whole, approving with
such modification as the board may deem appropri-
ate, or denying the issuance of a certificate and stat-
ing the reasons for issuance or denial. If the
certificate is denied or approved with modifications,
the board shall set forth in writing the action the
applicant would have to take to secure the hoard’s
approval of the application.

(3) The issuance or denial of the certification by
the board shall be the final administrative action
required as to that application.

' History.—s, 1, ch. 7388,

'Note.—See Note 1, 5, 403,508,

- 403.510 Superseded laws, regulations, and
certification power.— .

(1} If any provision of this act is in conflict with
any other provision, limitation, or restriction which
is now in effect under any law or ordinance of this
state or any political subdivision or municipality, or
any rule or regulation promulgated thereunder, this
act shall govern and control, and such other law or
ordinance or rule or regulation promulgated there-
under shall be deemed superseded for the purposes
of this act.

(2) The state hereby preempts the regulation and
certification of electrical power plant sites and elec-
trical power plants as defined in this act.

HBistory.—s. 1, ch. 73-33. ! -

403.511 Effect of certification,— )

{1) Subject to the conditions set forth therein,
any certification agreement signed by the *chairman
of the Pollution Control Board shall bind the state or
any of its departments, agencies, divisions, bureaus,
commissions, districts, or boards as to the approval
of the site and the construction and operation of the
proposed electrical power plant and major transmis-
sion lines.

(2) The certification agreement shall authorize
the electric utility named therein to construct and
operate the proposed electrical power plant subject
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only to the conditions set forth in such certification.
The certification agreement may include conditions
which constitute variances from nonprocedural
standards or regulations otherwise applicable to the
construction and operation of the proposed electrical
power plant.

(3) The issuance of a site certification shall be in
lieu of any permit, certificate, or similar document
required by any other department, agency, division,
bureau, commission, district, or board of this state or
any local agency, including, but not limited to, those
documents, permits, or certificates which may be
required under chapters 161, 253, 298, 370, 373, 378,
380, 381, and 387, but shall not affect in any way the
rate-making powers of the Public Service Commis-
sion under chapter.366, nor shall this act in any way
affect the right of any local government to charge
appropriate fees or require that construction be in
compliance with local building codes, standards, and
regulations.

History.—s, 1, ch. 73-33; s, 2, ch. 74-170.

'Note~Jection 5(2), ch. 78-22, provides that the Governor shall perform

the duties of the chairman of the Pollution Contro] Board as defined in s.
408.511. :

403.5111 County and municipal authority
unaffected by chapter 75-22, Laws of Florida.—
Except as provided in ss. 403.5610 and 408.511, noth-
ing in chapter 75-22, Laws of Florida, shall be con-
strued to have altered the authority of county and

municipal governments as provided by law.
History.—a. 22, ch. 75-22.

403.512 Revocation or suspension of certifi-
catiori—Any certification may be revoked or sus-
pended:

(1) For any material false statement in the appli-
cation or in the supplemental or additional state-
ments of fact or studies required of the applicant
when a true answer would have warranted the
‘board’s refusal to recommend a certification in the
first instance.

(2) For failure to comply with the terms or condi-
tions of the original certification.

(3) For violation of the provisions of this chapter
or regulations or orders issued hereunder.

History.—s. 1, ch. 7883,
Note.-~See Note 1, 5. 403.508,

403.513 Review.—

(1) - The approval or rejection of an application for
certification by the Pollution Control Board shall be
subject to judicial review.

(2) Any rules and regulations adopted pursuant

to this act shall be subject to judicial review.
History.—s. 1, ch. 73-83.
‘Note.—See Note 1, 8. 403.508.

403514 Enforcement of compliance._Viola;
tions of this act shall be enforced as provided in ss.

403.121, 403.131, 403.141, and 403.161.
History.—s. 1, ch. 78-38.

403.515 Availability of information.—The de-
partment shall make available for public inspection
and copying during regular office hours, at the ex-

pense of any person requesting copies, any informa-
tion filed or submitted pursuant to this act.
History.—s. 1, ch. 73-83.

PART III

INTERSTATE ENVIRONMENTAL
CONTROL COMPACT

403.60 Environmental Coﬁtfol Compact; execu-
tion authorized.

403.60 Environmental Control Compact; exe-
cution authorized.—The Governor on behalf of this
state is hereby authorized to execute a compact, in
substantially the following form, with any one or
more of the states of the United States, and the Leg-
islature hereby signifies in advance its approval and
ratification of such compact:

MEMBER JURISDICTION.—The environmental
compact is entered into with all jurisdictions legally
Jjoining therein and enacted into law in the following
form:

INTERSTATE ENVIRONMENTAT, COMPACT

ARTICLE I

FINDINGS, PURPOSES AND RESERVATIONS
OF POWERS.—

A. Findings.—Signatory states hereby find and
declare:

1. The environment of every state is affected
with local, state, regional and national interests and
its protection, under appropriate arrangements for
intergovernmental cooperation, is a public purpose
of the respective signatories. '

2. Certain environmental pollution problems
transcend state boundaries and thereby become
?.ommon to adjacent states requiring cooperative ef-

orts. '

3. The environment of each state is subject to the
effective control of the signatories, and coordinated,
cooperative or joint exercise of control measures isin
their common interests. -

B. Purposes.—The purposes of the signatories in
enacting this compact are:

1. To assist and participate in the national envi-
ronment protection programs as set forth in federal
legislation; to promote intergovernmental coopera-
tion for multistate action relating to environmental
protection through interstate agreements; and to en-
courage cooperative and coordinated environmental
protection by the signatories and the federal govern-
ment;

2. To preserve and utilize the functions, powers
and duties of existing state agencies of government
to the maximum extent possible consistent with the
purposes of the compact.

C. Powers of the United States.—

1. Nothing contained in this compact shall im-
pair, affect or extend the constitutional authority of
the United States.

2. The signatories hereby recognize the power

‘and right of the Congress of the United States at any

time by any statute expressly enacted for that pur-
pose to revise the terms and conditions of its consent.
D. Powers of the statesi—Nothing contained in
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Document No. 4
Order of the Governor and Cabinet, dated

May 7, 1976
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BEFORE THE GOVERNOR AND CABINET
OF THE STATE OF FLORIDA

In re: Application of GULF POWER ) Division of

COMPANY for Power Plant Site Certi~) Administrative

fication, Caryville Steam Plant, ) Hearings
Holmes/Washington County, Florida ) Case No. 75~436N

) Application No. PS 75-07
)

The following persons were present and participated in

the disposition of this matter:

Honorable Reubin O'D. Askew
Governor

Honorable Bruce A. Smathers
Secretary of State

Honorable Robert I. Shevin
Attorney General

Honorable Philip F. Ashler
Treasurer and Insurance Commissioner

Honorable Gerald A. Lewis
Comptroller

Honorable Doyle Conner
Commissioner of Agriculture

Honorable Ralph D. Turlington
Commissioner of Education

ORDER

THIS MATTER having come on to be heard by the Governor and
the Florida Cabinet in exercising their functions under Sections
403.501 through 403.515, Florida Statutes, pursuant to Chapter
75-22, Laws of Florida, the Recommended Orders of the hearing
officer, and the Stipulations between the Applicant and the
Department having been considered and the parties and the public
having been offered an opportunity to make comment and present
arguments, it is therefore,

ORDERED, by the Governor and the Florida Cabinet that the
Recommended Orders of the hearing officer (Exhibits I, II, and
III) are approved and adopted except that they are hereby

modified to be consistent with and to include, in the Conditions
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of Certification (Exhibits IV and V), the language indicated

in the Stipulations between the Department and the Applicant
(Exhibits VI and VII). Accordingly, Certification for the
first two (2) five hundred (500) megawatt units of the proposed

facility is hereby issued in accordance with said Recommended

Orders as modified herein.
DONE the 4th day of May, 1976.

ENTERED this 7+¢h day of May, 1976, at Tallahassee,

Florida.

FOR THE GOVERNOR AND
FLORIDA

VOTE :
FOR: AGAINST:

Honorable Reubin O'D. Askew
Honorable Bruce A. Smathers
Honorable Robert L. Shevin
Honorable Philip F. Ashler
Honorable Gerald A. Lewis
Honorable Doyle Conner
Honorable Ralph D. Turlington

Copies furnished to:

William P. White, Jr.
DEPARTMENT OF ENVIRONMENTAL REGULATION

Barrett G. Johnson
FLORIDA PUBLIC SERVICE COMMISSION

Louis F. Hubener
DIVISION OF STATE PLANNING

G. Miles Davis
GULF POWER COMPANY



STATE OF FLORIDA
DIVISION oF ADMINISTRATIVE HEARINGS

In re: Application of GULF POWER
CQMPANY for Power Plant Site Certi-
fication, Carryville Steanm Plant,

)
)
> CASE NO. 75-4
Holmes/Washlngton County, Plorida ) s-dsen
)
)

‘ Pursugnt to notice, the Division of Administrative Hearin%s,
by its duly designated hearing officer, XK. N. Ayers, held a public

hgaring in the above styled cause on December 3 ang 4, 1975 at Cary~
ville, Florida.

APPEARANCES :

G. Miles Davis, Esquire, Beggs & Lane, p. Q. Box 12950,
Pensacola, Florida 3257s, Tepresenting Gulf Power Company

Barrett G. Johnson, Esquire, 700 South Adams Street, Talla-
hassge, Florida 32304, representing the Florida Public
Service Commission ang Division of State Planning

William P, White, Jr., Esquire, 2562 Executive Center Circle

East, Montgomery Building, Tallahassee, Florida 32301,
representing the Department of Environmental Regulation,

RECOMMENDED ORDER

By this Application, Gulf Power Company (Applicant or Gulf),
who is duly authorized to serve customers in the panhandle portion of
Florida west of the Apalachicola River, seeks certification asg required
by §403.501 et seq. F. S. to construct and operate an electrical power
Plant in the vicinity of Caryville, Florida. Gulf proposes to con-
struct a steam plant capable of generating 3,000 megawatts (mw) of
electricity commencing with an initial capacity of 500mw coming on
line in 1980 and a second 500mw in 1981. Thereafter the additional
capacity up to 3,000mw will be added incrementally as required to meet

will be delivered by rail, unloaded from hopper cars at an unloading
trestle and transported to the furnaces by a conveyer. Exhaust from
furnaces will be transmitted to the atmosphere through a 700 foot high
stack fitted with appropriate equipment to insure the discharge meets
environmental standards.

At an original hearing held on June 23, 1875, evidence
pertaining to existing land use plans and zoning was presented and on

ordinances.

At the instant hearing, conducted pursuant to § 403.508(3)
Florida Statutes and Chapter 17-17.11 FAC, evidence was received per-
taining to the necessity for the expanded electrical generation, the
expected environmental impact of the proposed power plant, the opera-
tional safeguards that should be required as a condition to certifica-
tion, and other public interests to be considered in carrying out the
legislative intent of the Florida Electrical Power Plant Siting Law.
Detailed studies required by §403.507 F.S. were completed and reports
of these studies were received into evidence at this hearing.

Six witnesses testified on behalf of Gulf, one witness
testified on behalf of the Public Service Commission (?SC), two



Regulations (DER} and twenty-three exhibits were admitted
dence. The;elwere no witnesses or intervenors £
or from municipal or county agencies,

into evi-
rom the general public

FINDINGS OF FacT

All parties involved concurred that there i i
: _ 1s a necessit
for expandgd'gener§t1ng capacity to serve Gulf's customers and thgt
the two initial units of 500mw each ¢an meet this requirement,

The parties stipulated that the power plant site certifi-
cation application submitted by Gulf (Exhibit 1) deals sufficiently

tre§t1e‘instead of the Causeway proposed by Gulf; 2. a more extensive
mon%tor%ng Program and without termination date than the fixed period
monlyogxng program proposed by Gulf; and 3. Restrictions upon use of
herbicides to clear transmission line corridors in excess of those

™

With respect to Ttem #1 above the pProposed causeway will
OCcupy some 8 acres of wetlands. It is Proposed to commence the cause-
way at elevation + 58 feet (above MSL), which is the 25 year predicted
high water flood level in the Choctawhatchee River flood plain, and
continue the causeway some 2400 feet at this elevation to the river
bank. fThe base of the Proposed causeway will have a maximum width of
130 feet at a point near the river's edge where the causeway height
will be 23 feet (T91). The top width is roughly 60 feet (T90) of which
18 feet will be paved surface. To the north of the access road will
be a buried electrical service to carry electricity to the pumps. In
the causeway to the south of the access road will be buried two intake
lines of 30 inch diameter and one water discharge line. Near the river
end of the causeway a vehicle turn-around area will be provided.

The causeway across the wetlands will run in a southwesterly
direction from plant site parallel to the principal direction of flood
water flow when the river is out of its banks. Five oval-shaped cyl-
verts will be placed in the causeway at the lowest points of natural
contour and permit water to pass through the causeway to equalize
levels on both sides of the causeway. These culverts will be 6 feet
wide by 3 feet 8 inches high. During the wet Season water will be

standing in most of these culverts.

If the causeway were built in the same location, but without
culverts, so as to block any flow normal to the causaway, the build up
of water on the north side of the causeway would be only 1 or 2 inches
at full flood stage of 57 feet (T146)* Accordingly the causeway
would have little, if any, effect on the water flow in the wetlands
over which this causeway passes; and, but for the 8 acres of wetlands .
eliminated by the construction of the causeway, the ecological function
of these wetlands will be virtually unimpaired, As a collector of

*Although the witness said 60 feet this height would exceed the elevation
of the causeway and no build up could resulc.



sediment from the flood waters the flpod Plain woulg al
by the construction of the Causeway (T154), The cost o
the Causeway ag Proposed ig $216,000.

SO be unimpaired
£ constructing

"a tres;le shall be used for access to the platform for all areas

of station }4 + 00." Thig includes the accgss across the wetl::dswggg
Presumably it jig DER's position that the intake and discharge pipes
from the Choctawhatchee River shall pe Placed upon a trestle siructure
rather than upon a causeway. The only evidence Presented with respect
to the cost of the trestle Structure was Presented by Gulf that a con-
crete pile trestle to support the Pipes and access road would cost some
$900,000. 5 Ccreosoted pile trestle to perform the same function would

presented. Both trestle and causeway would require the same corridor
to be cleared thus the construction of either would result in the same
ecological damage, Thereafter, however, the vegetation and other
indicia of wetlands could return under the trestle. While evidence was

The exposed Pipe on the trestle, if of steel, would require painting
and would conduct heat from the sun to the water Passing through the

Testimony was Presented that ecologists not pPresent had
wetlands in general as having an ecological value of between
$l,000_and §20,000 per acre Per vear. If these figures have economic
reality all wetland should have a market value of at least $10,000 per
acre. Regardless of this if we assume the values presented are real
and the cost for the access corridors are correct, the following
eéconomic comparisons can be made. The difference in the cost of the
causeway and trestle is approximately $700,000, If this money is bor-
rowed by Gulf at 3 1/2% interest the interest cost is almost $60,000
Per year. Since this would be a valigd capital expense this interest
¢ost will be reflected in the rates of Gulf's customers. If the wet-
lands are ecologically worth $7,500 per acre Per year the 8 acres here
involved would also have a value of $60,000 per year,

In this connection it should be noted that DER's condition
of certification specifying trestle across wetlands was based solely
on ecological factors and cost Was not considered. (T308).

During the course of the hearing considerable evidence was
presented regarding a third alternative for piping water to and from
the river, viz. in pipes buried across the wetlands. This evidence
was insufficient in numerous aspects to give it viability; however,

" several aspects of this proposal are worthy of note.

to be placed to provide access for maintenance) the pipe could be
buried; but, at some point in the flood plain, the pipe would have to
be placed upon a trestle to maintain slope to the river's edge (T287).

Burying pipes across the wetlands would have the -least
ecological impact upon the wetlands. Once the pipe path was trenched,

Problems associated with this proposal include providing all-

-



weather access to the inside of the Pipe; obtai
located 2400 feet laterally and 12 + feet above

suction with pumps located 2400 feet laterally and 12 + feet higher
than the level of the water to be pumped, it was also acknowledged
that this 2400 feet of 30 inch pipe would "probably" have to be primead
before the pumps could pick up suction. {T305-306). cost and feasi-
bility of providing all weather access to the buriegd pipes, and of
pProviding capability to prime the remote Pumps was not presented.
Purthermore the cost associated with burying the pPipes across the wet-

lands was not presented. Accordingly this concept should not be fur-
ther considered. :

carried out by Gulf to determine the effects of the power plant on
river organisms, DER, as a condition of certification, proposes a
program that will continue for the life of the plant regardless of

the conclusions reached from such monitoring., Gulf, on the other hand,

Unit I to determine the base line conditions and continue for one year
after commencement of operations of Unit I. Thereafter when Unit II
comes on line the monitoring program would be re-instituted and con-
tinue for one more year. Since Unit II is scheduled to come on line
one year after Unit I the monitoring Program proposed by Gulf would

actually be continuous for about 2 1/2 years.

All parties generally agreed that monitoring is required
to ascertain the ecological effects of the plant on the aguatic life
in the river. One type monitoring is needed to determine the effact
of impingement and entrainment at the intake. The intake structure
is designed so the plane of the intake screen is parallel to the cur-
rent flow. This largely eliminates impingement of fish and other

be entrained and killed in the filters. It is to determine the quantity
and composition of the aguatic life so destroyed that this part of, the
monitoring program is intended. The second part of the monitoring

crganisms.

With respect to the entrainment monitoring there was con-
siderable confusion in the testimony regarding anticipated findings.
Gulf's witness stated that at low river and low flow conditions the
greatest number of organisms would be entrained. Wwhile it is obvious
that the greatest percentage of available water will be removed from

volume of water will be withdrawn as at high flow conditions) it is
not obvious that there will be a higher density of aquatic organisms



\‘E

-5

organigms that_exist in slack water portions of the river, swim or
otherwls? remain out of the current Passing near the intake would not
be entralngd. Thus a sampling peoint in the current near the intake

With respect to the monitoring required to ascertain the
effec;s of the plant operation on the river eco-systems Gulf proposed
sampling only periphyton while DER's condition of certification
(Exhibit 5) provides for a sampling to include phytoplankton, zoo
plankton, ichthyoplankton, nutrient analysis, benthos and fish. These

ing water back into the system. In this regard it should be pointed
out that the water to be discharged will be treated to remove heat,
solids, and other concentrations that would affect compliance with
the EPA standards,

No valid cost estimates for the monitoring program proposed
by either Gulf or DER was presented. One witness upon Ccross examina-
tion gave a ball park "guesstimate" of $50,000 per vear for Gulf's
proposed program and $100,000 per year for DER's Program. The witness
expressly disallowed any credit for the accuracy of these figures and
accordingly they are disregarded, They are inserted here simply because
cost of the end product, electricity, is a factor to be considered in
determining under what conditions this certification should be granted.

As noted above Gulf Proposes to continue the monitoring
program for approximately 30 months (until one year after Unit II
has come on line) while DER pProposes a monitoring program that will
continue for the life of the plant. The biological community sampling
program contained in Exhibit 5, part II ¢ should be followed. The
time during which these programs should be continued will be discussed
under Conclusions.

III

e—————

All parties generally agreed that the use of herbicides
was required to clear vegetation from transmission line corridors
in wet areas where mechanical equipment cannot operate. Gulf proposes
to use Kuron, a herbicide approved by both state and federal authorities.
It will be used in wet areas only at a frequency not to exceed once
per year and in accordance with manufacturer's instructions admitted
into evidence as Exhibit 22. At the hearing DER appeared to take the
position that approval by DER should be obtained prior to each time the
herbicide is used. The evidence presented clearly shows that Kuron is
a safe non-persistent herbicide which, when applied in accordance with
instructions, will cause no harm to untargeted vegetation. All of
the transmission line routes were not finalized at the time of the
hearing but when the remainder of these corxidors'are fina}ized there
appears to be no reason that Gulf should not provide DER with a map
of these corridors indicating thereon those areas in which herbicides
will be used. .

v

No factual evidence regarding general conditions of certi-
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fication 1l1(a) and (b) was presented.

Accordingly th i
treated solely as a matter of law. 91y these will be

CONCLUSIONS OF LAW

In part II of Chapter 403 Florida Statutes the le islative
lntept of the Florida Electrical Powery Plant Siting Law progides in
Section 403.502 in pertinent part:

"...the state shall insure through available and
reasonable methods that the location and operation of
electrical power plants will produce minimal adverse
effects on human health, the environment, the ecology
of the land and itg wildlife, and the ecology of state
waters and their aquatic life. It is the intent to seek
courses of action that will fully balance the increasing
derands for electrical power plant location and operation
with the broad interest of the public. Such action will
be based on these premises:

(1) To assure the citizens of Florida that
operation safeguards are technically sufficient for
their welfare and protection.

(2) To effect a reasonable balance between the
need for the facility and the environmental impact
resulting from construction and operation of the
facility, including air and water quality, fish and
wildlife, and the water resources and other natural
resources of the state.

(3) To provide abundant, low cost electrical energy."”

Since there is no question of the need for the proposed
facility the primary interest that must be balanced are the environ-
mental impact of various courses of action and the cost of these
various options.

The first area where such balance must be applied is in the
water intake and return corridor between the plant and the river.
Although trestle-like structures have been required across other
wetlands where power plant sitings were involved, here the only
evidence of ecological damage is that resulting from the loss of
wetlands area due to the construction of the causeway. The only
evidence of cost differential between causeway and trestle was that
the trestle would cost some $700,000 more than the causeway. It is
the balance of this cost against the loss of 8 acres of wetland
that must be made. Based upon findings noted earlier, it is concluded
that the causeway construction should be approved.

The principal issue regarding biological monitoring of the
water of the Choctawhatchee River is the duration of the program.
Insufficient evidence was presented to support DER'sS positicon that
such monitoring should continue for the 1life of the plant. On the
other hand insufficient evidence was presented regarding the cost of
the programs proposed from which a cost benefit analysis and determina-
tion can be made. It is therefore concluded that this issue should
be reconsidered at a future date.

Whether or not general conditions of certification 11l(a)
and (b) should be approved presents a serious question of law. These
sections provide:

"{a) upon the adoption by the department of a rule
pursuant to Chapter 120, Florida Statutes, centaining
limitations or requirements applicable to any then
continuing or future activities under this certification,



which ru}e Provisions are new Or more stringent than
the requirements contained herein, the conditions

of this Certification shall be automatically modified
consistent with such rule.

{b) After review of such information as the department
deems appropriate, the department may, by order of the
Secretary or hisg designee, modify the conditions of this
certification ag it deems necessary to attain the
objectives of Chapter 403, Florida Statutes. The depart-
ment shall provi@e notice and an opPportunity for hearing
in accordance with Chapter 403 and Chapter 120, Florida

Statutes, ang rules and regulations adopted pursuant
thereto, "

Section 403.511(1), Florida Statutes Provides:

proposed electrical pPower plant subject onlx to the
i i ion. (under~

If conditions 11(a) and (b) are included in the certificate
this would have the effect of removing all finality from the certi-
fication agreement and thereby make it subject to future conditions
imposed by an agency. This appears to be in direct conflict with
the provisions of the statute above quoted and therefore an unauthor-
ized condition. This is not to say the legislature cannot, at any
future date, impose more onerous conditions of operation or restrictions

RECOMMENDATIONS

It is RECOMMENDED that the application of Gulf Power Comj
pany for a power plant site certificate be granted so as to authorize
the construction and operation of a coal-fired steam ganeratlng
electrical power plant near Caryville, Florida in accordance with
Exhibit 1. It is further

RECOMMENDED that this approval be conditioned upon com-
pliance by Gulf with the conditions of certificat%og contained in
Exhibits 4 and 5 except conditions II D 1 (b)(Exhlbl; 5), general
conditions 11l(a) and (b), {Exhibit 4), and Fhat-condxtlon II C
(Exhibit 5) be modified to Provide such monitoring shall commence not
less than six months prior to completion of Unit I and cont;nue_fcr
a period of three years after completion‘of Un@t IT. At this time
Gulf may petition DER for authority to.dlscontlnue said monitoring
or to modify same and if such request is not approved Gulf shall
be entitled to a hearing at which evidence shall be presented from
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which a determination can be made whether the benefi
toring Program justify the Costs involved,

DONE and ENTERED thig ffzz;day of Januar 1976, in Talla~
hassee, Florida, 7 '

ts of saig moni-
1 ]

KN R.TBYER -
Hearing or% cer

Division of Administrative
Hearings

Room 530, Carlton Building
Tallahassee, Florida

Copy furnished:

G. Miles Davis, Esquire
Beggs & Lane

P. 0. Box 12950
Pensacola, Florida 3257¢

Barrett G. Johnson, Esquire
Florida Public Service Commission
700 South Adams Street
Tallahassee, Florida 32304

William p. White, Jr,, Esquire
2562 Executive Center Circle East
Montgomery Building

Tallahassee, Florida 32301




STATE OF FLORIDA
DIVISION OF ADMINISTRATIVE HEARINGS

+IN RE: Application by Gulf Power Company ) !
' for Power Plant Site Certification ) ‘
Caryville Steam Plant, Holmes/ ) CASE NO. 75-436N

)

)

)

i
1

Washington County, Florida

Pursuant to notice, the Division of Administrative Hearings
by its duly designated hearing officer, K. N. Ayers, held a publie
hearing in the above style cause on June 23, 1975 at Caryville, Florida.

APPEARANCES: G, Miles Davis, P. 0. Box 12950, Pensacola,
Florida representing the applicant.

Vance W. Kidder, 2562 Executive Center Circle,

Tallahassee, Florida, representing the Depart-
ment of Pollution Control.

RECOMMENDED ORDER

By this application Gulf Power Company (hereinafter referred
to as Gulf Power or Applicant) seeks a power plant siting certification
in accordance with Section 403.506 et seq. Florida Statutes. The pur-~
pose of the hearing, which was conducted pursuant to Section 403.508
Florida Statutes,was to determine whether or not the proposed site is

consistent, and in compliance with,existing land use plans and zoning
ordinances.

Four witnesses testified in behalf of the application and six
exhibits were admitted into evidence. There were no protestants.

The proposed site consists of approximately 1500 acres. It

is proposed to construct a coal fired plant consisting of one 500 megawatt

unit to put into operation by June 1, 1980. A second 500 megawatt gen-
erator is planned for completion no later than June 1, 1981. To meet
future power needs, Gulf Power is planning the site to allow potential
expansion to a generating capacity of 3,000 megawatts. The intake and
discharge will be into the Choctawhatchee River.

Exhibit 1, a plat plan of the site, Exhibit 2, Notices of
Publication, Exhibit 3, News release dated June 12, 1975, Exhibit 4,
Resolution of Board of County Commissioners of Holmes County, Exhibit 5,
Resolution of Board of County Commissioners of Washington County, and
Exhibit 6, Resolution of the City of Caryville, were admitted into
evidence, The proposed site is partly in the city of Caryville and
part of it is in Holmes County, and part in Washington County. By
resolution of the Board of County Commissioners of Holmes County (Ex-
hibit 4) the Board of County Commissioners approved the proposed site,
That site is consistent with the planning requirements of Holmes County.
By resolution of the Board of County Commissioners of Washington County,
(Exhibit 5) those county commissioners also approved the proposed site
and the resolution stated that the use of the proposed site is in
accord with zoning and land use requirements of Washington County. They
do not have any zoning laws for the unincorporated area of the county.
By resolution of the city of Caryville (Exhibit 6) the city of Caryville
approved the proposed use of the site. Caryville does not have any
zoning requirements for that part of the land in question which is
within the city 1imits of Caryville,

In view of the absence of protest, the evidence need not be
further delineated except to say that the proposed site conforms with
existing land use plans and zoning ordinances in effect as of the date
of the application. From the foregoing it is concluded that the
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granting of the application will not be inconsistent with the land

?se Plans and zoning ordinances for the proposed site. It is there-
ore,

RECOMMENDED that the application of Gulf Power Company for
a land use siting certificate be approved so as to authorize the use
of a 1500 acre tract of land in Holmes/Washington counties and City
of Caryville for a proposed power plant site,

DONE and ENTERED thisgZ2waday of July, 1975 in Tallahassee,
Florida,

Hearing Officer

Division of Administrative
Hearings

Room 530, Carlton Building

Tallahassee, Florida



L

ooy ey

STATE OF FLORIDA

" DIVISION OF ADMINISYRATIVE HEARINGS

.
.

. ..

in re: Apélicaticn by Gulf Power Company

)
for Power Plant Site Certification )
Caryville Steam Plant, Holmes/ )
Florida )
. : )
)

‘Washington County,

.

“CASE NO. 75-436N

L
.

AMENDED RECOMMENDED ORDER

By stipulation entered at the final hearing oen Gulf Power
Company application for certification o

Plant on December 3, 1375,

" the Division of Environmental Regulations,
Officer modify the initial Recommended Orde
.22, 1975. At the land use portion of the h
1975 the legal description of the site and ¢
were not presented. All parties to this proceeding concur that the
Plat plan of the site and the legal ‘description of the site should

the applicant, Gulf Power Company and
requested the Hearing

be included in the record in this case. . The stipulation and five

plat plans having been received by the he
1975, such stipulation is accepted and th
that the record in this case will be more

the Recommended Order dated July 22, 1975 is amended to reflect the
legal description of the site. It is therefore, .

. OﬁDERED that the Recomﬁended Orde

DONE and ORDERED this S5t

hassee, Florida.

€
.
. .

Copy furnished: .

Willjam P. thite, Jr., Esq.
G. Miles Lavis, Psq.
Barrett G, Johnzon, Esq.

r entered July 22, 1975

'be-amended to reflect the area of the site to be approximately 1900
acres described in accordance with the
on Gulf Power Company Plats B-
. dated January 14, 1975; C-3863 dated October 26, 1974; E-2744 dated
' May 18, 1961; and E-3879 dated J
- hereto and incorporated herein.

legal description included
3877 dated January 27, 1975; B-3878

anuary 13, 19875 which are attached

.

ol AR
KOV NDTAYERS
‘Hearing Officér

Pivision of Administrative

Hearings .
‘Room 530, Carlton Building
Tallahassce, Florida '

f the proposed Caryville Steam

r in this case filed July
earing held on June 23,
plats of the area involved

aring officer on December 3,
e hearing officer concurs
complete and acgurate if

h day of December, 1975, in Talla-
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Chanqe in bischarges or Emissions

. All discharges or cmissions which result from

™" the construction or operation of the proposed
electrical power plant shall be consistent with
the terms of this certification when any upcra-
tion or construction activity is not specifically
described in the certification or regulated by
the laws or regulations of the State of Florida,
the description in the application shall govern.

Ll

b. Causation, in connection with construction or
operation, of pollution, as defined in Section
403.031, Florida Statutes, which is not specified
in the application or which is more £requent or
at levels or in amounts in excess of that authorized
herein shall constitute a violation of the
certification.. ’

c. Any facility expansions or production increases )
must be approved, after submission of a supplemental .
application, prior to any such expansions or

-increases. Prior to any process rodification which
‘will result in new or increased discharges or
emissions, the permittee shall obtain appropriate
modification of the conditions of certification.

-

Noncompliance Notification

If, for any reason, the permittee does not comply with
or will be unable to comply with any condition specified
in this ceortification, the permittee shall notify the
appropriate District Manager or District Office of the
Department by telephone as soon as it becomes aware that
such noncompliance may be anticipated or that it has
occurred. The permittee shall confirm such notificasion
in writing as soon as possible but not more than five (5)
days after becoming aware of the actual or anticipated
noncompliance.

The permittee shall provide, in both instances, the
following information: :

8. A description of the noncompliance, its cause and
effect;. ang, ' , :
.

"b. The pericd of noncompliance, including exact dates

and times; or, if not corrected, the anticipated tire
the noncompliance is expected to continue, and stevs

.- = . - « - —
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3.

4.

*of credentials:

being taken to reduce, eliminate and prevent
recurrence of the noncompliance and any impact
that might hava occurrcd or may occur from such
noncompliance.. | :

Facilitics Cperation o -
The permittece shall at all times take 2ll actiens,

decmed neocessary by 4he Department, necessary to

maintain in good werking order and to cperate as
efficiently as possible all treatment or contr=l
facilitics or systems installed or used by the

permittee to achieve compliance with the terms and
conditions of this certification. . .

v

Adverse Impact .

" The permittee shall take all actions deemad necessary

by the Department necessary o minimize any adverse
impact resulting from noncompliznce with any limita-.
tion specified in this certification.

Right ‘of Entrv

The permittee shall immediately allow any authorized
representative of the Department, upon the presentation

.

To enter upon the permittee's premises where an

* effluent source is located or in which records are
required to be kept under the terms and conditions
of this certification; and,

Qe

.

To have access to and to copy any récords regquired

to be kept under <he conditions of this certification
OX any records or documents relating o or docuTenting
any activity which is controlled by this certification;
and,

To inspect any monitoring eguipment or ronitorin
method required in this certification and to sample
: any discharge or pollutants.

C.

Revocation orx:Susvension.

A B
This certification may be suspended or revoked in whole
or in part pursuant to Section 403.512 and Chapter 120,
Florida Statutes, and any rules or regulations adopted
pursuant thereto, :

»

- -
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7. Civil and Criminal Liability

Nothing in this certification chall be construed to
relicve the permittee from civil or criminal liability
for noncompliance with any condition of this certifica=~
tion, applicable rules or rogulations of the Department
or Chapter 403, Florida Statutes, except for variance
granted.. . . .
. Nothing in this certification shall be construed to : .

preclude the institution of any legal action or relieve :
the permittee from any responsibilities, liabilities, or
penaltics established.pursuant to any applicablc state

. Statutes, or regulations not superceded by the Florida

-+ BElectrical Power Plant Siting Act.

8. Property Richts

The issuance of this certification does not convey any
property rights in either real or personal property, or
any exclusive privileges, nor does it authorize any injury
to public or private preperty or any invasicn of personal
rights, nor any infringement of Federal, State or loecal
laws or regqulations. The applicant shall obtain necessary
authorization from the appropriate agency of the State of
Florida to use any state-owned-lands occupied by the
intake and discharge structures and river access corridors,
Ox any other portion of the electrical power plant,
specifically including transmission line facilities.

- 9. Severability

- ae m. s

The provisions of this certification are severable,” ahd 1f~
any provision of this certification or the application of
‘any provision of this certification to any circumstances,
is held invalid, the applicaticn of such provision tq other
circumstances and the remainder of the certification shall
not be affected thereby. »

. e

10, " Review of Site Certification

a. This certification shall be final unless modified, revoked
or suspended pursuant to law. Five years from the date of
issuance, the,Department shall initiate a2 review of all
monitoring data that has 'been submitted to it, and any other
data which the Cepartment determines to ke advisable, for
the purpose of determining the extent of the permittee's
compliance with the conditions of this ceriification ané
the environmental impact of"this facility. The Department
shall submit the results of ‘its review and reccomwendations
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to the permittee. s5uch review shall be repeated every
five years thercafter. This in no way prohibits the
Department's undertaking a review of the certification
and the permittee's compliance therowith at any other
time, - . :
One ycar after comrencement of operation of the two

500 13 units certificd herein, the Separtment shall
review the wonitoring program to determine the necessity
for its continuance, supplcmentation or alteration, if

~ any.

“11.

12.

13.

Site Certification ' .

.

Modifiéation of Cbnditions

The conditions of this certification may be modified
in the following manner:

a. Upon the adoption by the Department of a rule pursuant
to Chapter 120, Florida Statutes, concaining limita-
tions or requirerents apolicable to any then continuing

- or future activities under this certification, whkich
-rule provisions are new or more stringent than the
‘X¥equirements contained herein, the conditions of this
certification shall be automatically modified consis-
tent with such rule.

b. After review of such information as the Departrent

deems appropriate, the Department may,by order of

. the Secretary or his designee, modify the conditions
of this certification as it deems necessary to attain
the objectives of Chapter 403, Florida Statutes. The .
Department shall provide notice and an opportunity for
hearing in accordance with Chapter 403 and Chazter 120,
Florida Statutes and rules or regulations adopted

" pursuant thereto. . .

.

Definitions

The meaning of terms used herein shall be governed by the

<definitions contained in Chapter 403, Florida Statutes end any

regulations adopted pursuant thereto. In +the event of any
dispute over the meaning of a term used herein which is res
defined in such statutes or regulations, such dispuie shall
be resolved by reference to the most relevant definitions
contained in £ny other stztute or regulation or, in the
alternate, hy 'the use of the commonly accepted meaning as
determined by the Departrment. ’

.
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These General Conditions and the succceding Special
Conditionz apply to Units Ho. 1 and 2 of-500 MW cach
of the proposed R. F. E1lis, Jr. Generating Station.
Although the site is certified as suitable for an.
ultimate capacity of 3000 !, the General and Speocial
Conditions shall be reoconsidered and may be modified
upon approval of supplemental applications.

.

s 23 2 ae o

SN
- —_

NG ME M




state of Florida Department of Envirenmental Regulation
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. State of Tlorida Department of Environmental Regulation

Gulf{ Power Company

R. P. Ellis, Jr. Generating Station (Caryville Steam Plant)
Case No. PA-75-07 = : :

COWDITIONS OF CERTIFICATION (Proposed 11-26~75)

-

SPECiAL

I. Adir ' :

The construction and operation of the R. F. Ellis, Jr.,
Generating Station shall be in-accordance with all appli~
cable provisions of Chapters 17-2, 17-5, and 17~7, Florids
Administrative Code. The permittee shall comply with the
following specific conditions of certification: .

A. Emission Limitations

1. Stack emissions shall not exceed those specified in
Chapter 17-2.04(6) (e}1., FAC.

2, The permittee shall not burn a fuel containing
© more than-an average of 0.7% sulfur unless it can
be demonstrated that either,-a) heat efficiency
is such as to insure compliance with above emission
limitations or, b) that a flue gas desulfurization
unit is installed that will insure compliance with
the above emission limitations. , . :

. "3. The height of the boiler ethaust stack for Units 1
. - and 2 shall not be less than 700 feet above grade.
The height of stacks for future units shall be
determined after review of supplemental applicaticns.

4. The permittee shall provide proof of a contract for
low sulfur coal or provide proof of a contract for
purchase of a flue gas desulfurization system to
meet the above limitations for sulfur dioxide
emissions not less than 42 months prior to startup
of the power boilers. . ’

.
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B. Adr Monitoring Program

1.

2.

The permittee shall install and operate continuously
monitoring devices for cach boiler exhaust for -sulfur
dioxide, nitrogen dioxide and opacity. The monitoring
devices shall meet the applicable requirements of 40
CFR, Part 60, as puklished in the Federal Register of
October 6, 1975. Calculation of S0, enissions in .
accordance with Scction €0.45 of 40 CFR, Part 60, may
be utilized in lieu of S0, exhaust monitoring, t.

The permittee shall provide two continuous ambient
monitoring devices for S0z, one continuous ambicnt
monitoring cdevice for nitrogen oxides, and two .
ambicnt monitoring éevices for suszended particulates,
These devices shall te as described in Table 1~} and
located as shown on Figure 1~1 of these conditions
unless the Departwent and permittee should agree
otherwise. ’

The permittee shall maintain a log of fuels used and
copies of fuel analyses containing information of
sulfur content, ash content and heating values to
facilitate calculations of emissions.

The permittee shall maintain and operate the meteoro-
logical monitoring svstem described in Tahble 1-1 of
these conditions unless the Department and permittee
should agree otherwise. )

The permittee shall provide sampling ports into each
stack and shall provide access to the sampling ports

in order that stack sampling may be accemplished. The
Department shall aporove the location and conZiguration

.of the stack sampling ports.

6. -

The arbient monitorinc program shall be reviewed —
annually by the Depariment and rermittee ‘beginning two
years a2fter start-up of Unit Ho. 1. The monitoring
Progranm may be modifZied by mutual consent of perrittee
and the Department.

C.  Reporting

1.

Stack rmonitoring, fuel usage and fuel 2nalysis data
shall be furnished to the Bepartment on a querterly
basis is accordance with 40 CFR, Part 60, Section 60.7.

Ambient air monitoring data shall be reported to the
Department guarterly by the last day of the month
following the quarterly reporting period utilizint “re
SARO:D or mutually acceptable format. The reporiing
schedule may be revised ugon mutual consent of the
permittee.-and the Department.




II.

Water '

Discharges during construction and operation of the R. F.
Ellis Generating Station shall be in cowpliance with all
applicable provisions of Chapter 17-3, Florida Administrative
Code and 40 CrR 423, Effluent Guidelines and Standards for
Steam Electric Power ‘Generating Point Source Category. Also
the permittee shall comply with the following conditions of
certification:

A. Effluent Limitations

1. The zone of reasonable mixing for cboling tower blow-
-down shall not exceed that area within the 5°F. isotherm.
produced by a discharge of 19,941 gpm at a daily
average temperature of 969F. at the POD {Monitoring
point 002).

2. The blowdown from the cooling towers shall be withdrawn
at the point of lowest temperature of the recirculating
cooling water prior to the addition of make-up water.
Free chlorine and chlorine residual shall be
monitored at monitoring point 003 as shown on figure
3.5-7, as attached. ,

3. Sanitary wastewater shall be collected anéd treated in
an appropriately designed wastewater treatment system
that will comply with the applicable sections of Chavter
17-3, Florida Administrative Code. The plant shall be
so designed as to provide proper treatment efficiency.
Gulf Power Company shall provide the Northwest Florids
District Manager of the Department of Environmental
Regulation with detailed plans and specificaticns of
the sanitary wastewater treatment system prior to
construction of that system. The Distriét Manager
shall indicate his approval or disapproval thereof
within 60 days of receipt. Gulf Power shall not con-
struct a sanitary wastewater treatment plant until
approval has been granted by the Department.

4. Low Volume Waste Sources - {Including bHut not limited
to wastewaters from wet scrubber air pollution control
systems, ion exchange water treatment systems, water
treatment evaporator blowdown, laboratory and sampling
streams, blowdown from recirculating house service
water systems) shall not discharge water containing
more thun the following concentrations of contaminants:

Contaminants » Daily Maximunm 30~Day

. Average

Total Suspended Solids 100 mg/1 30 mg/1

0i) and Grease 20 mg/1 15 mg/1
-3
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These sources shall be monitored at the discharge
from the wastewater basin prior to the juncture with
the cooling tower blowdown line as shown in Figure
3.5~7 as monitoring point 007.

Ash Transport: Water.

The quantity of Total Suspended Solids (TSS) and

0il and Grease discharged in water blecd-off from

the bottom ash disposal pond and the fly ash disposal
pond shall not exceed the quantity calculated by
multiplying the flow of water in the bottom ash trans-
port system times the following factors and dividing
the product by 20:

Contaminants Daily Maximum 30-Day

' Average

TSS 100 mg/1 ' 30 ng/l
0il and Grease 20 mg/l 15 mg/l

These contaminants shall be monitored at monitoring
point 006 as shown on attached Figure 3.5-7.

Boiler Blowdown

The quantity of contaminants discharged in boiler
blowdown shall not exceed the following concentrations:

Contaminants Daily Maximum 30-Day

average

Copper ) 1.0 mg/1 1.0 mg/1
Iron ‘ . 1.0 mg/1 1.0 mg/1

Iron and copper shall be monitored prior to discharge
into the wastewater basin 'as shown on Fiqure 3.5-7
at monitoring point 004. :

Metal Cleaning Wastes

The quantity of contaminants discharged in metal
cleaning wastes including preoperational cleaning
wastes shall not exceed the following concentrations:

‘.Contaminants Daily Maximum 30-Day

) . Average
Total Suspended Solids 100 mg/1 30 mg/1
0il and Grease 20 mg/1 15 mg/1
Copper . 1.0 mg/1 1.0 mg/1
Iron * . 1.0 mg/) 1.0 mg/1
Phcsphatg 1.0 mg/1 1.0 mg/1

-

T . T B Lads Sionc Ll atuta ol Al

N

fat 20N

Lk =g e e




10.

11.

12,

13.

These wastes shall be monitored prior to discharge
into the wastcwater basin as shown on Figure 3.5-7
and monitoring point 005, .

Chlorine .

The quantity -of free available chlorine discharged

in the blowdown from the cooling towers shall not ~
exceed 0.5 mg/l at any one time and shall not exceed
0.2 mg/1 as an average daily concentration for any
thirty consecutive days. Neither free available
chlorine nor total residual chlorine may be discharged
from any unit for more than two hours in any one day
and not more than one unit in any plant may discharge
chlorine at any one time, unless it can be demonstrated
to the Department that the units at this plant cannot
operate under the restriction of this condition.,

Combined Discharges

Since the waste streams from the various sources are
to be combined prior to discharge, the quantity of
each contaminant listed in paragraphs II.A.4 thru
II.A.7 of this section attributable to each waste
source shall not exceéd the specific limitation for
that waste source.

Leachate

Leachate from coal storage piles and ash disposal ponds
shall not contaminate the waters of the State (including
both surface and groundwaters) in excess of the
limitations of Chapter 17-3.

Temperature ‘ . C.

The maximum 24-hour average temperature of the éooling
tower blowdown shall not exceed 96°F. at the end of
the discharge pipe at monitoring point 002,

Polychlorinated Biphenyl Compounds

There shall be no discharge of polychlorinated biphenyl

" compounds such as those commonly used for transformer

fluid.

Ash Pond, Collector Wells

The effluent from wells utilized to intercept ash pcnd
leachate shall be returned to the ash sluicing systems
as makeup water and shall not be discharged without
meeting ‘the limitations of Chapter 17-3, FAC, or con-
dition-II.A.5.
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.

D. Water Consumption

1. River Water
The amount of water withdrawn from the Choctawhatchee
River shall .not excced 45,000 gallons per minute (gpm) or
! - 7500 gpm pexr unit for Units No. 1 and 2.
2. Well Water

The amount of water withdrawn from wells shall not
exceed 3000 gallons per minute except in case of fire.

C. Water Monitoring and Reporting

The permittee shall monitor and report to the Department
the listed parameters on the basis specified. The methods
; and procedures utilized in the monitoring program shall

be approved by the Department., The Department will review
the monitoring program annually and determine the necessity
and extent of any necessary continuation of the monitoring
program.

1. Surface Water

a. The permittee shall monitor and report to the
Department on a quarterly basis the following
parameters from the following sources during
plant operation:

Sample

" Parameters Sampling Fregquency

: Location Type of Samplers
: Flow Intake/002  Recorder or Pump Continuous
! log .

Temperature Intake/002 Recorder Continuous

pi ) : . " 002 Multiple grabs 1/week

TDS ' " 002 grab 1/week

Dissolved Oxygen 002 ‘ grab 1/week

Conductivity 002 recorder Continuous

Free Chlorine Residual 003/008 Multiple grabs 1/week

Total Chlorine Residual 003 Multiple grabs 1/week

Copper 004, 005 grab 1/month

Iron 004, 005 grab 1/month

Arsenic 006 grab 1/month

Chromium « D006 grab 1/month

Lead v 006 grab 1/month

Oil and Grease 001, 006, grab. l/week

L 007 :

Hercury 006 grab 1/month

Total Phosphorus as POy 005 . grab during discharge
i
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b, Ambicnt Water Monitoring

The permittee shall conduct an ambient water
- monitoring program for one year after start of
operation of each unit. The ambient water
monitoring program shall include both surface
' ’ and ground water and shall include both quality
¢ ) and quantity. The results of the water monitoring
: program- will be submitted to the Department
quarterly.
c. Biological Monitoring

.

1. Entrainment and Impingement’

Entrainment and impingement of aquatic organisms
and effects due to the cooling water intake
system will be monitored and reported. Samples
will be collected from the intake screens and
water filters at two month intervals to
identify species involved and to guantify how
many of each species is affected. At the end
of each year's ccllection of data, a report
will be prepared in which the sigrificance

of the information will be evaluated. Pre-
operational background studies may be utilized
to estimate the proportion of the total
available organisms subjected to impingement
and/or entrainment,

2. Methodolo

The extent of impingement or entrainment of
aquatic organisms will be determined as
follows:

.a) The screen or .filter will be examined for
a consecutive 24~hour period once every
two months. The collection obtained will
be analyzed for:

1) Species present;

2) Number of each individual species
caught; .

3) Total biomass of each species;'and

4) Average size of the individuals caught,

*b) Semi-annual Analysis - A qualified biologist
" will analyze these figures (a, above) every
six months to determine the significance
. in terms of:




‘ ) . .

1) Stage of development of the organisms;
2) Percent reduction this renresents when
) compared to the total pecpulation of
the arca as determined from background
. data; and
-8) Protection and propagation of the
. species of the area.

3. Biological Communitics

Changes in the agquatic biological communities
.due to plant operation will-be dectected by
continuation of the biological program. The
background biological program that has been
conducted for the environmental report will
form the basis of this program, with modifi-
cations as outlined:

a) Field Sampling

Sampling at different levels of biological
organicmal complexity will be performed
_according to the following schedule:

Community Sampling Frequency
Phytoplankton - Every four months
Zoo plankton " " "
Ichthyoplankton " " "
Nutrient Analysis Every two months
Benthos . " " v
Fish " " "

b) Cataloging

A cataloging of other developments in the
area will be performed. Changes in-the

area since the background data were collected
may influence any biological alternatives,
noted.

c) Report

A report will be prepared at the end of
each year. It will include a bibliography

. of literature pertinent to effects of specific

. chemical and/or physical stresses on species
indigenous to the region. Any significant
change from the backgrouné levels noted in
the communities sampled should be detected

. by the above program. Conclusicns will be

‘ drawn as to whether or not any changes
observed are the result of operation of the
power plant. '




2. Ground VWater Monitoring

a. General

The pexrmittee shall implement and continue after
commencement of plant operation of Unit 1, a

N groundwdter monitoring program, as described in

: i Section 6.4 of the application. A ground water
monitoring program shall be reviewed annually by
the Department, the Northwest Florida Water
Management District and Gulf Power Company. The
Department will determine the necessity and extent
of continuation of the monitorirg program, after the
first year. The Department may require periodic
monitoring as each new unit in placed in operation
to assess the impact of the new units.

- Quarterly reports on the quality of water in samples
collected from the monitoring wells, the ash pond
and interceptor wells shall be provided to the
Department and the Northwest Florida Water Manage-
ment District, ’ :

b. 2Ash Pond Monitoring

~ is The permittee shall locate the two initial
portions of ash pond "A" and the monitoring/
interceptor wells where the overburden is
hydrologically distinct from the underlying
limestone foundation.

ii. If the monthly reports on the monitoring wells
indicate significant contamination of the
shallow or Floridan aquifer system, then the
initial ash disposal ponds shall be sealed,
relocated or closed, or the operation of these
ash disposal ponds shall be altered in such
a manner as to assure the Department that no
significant contamination of groundwater.will
occur. Expansion of ash pond "A" to.'its ultimate
size shall be coastructed and/or operated to
assure the Department that no significant con-
tamination of ground water will occur.

iii. Gulf Power shall notify the Department and

i Water Management District of the number and

. *location of interceptor wells to be located
“around the ash pond areas.,




€.  Supply Wells

i. Gulf Power Company shall include the Water
Management District at the testing and logging
of the first production well. Testing for
timelevel and distance~drawdown at this first
well should be conducted for at least a 36—
hour time..frame,

o

ii. Gulf Power shall supply the District with
pertinent data on transmissivity and storage
values for the shallow aquifer and the Floridan
aquifer system when available.

' D. Control Measures During Construction

1. River Intake Access Corridor

The river intake access corridor shall be constructed
in such'.a manner as to minimize the environmental
impact in the following manner:

a. The access corridor shall be the minimum width
necessary to construct the intake/discharge
systems. .

b. In order to minimize alteration to the natural
drainage characteristics, sedimentation patterns,
flushing characteristics, and current patterns of

/ the wetlands affected, culverts shall be utilized
upland of station 14+00 on the topographic survey.

A trestle shall be utilized for access to the

platform for all areas west of station 14+00.

¢. In excavating for the intake pipes or causeway any
material excavated and permanently moved during
construction may be utilized as backfill, causeway
£il1l or shall be deposited on an upland area. A
peripheral dike berm or other control device shall
bhe constructed, as warranted, around all construction
and spoil areas to insure against spillage or discharge
of excavated material that may cause turbidity in
excess of 50 Jackson Turbidity Units above back-
ground in waters of the State.

d. ihe‘number, size and spec¢ific placement of the

cubverts aleng the corride shall be mutually agreed
upon by the DER staff and the permittee.

e. Turbidity Control - Turbidity control devices shall
be .installed as warranted pricr to construction or
maintenance dredging to insure that turbidity of
State.waters is not increased more than 50 Jackson
Turbidity Units,

10
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. 2. Stormwater Runoff .

During construction and plant operation, necessary
measures shall be émployed to settle, filter, treat
or absorb silt containing or pellutant loaded storm-
water runoff to prevent contamination of waters of
the State during periods not exceeding a 10 ycar, 24
hour rainfall event. Such measurcs may include sediment
. traps, barriers and use of berms and vegetation.
Exposcd or disturbed soil shall be protected as soon as
possible to minimize silt and sediment runoff inte
waters of the State. The effluent from detention pond
"B" shall be monitored at monitcring point 001 as shown
on Pigure 3.5-7, as attached, to determine concentrations
of suspended solids, oil and grease and that effluent
shall not contain suspended solids in excess of 50 mg/l
nor shall the pH exceed the.-range of 6.0 to 8.5 standard
units, »

3. pt

Chemical releases will be treated if neocessary prior
to discharge to waters of the State to prevent vio-
lations of pH water quality standards.

4. Environmental Control Program

The permittee shall designate a person to implement an
environmental control program. A control program shall
be established to provide for a periocdic review of all
construction activities to assure those activities con-
form to the environmental conditions set forth in the
conditions of certification. If unexpected harmful
effects or evidence of irreversible damage are detected
during facility construction, the applicant shall pro-
vide to the Department an analysis of the problem and

- a plan for action to eliminate or significantly reduce

- the harmful effects or damage.

IITI. Operation Safegquards

The overall design and layout of the plant must be such as to
mipimize hazards to humans and the environment. Security
control measures will be utilized to prevent public exposure
to hazardous conditions., OSHA standards will be complied with
to protect employees and the public.

IV. Solid Wastes «
. v

Solid wastes generated by the construction or operation of the
certified facility shall be handled and disposed of in accordance
with all applicable regulations of Chapters.17-5 and 17-7,
Florida Administrative Code. If open burning of refuse or
construction wastes is performed in acccrdance with Chapter

-11-
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VI.

VII.

VIII.

IX.

17-5, FAC, no additional permits are required, but the District
Forester of the Floxida Department of Agriculture and Consumer
Services shall be notified. Open burning shall not occur if
the Division of Forestry has issucd a ban on burning due to
fire hazard conditions. )

Vegetative Screening

The permittee is encouraged to utilize existing vegetation ox
plantings of indigenous vegetation to screen the coal pile,
ash pond and river intake from public view.

.

Ash Disposal Pond B ’

The permittee shall continue groundwater hydrologic investi-
gations of the area in which ash disposal pond "B" is located.
Prior to construction of ash pond "B", the permittee shall
provide evidence to the Department and NWFWMD that said pond
is located vhere the overburden is hydrologically distinct
from the underlying limestone formation, or that said pond
will be sealed with impervious materials to prevent contami-
nation of the Floridan aguifer from ash pond leachate, or
that said ash disposal pond can be operated so as to preclude
significant contamination of groundwater.

Potable Water Supbly System

The potable water supply system shall be designated and operated
in conformance with Chapter 17-22, FAC. Information as required
in 17-22.05 shall be submitted to the Department prior to
construction and operation. The operator of the potable water
supply system shall be certified in accordance with Chapter
17-23, FAC.

Sanitary Wastewater Disposal System

. The sanitary wastewater disposal system shall be operated in

conformance with Chapters 17-3, 17-16, and 17-19, FAC.

Disposal of Sanitary Wastes During Construction

Disposal of sanitary wastes from portable chemical toilets
during construction shall be handled in.conformance with
applicable regulations of the Department of Environmental
Regulation and with the consent and approval of the appropriate
County Health Degpartment. Such wastes may be disposed of in

an approved sewdge treatment plant or as approved by the

 Northwest District Manager or the local county health

Department.
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X. MApplicability of Conditions

The precceding special conditions shall apply to Units 1 and

‘2 at the Ellis Steam Plant.

The applicability of the above

conqitions to future. units at this site will be dependent on
review of the supplemental application material and the
applicable rules of the Department at the time of application.

AX. Roadway Connections and Crossings

The permittee shall contact and provide details of all connectionsg
to or crossings of State and Fedeval roadways to Mr. E. W,
Lee, District Engineer of the Florida Department of Transportation,
in the Chipley District office prior to initiation of construction,

XII. Biocides and Herbicides

The use of biocides or herbicides in the cooling towers or on
transmission line right-of-ways shall be minimized to the
greatest extent practicable.

and frequency of use, and concentration to be used.

Before any herbicide or bioccide
not specified in the application is used, the permittee shall
notify the Department of the type of chemical compeund, locaticn

The Depart-

ment shall indicate approval or disapproval of such biocide
or herbicide in writing within 30 days of such notification.
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TADLE 1-1

METLCOROLOGICAL TMSTRUMENTATION AT CM‘{YV"I LLE SITE .

Approximate
Height Above . : :
Yeasured Pavameter : Tower Rase Ranpe Accuracy
Wind Speed 195 fcet & 33 feet 0-25, 50, 100 yph - +1 percent
Horizontal Wind Dircction 195 feet & 33 fee:‘ 0 to 540° ‘ S 4
Vertical Wind Dircction 195 feet oo +60° ’ - a3°
Jobient ALr Temperature 33 feet . Testo +45°C +0.5%
Tezperature Cradient . 195 feet & 33 feet =5 to +10°C +0.1°% -
" Dewpoint Temécrature i 33 feet -5 to +45°C ip.;°c
Wind Directi(;n Sigma 195 feer:‘ 0 to 40°C +1.20C
Précipicacion . ﬂi Cround - 0 to 1% +0.01"
" Solar-Radiation . Ground A 0 to 2gm-cal/cm2/miﬁ #1.5 percent
Barometric Pressure ) Ground ‘ 28.0 to 32.0" ig +0.5 percent

-
-

Gulf héas installed equipment for onsite measurements in a cleared

area west of the plant location as shown in figqure 1-1. Sensors

for monitoring wind characteristics including wind speed and dirvection,
- temperature, and dew point are mounted on a 189~-foot tower located

near the center of the cleared area. There are no large structures

near the tower that could affect meteorological measurements.

Equipment for monitoring precipitation, solax radiation, and baro-

metric pressure is located at ground level near the tower. The ,

meteorological instrumentation is described in detail in Teble 1-1., .

The system that will be used to monitor aix quality in the vicinity
of the plant is in the final stages of installation, and consists of
two ambient air monitoring stations located north and south of the
plant as shown in figure 1-1. Ambient air monitoring station

No. M-4~B contains @ Heloy Si-185-2 sulfur dioxide analyzer, a
high-vol participate sampler, and support eqguirment, Anmbient air
monitoring station No. M-2-A contains a Meloy SA~188~2 sgulfur
dioxide analyzer, a Thermo Electron 14D oxides-~of-nitrogen analyzer,
a higli-vol particulate sampler, and support eguipment,

.
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BEFORE THE STATE CF FLORIDA DEPARTMENT OF ENVIRONMENTAL REGULATION

In re: Application of GULF POWER ) Division of

COMPANY for Power Plant Site Certi=-) " Administrative
fication, Caryville Steam Plant, ) . Hearings

Holmes/Washington County, Florida Case No, 75~-436N

) .

) Application No, PA 75~07
)

)

STIPULATION OF uPPLICAWT AND DEPARTHMENT

COMES NOW, the State of Florida Department of Environmental
Regulation and the Applicant, Gulf Power Company, and hereby show
that they are in agreement as to thg appropriate resolution of
three of the issues dealt with at the final hearing before the
hearing officer in this matter, to wit: the Qse of herbicides
along transmission line corxidors, biéloqical monitoring of the

effects of the intake from and discharge 1nto the Choctawhatchee

. River and modification of certification condztions.

. . WHEREFORE, the Departmwent and the Applicant agree and hereby
request that the conditions and certification contained in
Exhibits 4 and 5 entered at the final hearing should be as set

forth below:

I. Condition II.C.l.c. of Exhibit § (Special Condltions)
should be amended Lo read:

¢. Biolcgical HMonitoring

1. Entrainment _
_Entrainment of aquatic or§anisms and effects of
the cooling intake system shall be monitored and
reported.
a) .Méthodoloqy .
A composite sample of Choctawhatchee River water
shall be collected over a 24 hour period near

the intake structure. Mid-depth samples shall

ExXHIBrT 71



be collected every six hours. These aliqﬁots
4shall form the complete 24'hour composite.
Composite samples shall be collected not 1@38‘
than once every two months beginning at least
6ne year prior to startup of the firs£ 500 MW
unit, ‘

b} Sample Analysis

{1) sample analysis shall include: population
enumeration; Species identification to the ’
lowest practical taxon; biomass estimates:l
stage ofmdevelophent of fish arnd macroinverte- ’
brates. 1
{2) A qualified bidlogist shall analyze the
collected data to determine their signifiéance
in terms of: stage of development‘of the
oiéanisms; peécent reduction represented when
compared to total population éf the area as
determined from background data; protection and
propagation of species in the area.

c) Report
The Applicant shall submit a written report to
the department within 45 days of the end of each
yearly period of entrainment sampling. Such
reportS«sﬁall include the data derived from the
sampling and the~apélysis cf such data.

Biological Communities

Changes in the aquatic biological communities due to

'plant operation shall be monitored and reported.

a) Methodoloyy
"The biological program conducted by the Applicant
for the environmental report which forms a part
of its application shall beo utilized for the

purpose of supplementing bascline data. Ahdditional

44
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pre-operational and post-operational data shall
be acquired by proccdures set forth below:

(1) Field Sampling -

Two sampling stations shall be established,
the first upstream of the intake structure,
the second downstream from the discharge
point, Such stations shallybe located so
as to reflect, as nearly as practicable,
whole river Eonditions prior to intake and
subsequent to discharge respectively.
Sampling at different levels of biological
complexity shall, commencing at least one
yea£ prior to startup of the first 500 MW
unit, be performed for the communities
listed below at,_aﬁ least, the sampling

frequencies specified,

Community == - Sampling Frequency
Phytoplankton Every four months
Zooplankton ’ E Every four months
Ichthyeoplankton Every four months
Nutrient Analysis Ever& two months
Benthos (including Every two months
Periphyton)
Fish : Every two menths

(2) cataloging .

The Applicaﬁt»shall cataleog other develop-
ments in the afeé affecting the Choctawhatchee
River's biological cemmunitics which may
influence the biological data acquired by
sampling.
b)  Repert
The Applicant shall submit a written report to

the departmont at the end of each yeay of

W7
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biological community monitoring. Sucﬁ reports,

* prepared by a qualified biologist, shall be
submitted within 45 days of the completion of
each monitcring period and shall contain: a

" tabulation of data derived from sampling; an
analysis of the data; conclusions as to whether
detected changes are the result of operation of
the power plant; and, a bibliography of literature,
pertinent to the effects of specific chemical
and/or physical stresses on species naturaiiy
occurring in the area saméled which relate or"

may relate to the Applicant's activities.

II. ConditionslO.b., and ¢. of Exhibit 4 (General Conditions) should

be amended to read:

b.

One year after commencement of cperation of each unit
certified herein, and every three years thereafter, the

department shall review the monitoriﬁg programs iequired

"to be conducted by the Applicant to determine the

necessity for their continuance, supplementation or
alteration, if any. .

The monitoring requirements of condition II.C.l.c. of
Exhibit 5 (Special Conditions) shall continue for a
period of at least one year after startup of Unit II.
At any time after one year of operation of Unit I, the
Applicant may petition the department for authority to
discontinue sgid monitcriég or to modify same and if
such request is not approved. Applicant shall be entitled
to a hearing at which evidence shall be presented from
which a determination can be made whether the benefits
of sgid monitering program justify the costs involvcg.
Submission and response to such a request shall be

subject to the provisions of Chapters 403 and 120, Florida

W
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Statutes, and the rules and regulations adopted

...pursuant thereto.

III. Condition XII. of Exhibit § (Special Conditionsi should be

altered to read:

X1I. Biocides and Herbicides

A.

The use of biocides or herbicides in the cooling
towers or on transmission line right*of-ways shall
be minimized to the greatest extent practicable,
Application of the herbicide “Ruron" in transmission

line corridors shall be used only upon the

 following conditions:

1. Application shall be made only at wind speeds |
‘of 5 miles per hour or less;

2. Application shall be made only in marsh or other
areas not suscebtib}e‘to mechanical clearing;

3. hpplicaticﬁ in anﬁ given location shall not be’
made more fregupently than 6nce per vear; and,

4. Application shalllbe made bnly in areas .l
préviously identified on maps provided teo

the department.

Iv. Condition 1l of Exhibit 4 (General Conditionsg) ghaqld be

A}

amended to read: .

1l. Modification of Conditions

The conditions of this certification may be modifiecd in

the following manner: =

A.

Upon the adeption by the Department of a rule

pufﬂuant to Chapter’l20, Florida Statutes, con-

“taining limitations' or requirements applicable to

any then continuing or future activities under
this certification, which rule provisions are new

or more stringent than the requirements contained

%9




herein, the conditions of this certification shall
be automatically modified consistent with Qucﬂ’
rule, If such fequirements are less stringent

than the requirements contained herein, the ok
conditions of this certlfication which arcz%aferred
to by ré?ﬁhééﬁg’éé“iﬁé Florida Administrative Code'
shall be automatically modified consistent witk
such rule. 1In the aﬁplication of such later
adopted rule, this paragraph shall not be construed’
to mean that the R, F. Ellis, Jr. plant is a new °
source if a distinction between new and e#isting
sources is made within' the later adopted rule..

On its own motion or on petitioﬁ of the applicant
and, after review‘of such';nformatioﬁ as the Depart-
ment deems approbxiate, the Department may, by order
of the Secretary or his desiqnee; ncdify the condi~-
tions of this certification as it deems necessary
to attéin the objectives pf Chapter 403, Florida
Statutes. = The Department shall provide notice and
an opportunity for hgaring in accordance with
Chapter 403 and Chapter 120, Florida Statﬁtes and

rules or regulations adepted pursuant thereto.

STIPULATED to on behalf of the Department and Gulf Power

Company this 2fCL day rof ,é;iAxlz . s 1976,

et Do

\Ltorqcy for Gulf Powver Company

/fé{ix’Qﬁh& 55?j:;2éﬁ<:2:!//7

Attorney for the Depa:tt}nt
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BEFORE THE STATE OF FLORIDA DEPARTMENT OF ENVIRONMENTAL REGULATION

In re: Application of GULP POWER ) - Division of
COMPANY for Power Plant Site Certi=-) Adninistrative
fication, Caryville Steam Plant, ) Hearings Case No. 75-43€EN
Holmes/Washington Counties, Florida) Application No. PA 75-07
)
)

. STIPULATION OF DEPARTMENT AND APPLICANT

COME NOW the State of Florida Department of Envircnmental

Regulation and the Applicant, Gulf Power Company, and hereby show

that they are in agreement as to the appropriate resolution of
one of the issues dealt with at the final hearing before the
hearing officer in this matter, to wit: the methed of.ccnstruc-
tion to be utilized in the corridor of the cooling water in;ake
and discharge lines. . a
WHEREFORE, the Department and~the Applicant agree and-hereby
request that the cenditions of certificatiop coﬁtained in
Exhibit § entered at the hearing shculd be as set'forth below:
I, Ccndition II.D.1.b. of Exhibit 5 (Special Conditions)
should be amended to read:
b.‘In order to minimize alteratioﬁ of the natural
drainage characteristics, sedimentaticn patterns,
flushiﬂg characteristics, arnd current patterns of

the wgtlands affécted, culverts shall be utilized,

II1. A new spbﬁart "f." should be added to Condition II.D.l.
after the e#isting subpart “é." which should read‘as
follbws:

f. The causeway side slopes shall be vegetﬁpcd to prevent
erosion, Riprap shall be piaccd on areas of the cause-
way which will be subjected Lo waﬁer’velocitlcs;grc&tar'
than three (3) fect per second. If severe crosion of

- the causeway vesults from water velocities less than

EXH3TIZT \,\/)
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three feet per second, riprap shall be put in place

to prevent future erosion.

STIPULATED to on behalf of the Department and Gulf
power Company this 28th day of April, 1976.

Attorney tor Gu r owcr Company




Document No. 5
Commission Order No. 9628 issued
November 10, 1980



BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In re: Petition of Gulf Power ) DOCKET NO. B00001~EU (CR)
Company for an increase in its ) ORDER NO. 9628

rates and charges. ) ISSUED: 11-10-80

)

: The following Commissioners participated in the disposition
of this matter:

S e

ROBERT T. MANN, CHAIRMAN
WILLIAM T. MAYO

GERALD L. GUNTER

JOSEPH P. CRESSE

JOHN R. MARKS, III

Pursvant to duly given notice, the Florida Public Service
Commission held public hearings on this matter in Pensacola,
Florida, on July 24 and 25, 1980, and in Tallahassee, Florida, on
September 4, 5, 9, 10, 11, 12 and 16, 1980. Having considered the
entire record herein, the Commission now enters jits final Order.

3 E g

APPEARANCES: C. Roger Vinson and E4 Holland, Beggs and Lane,
7th Floor Brent Building, Post Office Box 12950,
E Pensacola, Florida 32576, for the Petitioner.

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

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

Robert N. Kittel, Assistant Counsel-Utilities,
Naval Facilities Engineering, Department of Navy,
200 Stovall Street, Alexandria, Virginia 22322, and
Lieutenant Colonel 'Jack Ruttan, Bace Staff Judge
Advocate, Eglin Rir Force Base, for the

executive agenc:ies of the federal government, "
Intervenors.

Jack Shreve, S-eve Burgess, Ben Dickens, Roger Howe,
anc Michael McK. Wilson, 4 HollanZ Beilding,
Tallahassee, Florida 32201, for the Citizens of the
State of Floride.

Jeseph A. McGlothlin, Pamela Johnson, and Pauil
Sexton, 101 East Gaines Street, Tallahacsee, Florida
32301, for the Commission staff.

Prentice P. Pruitt, 101 East Gaines Street,
Tallahassee, Florica 32301, as counsel to the
Commissioners.

ORDER_AUTEDRIZING CERTAIN INCREASZS

BY THE COMMISSION:
BRCRGROUND

This proceeding involves the request by Gulf Power Company
(referred to hereir as Gclf or the Company) for authority to
ircrease its rates and charges by approximately $46,376,576
aAnnuaily. Gulf filed its pstition and proposed rate schedules on
March 3, 1980. Thereafter, we suspended the proposed rates
Pursuant to our authority under Section 366.06(4), Florida
Statutes (Order No. 9311, April 2, 1980).

The Company also filed a Motion for Interin Relief with its
petition, wherein it souch: interim rate relief pending a final
oréer in this proceeding. By Order No. 9311, we authorized an
interim increase in the amount of $6,257,00C annually, sublect to
refund pending the final disposition of this case.




ORDER NO. yeous
DOCKET NO. 800001-EU
PAGE TWO

Extensive public hearings on Gulf'e request have been held in
this docket. These hearings extended over nine days and resulted
in a record comprising 3,140 pages of transcript and B8 exhibits.
We have also had active participation by numerous parties,
including representatives of the public, governmental agencies, and
large industrial customers. Baving 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 $40,623,065 on a
permanent basis. This will provide to the Company an opportunity
to earn an overall fair rate of return (established herein) of
B.50%. The basis for our decision is set forth below.

'

THE COMPANY

= Gulf Power Company is a wholly owned subsidiary of the

0 Southern Company and is subject to our jurisdiction under Chapter
366, Florida Statutes. Since 1925 it has provided electric service
through generation, transmission, distribution and sale of electric
energy, and now serves more than 197,000 customers in ten counties
in Northwest Florida. .

The Company was last authorized to adjust its rates in 1977
{(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 B.32% to B.46%. The Company states that since that time
it has experienced a declining rate of returr, caused by continuing
high rates of inflation, a very sharp increase in construction and
capital costs required in part by established environmental
standards, and escalating operating expenses. Gulf now asserts
that, in order to maintain its financial integrity and to provide
reliable electric service, it must have additional annual gross
revenues totaling $46,376,576. This increase, according to the
Company, is required to provide the opportunity to earn a rate of

- return of 9.20%, which it alleges is fajr 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
witnesses during the course of this proceeding. In their prefiled
testimony, Public Counsel's witnesses proposec that the Commission
establish an average overall rate base of $376,137,000, an acjusted
net operating income of $31,396,000, and an overall rate of return
of 8.48%, with a return on cormon equity capital in the range of
13.0% to 14.0%. Public Counsel proposed an attrition allowance in
the range of .40% to .50%. He also proposed that the expenses and
investments related to the cancellation of the Caryville plant be
disallowed, that the Cozmission diszllow charitable contributions
a5 an expense for ratemaking purposes, and that the Ccmmicesion
should adopt an overall working capital allecwance of $30,754,000.

- In addition, Public Coursel conterded thzt no anount of
construction work in progress should e :ncluded in the Company's
rate base. Putlic Counsel asserted trat the Company's federal
inceme tax expense should be limited to its proportionate share of
the consolidated tax liability that wes incurred and actually paid
tc the feceral government, rather thar the tax liability otherwice
due if the Company was treated as filing an independent tax return.
Public Counsel proposed that the Commission adjust the Company's
test vear revenues to remove the effects of unrecovered fuel
expenses in the amount of $1,541,714.59. Public Counsel also
presented testimony in the area of rate structure and design, which
will be treated in a later portion of this Order.

INDUSTRIAL INTERVENORS

The industrial intervenors concisted of Air Products and
Chemicals Corporation, American Cyanamid Company, #Honsanto Company,
ancé St. Reois Paper Company. These industrial inte:verors
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presented testimony of five witnesses and were concerned solely
with matters of rate design.

THE_FEDERAL EXECUTIVE AGENCIES

The Department of Navy 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

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 economic
efficiency.

THE TEST YEAR

In regulatory ratemaking, it is customary to select a test
year or period for the purpose of evaluating revenue requirements
of the utility under consideration. A historical test period
should be based on the utility's most recent actual experience,
with adjustments for known changes which will occur within a
reasonable time after the end of the period. The most appropriate
test year utilizes the most recently available data for a 12-month
period, adjusted for known changes. 1In the present proceeding,
the Commission approved the test period consisting of the 12
months ending December 31, 1979. ’

THE RATE BASE

One primary objective of a revenue recuirements case is to
determire the amount of revenues the reculatec utility requires to
meet its necesszary operating expenses anc 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 Lase for the period to determine the
achieved rate of return. The “rate base" is the value of the
investment devoted to providing service, lets accumulated
depreciation, and such investment mast mee: the statutory
requirement of being "used ang useful® for that purpose. The
Corrany has proposed to use a rate base valuation of §525,347,43%
for the purpose of deterrining revenue recuirements in this case.
Our analysis of the rate base-related irsues leads us to mocdify
tha+ amount to $522,453,008. The adjustments are as follows:

Workinc Camital Allowarce

One tracitional component of rate bzse is the value of the
working capital conmitted to the regulated enterprise.
Historically, this Commission has allowed working capital o be
comruted by the use of a "formula approach,” which utilizes a
factor of 1/8 of orerating expenses as an approximation of the
difference between the time when services are provided to or by
the Comgzny and the time when payment is received. More recently,
in the case involving the petition of Tampa Electric Company,
(Docket No. 800011-EU, Order No. 9599), we employed the "balance
sheet” approach acvocated by Public Counsel. This method defines
working capital as the difference between current assets and
current liabilities (exclusive of cost-free current liabilities).

In this case, the Cempany proposed a jurisdictional working
capital allowance of $47,089,341. This amount reflects materials
ané supplies, fuel inventory, cash working capital and a deduction
for inccme tax lag, and is the result of a hybrid of the formula
and kalance sheet approaches., Mr. Dezson, testifying for the
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Public Counsel, used the balance sheet methodology to arrive at »
- proposed working capital of $30,754,000.

We observe here, as we did in the recent TECO case, that the
balance sheet approach to the determination of working capital
offers certain advantages over the use of a formula, including
greater precision and a better correlation between rate base
valuation and the capitalization of the Company. We have decided .
to adopt the balance sheet approach in this case; however, we E

believe certain adjustments must be made to the manner in which
Public Counsel's witness applied the concept.

The first adjustment concerns the exclusion by Mr. Deason of -
$13,594,000 in temporary cash investments from gross working 4
capital. This adjustment was made on the assumption that another -
witness for Public Counsel, Mr. Feaster, would recommend excluding
the earnings from temporary cash investments from the Company's
operating revenues. While Mr. Feaster failed to do so in his
prefiled testimony and exhibits, he agreed with the proposition
that both the temporary investments and the related earnings
should be either included or removed from the rite base and NOI
corputations. In our judgment, temporary cash investments should
be included in the working capital and related earnings should
appear in the income gtatement.

The next adjustment is related to the Company's declared
dividends payable for common stock. Analysis of Exhibit §3
indicates that the 13-month average for Dividends Declared is
$2,584,615. Mr. Deason considered these declared dividends to be
cost free sources of capital, and therefore reduced the working
capital allowance by that amount. He did agree, however, that
these dividends were classified as retained earnings prior to
being transferred to the dividends declared account. We view the
declared dividerds for common stock as representing investor-
supplied capital. The declaration of dividends does not decrease -
the shareholder's capital, but the paynent of the cash dividend
does. Accordingly, the amount of $2,584,615 should be included in
working capital.

. After incorporating the above adijustments into Mr. Deason's
proposed working capital allowance, we find that $45,658,813
(549,559,615 System) represents the Company's investment in
working capital for the tes: yYear. It is necessary to reduce the
Comzany's proposed working capital allowance of $47,089,341
by 51,430,528 to reflect the adoption of the balance cheet
approach. Our decision in this regard alsc eliminates the effects
of any attrition allowance cocntained in the Company's requested
prevision for fuel inventory within working capital.

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

Public Counsel's Recorsendation $30,754,000
Acjustrents:
1. Terporary Cash Investments
$13,594,000 x 92.12663¢% 12,523,694
2. Dividends Declared
$2,584,615 x ©2.12663% 2,381,118
Total $14,904,813

Adjusted Jurisédictional Working
Capital $45,658,813

Ccrstruction Work in Frocress

Expenditures by a utility for construction przjec:s may be
accounted for in either of twe ~2ys, when hllowaznce for Funds
Used During Construction (AFUDC) it s:ilized, the carrying charges
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associated with financing a pProject are capitalized as a component
. of construction costs until such time as the project is closed to

plant in service. The other side of the accounting entry is a
“credit” to "interest expense” for the debt portion of AFUDC and a
credit to "other income" for the equity portion of AFUDC. These
income statement credits are merely “"paper"” earnings, because cash
earnings are only generated for assets which are included in rate
base. Alternatively, construction work in progress (CWIP) may be
included in rate base. 1In this case, the base rates established
reflect a current return on the value of the plant under
construction, and the utility realizes actual cash earnings. The
utility does not charge AFUDC on the value of CWIP included in
rate base.

The Company has requested 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 ($110,869,978) and $313,173 of very small cost
projects or projects of very short duration to which the allowance
for funds used during construction (AFUDC) has not been applied.

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

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

2. CWIP at the end of 1980 is projected to be
$221,941,000 (Exhibit No. 3, Pace 2 of 2 of Exhibit No. 53).

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

4. The Company contends that the inclusion of cwip in
rate base is a sounc reculatory practicé, as the quality of
earnings improves, resulting in a lower overall cost of capital to
Gulf, and an ul-imate savincs to the customer.

5. A current returr on CWIP will improve interest
Coveraces and enhance the Comzany's ability to issue new debt.

From the Company's pcint of view, several advantages are
associated with allowing CWI? in rate base. First of all,
{irvestment analysts regsard earnings which consise largely of the

"inccme credits® resulting from charging AFUDC as inferior in
quality. This view is reflected in the form of higher perceived
risk and higher costs of obtaining capital for those utilities
having an unacceptably large proportion of earnings genera:tegd by
AFUDC. 1Including an amount of CWIP in rate base wouid replace the
AFUDC rcaper credits with real cash earnings on that portion of the
Coempany's construction Program, lowering the measured risk and
thereby having positive effects on the Company's cost of capital.
CWIP in rate base also improves a compeny's cash flow and debt
coveraces.

Mr. Bugh 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. Mr. Larkin argqued that to
Place CKIP in rate base would recuire the Company's customers to
&ssume the role of eguity investors while receiving no related
benefits, Further, he stated that the practice unfairly requires
Present ratepayers to subsidjze future customers, and shifts the
risks of investment from the Company's shareholders to its
Customers.

While the Federal Executive Agencies (FEA) believe that the
inclusion of CKIP is warranted, they coniend that to allcw CWIP in
the rete tase in the full amount requesiec would no: be eguitable.
They feel that thic is unfair to conscrers for several reasons:

1) Current customers would be called upon too greatly to subsidize
future c2siovers; 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 scenarjos are harmful to the

E consumer, according to the FEA. Therefore, FEA concludes that the
proper amount of CWIP to be included In the rate base is 75% of
the amount requested.

O

-
i

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 92% 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 sensitive to the argument that to allow a present
return on too large an increment of CWIP could encourage the
building of unneeded or excessive capacity - a prospect which
would be directly contrary to one of our most important regulatory
objectives - and we intend to monitor this aspect of the CwWIP
issue in subsequent proceedings.

Unamortized Caryville Cancellation Charaes

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 a generating facility located
near Pensacola, which Gulf had originally planned to bring in
service in the late 1970's. Continued decreases 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 Caryville facility, and instead
purchase a portion of Georgia Power's Plant Scherer Units #3 and
#4. Gulf claimed that this would be a mnch 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 vear period ang began the
amortization in June, 1979. This Commission hLad authorized this
action, with the understanding that the reguested accounting
treatment would be reviewed in the context of Gulf's next rate
case. The Ccmpany now proposes to include the unamortized balance
of the cancellation charges in rate base as well as include the
current amortization in operating expenses for ratemaking
purposes.

The Public Counsel contends that the Caryville cancellation
costs could have been avoided tkrough more prudent management
decision making. Therefore, Publiic Counsel feels that the
requested accounting treatment is inappropriate and that the
stocxhoiders should bear the cost of the cancellation.
hdéitionally, the Pudblic Counsel feels that these imprudent
expensitures were "not investmeats in property actually used and
useful in the public service.” He argues that <he "non-ucei angd
non-useful” nature of those expenditures disqualifies them as rate
base items.

The Federal Executive Acencies (FEA) contend that the loces
assoclated with the cancellation of the Caryville unit shculd be
borne egually by Gulf and the ratepayers. They feel that since
the proposed plant never met the used ané useful criteria, the
unamortized balance should not be included in rate base (Brief p.
25). However, they do believe that the amortization should be
ailowed, but have suggested an amortization period of ten years
rather than five years.

At the time of Gulf's inisial reguest for azprecval of the
asortization of the Caryvilie experses, and again in its direct
evidence presented in this case, the sole justification relied
uoon by the Company was the eccnomic advantace associated with
porchasing the Scherer capacityv in lieu of constructing the
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Caryville facility. fThis alternative was portraved in very
. definite terms and Gulf states that its intention is to proceed

with that transaction. fThe record of this case, however, reveals
that Gulf does not at this time have a contract with Georgia Power
i the Scherer plants, and circumstances have
arisen which place a degree of uncertainty upon that transaction.
while it appears that realization of the purchase upor the terms
contemplated by Gulf would be beneficial to Gulf's ratepayers, we

FERC Audit Adjustments

The Federal Energy Regulatory Commission (FERC) completed an
audit of the Company for the years 1875-1979 during mid-1980. The
principal exceptions noted by FERC concerned the improper
capitalization of certain maintenance expenditures that should
have been expensed in the year in which they were incurred. As a
result of a staff request, the Company provided a list of the
8cjcstments that the Compary Laé acreed to make as a result of the
FERC audit findings. The adjustments result in a $1,589,012
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 audit. - -

Plant Held for Future Use

The Company has included $1,255,585 of plant held for future
use in its proposed rate base. This amount represenss the land
that wes purchased for the Caryville plant site. The Company
maintains tha: this amount belongs in rate base beczcse the
Company ultimately intends to construct an 880 MW generating
facility at that site, with an ir-service date of 1995, The
Comzany also contends that the Caryville site is one of the few
sites in northwest Florica suitable for that purpose.

The Company contends that if it cannot earn a return on this
investment in land, serious consideration will have to be giver to
the propriety of retaining the property. It is the Company's
contention that if the property is no: included, the stockholders
woulid have no motivation to holé the land anc the Company micht be
required to dispose of it. If this were actually dcne, argues the
Compary, it woulé either have to repurchase the land scmetime in
the fuicre at a greatly inflated price, or parchase an alternztive
site. 1In addition, the Cempany would have to go through the
ccstly and time consuning site certification process again.

The Public Counse! has not taken a position on this issye.
The Federal Executive Acencies (FER), hewever, stated in their
brief trat the Corpany has not rmet its burden of proof in
€stablishing 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
this property should be exclused from the rate base.

We believe that the Caryville site should be included in rate
bese. Although a degree of urcertairty does exist 25 to when a2
generating facility will be constructed there, the weight of
evicdence in this case sugports the prcposition that a plant will
ultimately be constructed on ihe site. We agree with the Company
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that its plans for the site are safficiently definite to warrant
its inclusion, and that to deny the reques: would be to the
disadvantage of ratepayers in the long run.

Merchandising Operations

The Company engages in an appliance sales program for persons
living within its service area. The appliance operation shares
facilities with utility-related operations at several locations.
The guestion whether the Company had removed the appropriate
arount of investment in the appliance operation from its 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 is warranted.

Adjusted Jurisdictional Rate Base

Our adjustments result in a jurisdictional rate base of
$522,453,008 for the 1979 test year. The analysis is summarjzed
below. .

Proposed Jurisdictional Rate Base $525,347,43%
Per Exhibit No. 5, Schedule 3

Adjustments:

1. Balance Sheet Working Capital

Allowance
($1,554,096) x $2.12663% (1,430,528)
2. FERC Auvudit Adjustments - (1,463,903)

Adjusted Jurisdictional Rate Base $522,453,008

NET OPERATING INCOME

To deterrine the rate of return on rate base achieved by the
Company during the test period, it is necessary to analyze the
revenues received by the Company ard determine those operating
expenses which were prudently and appropriately incurred in the
operatior of its business. This conpzrison yields a net operating
income ficure which can then be related to rate base. Gulf Power
coniends that its nes operating income for the test periodé was
$31,866,165. For the reasons detailed below, we have made certain
adjuctments to Gulf Power's schkmission which result in a net
operating figure of $31,944,596,

Underrecoverv of Fuel Expense

The parties to this proceedino agreed that the Company had
experienced an uncerrecovery of fuel and purchased power experse
during the test vear. At the prehearing conference, the parties
&nd the staff agreed that the test Year revesces and expences
thould be adjusted so as to eliminate underreccvery of fuel
expense in light of the adoption of the Projected fuel cost
recovery clause (Order No. 9514, Page 3).

The amcunt of the urcerreccvery, however, was a matter of
€isiule during the hearing. Various calculaticns of the asount
were precented, and the amounts rarmged frem Mr. Feaster's high of
$2,021,0C0 to Mr. Scarbrough's low of $2C,687.

We believe that many of the calculations related to the above
amounts are based upon faolty methodologies. Mr. Feaster's amount
ol $2,021,00C was based on the cazta filed by the CoTpany in RCD ~-8
{Ex. 4B; an¢ he adjusted that daza tc reflect a zero lac in tte
fecovery of fuel adjusiment revenues. This celculasion is deficient
in that the base fue! revenue used by Mr. Feaster conrtained revenue
tax avourts, and in that the Co~zany's unbille2 revenues were not

O e B BT -




OPDER NO. 9628
DOCKET NO. B00OOOl-EU
PAGE NINE

reflected in RCD A-8. 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 revenue tax
amounts from the base revenues and the fuel adjustment revenues.
This revigion, however, did not incorporate the unbjljed revenues
that were actually recorded on the Company's books during the test
period.

In response to a staff request, Exhibit M to Exhibit No. 59
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 failed to show
the prior month's actual adjustment for the month during which it
was actually recorded. This resulted in a total fuel and
purchased power expense that did not represent the actual expense
that was recorded on the Company's books during the test year.
The exhibit did include the Company's unbilled kilowatt hour
related revenues, however.

In Exhibit No. 76, the Company restated the amount of the
prior month's actual adjustment to reflect when those adjustments
were actually recorded by the Company. The amount of
§103,862,652 reflected on this exhibit represents the Company's
total recoverable fuel and purchased power expense for the test
year as recorded on its books. In determining the amount of the
expense applicable to its retail customers, the Company used a
composite separation factor of 90.6835% 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 90.8%.

We find that the total recoverable fue! and purchased power
expense of $103,862,652, as shown on Column 3 of Exhibit No. 76,
a2ccurately reflects the Company's fue! and purchaseé power ex;iense
for the test year. We further £ind that $94,165,624 of total fuel
revenue showr on Column B of Exhibit No. 76 is the proper amount
of retail fuel revenue, excluding revenue tax amounts, recorded on
the Cozzany's books during the test veaz. This amount doec
properly include the unbilled revenues that the Company records on
its books. Using the apprcpriate separation factor of 90.8%, we
determine that the Company’s submission included $142,494 in
unrecovered fuel expense. Test vear Operating revenues should
therefore be increased by this amount. The calcelation of this
adjustment is given below:

Total Recoverable Fuel & Purchased

Power Expense (Ex. 76, Col. 3) $103,E62,€42
Retail Separaticr Factor (TR 1651) X 90.BC08%
Retail Fuel & Purchased Power Expense 94,308,11¢
Retail Fuel Adjustment Revenues

(Ex. 76, Col. 8) _84,1€3,624

Unrecovered Fuel & Purchased Power
Expense S 142,494

Amortization of the Caryville Cancellation Charoes

The Company has reguested that its test year arortization
expense be increased by 5998,255 to reflect the annual
2Tortization expense related to the Ceryville cancellztion
crarges. The Ccmpany contends thet this annuvalization adiustment
is necessary in deterrining ne:t operz:ing income on whigh rates
should be set, The proposed annual amount of the anortization
€xpense is $2,352,9C9¢, t:zsed orn a prczosed five year amerti:zstion
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period. The Federal 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 annualized amortization
expense for ratemaking purposes. As with the unamortized balance
in the rate base, however, we require that the associated revenues
be collected subject to refund, in the event the Scherer
transaction has not been consummated within a year of the
effective date of this Order. 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 Danjel Plant be eliminated from
the Company's operating revenues during the test periocd. The
Company has also proposed that its operating expenses be reduced
by $1,463,053 for expenses related to the Daniel Electric
Generating Center. These revenues and expenses are related to the
leasing of the Company's share of the common facilities a: 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 operating expenses be
increased by $102,645 (system), gross of income taxes, to reflect
the estimated bank service charges that it would have incurred if
minimum bank balances ang compensating bank balances had not been
maintained. Mr. Scarbrough suggested 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 Comgany
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 allo=ance has remcved the
need and justification for the bank service charge adjustment
proposec by the Company. Therefore, we shall reduce the Compeny's
operating expenses by $96,623,

FERT Audit Adjustments

The Federal Energy Regulatory Commission (FERZ) completed an
audit of the Company for the years 1975~1879 in mid-1980. As a
result of a staff reguest, the Company provided a list of the
adjucstments that the Company has agreed to make as a result of the
FERC audit findings. The adjusiments result in a $304,577
reduction in system net opera:ting ircome for the test year. we
find that these audit adjustments should be incorporated for
ratemaking purposes in this case. hecordinaly, we thall reduce
NOI by $2B6,707 to reflect these items.

Deferred Income Taxes (CWIP)

In an earlier part of this Order, we authorized the inclusion
in rate base of an additional $100,598,263 in construction work in
progress. It is necessary that the Geferred tax expense in the
income statement be reduced to reflect the eliminatiorn of AFUDC on
that arount of construction work in progress. The Company has
propcsed a $1,325,334 ($1,407,938 system) reduction in its
deferred tax expense for the test year, We find that this
calculation is correct and should be approved.

:
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Propertv Insurance Expense

In this case, the Company requested that the annual accrual of
the Property Insurance Reserve be increased from $809,717 to
$1,200,000 before income taxes. This adjustment would result in a
$390,283 increase in the Company's test year operating expenses.
Mr. Scarbrough explained that the accrual level of $809,717 was
first approved in 1975 in Docket No. 74427-EU and that this level
was later retained in 760858-EU despite the Company's request for a
higher level.

As an example of the inadequacy of the reserve, Mr.
Scarbrough discussed the impact of Rurricane Frederjick upon the
Company. As a result of Burricane Frederick, the Company incurred
expenditures of $2,100,000. The property insurance reserve,
however, had a balance of only $1,300,000.

Although this area was not specifically addressed by Mr.
Feaster, it can be inferred from hisg calculation of net operating
income that he agrees with the Company's position. In 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
reguested increase in its pProperty insurance expense.

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

Income Tax Expense

é Gulf Power Company did no* adjust ts 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 Commicsio: practice, Southern Company is not allowed to

i issue debt witrout special approval of the SEC. Upon securing SEC
approval, Southern executed on March 15, 1976, a loan agreement
for $1I5,000,000. This was an intermediate term loan which
comprised at the end of the test period, December 31, 1975, 4.76%
of Sovtheran's capital structure at an interest rate of 11.5%. No
loans had been made drring the ten year period prior to 1976. The
azount of the loan which is presently outstanding is $84,000,000,
cf which amount $42,000,000 will be paid on March 15, 19B1. The
remeining $42,000,000 will be paid March 15, 1962 (late filed
Exhibit 68). Thus, the balance cutstanding and the percentage of

3 capitalization will be declining Suring the period¢ for which rates
€an rezsonably be expected to be set in this proceeding. Under

the SEC requirerents, $33,549 of Southern's jinterest experse of

$14,776,031 for the test period was allocated to Gulf (Exhibit

E 68). 1Income from terporary cas: investments was used to directly

offset interest exzense before an allocation was made. This
offset is no: consistent with the intent of Order XNo. 9182,
Docket Ko. 790084-TP and Order No. 9208, Docket No. 780777-7pP.
Therefore, we shall adiust the Companu's income tax expence to
recocnize the tex effect of parent compary Sebt by the amount of
$i99,€72.

Public Counse? acrees with the nature of this adiustment .
However, while the expansion factor emplcyed by Publie Counsel's
witness included a provision to recogni:ze inceme tax expense, he
arguec that income tax expense should be disallowed in its
entirety for Gulf's failure to support its calculation with
substantial ccmpetent evidence. We believe this contention to be
withouvt merit,

hévertisinc Expenses

The Corpany's total test vear acvertising expenses were
1+ 271 2nd are treated by the Cowpany as ahove-the-line
2ting expenses. vost of the advertising conducted Curing the

£724
crer

i
!
i
l




ORDER NO. 9628
DOCKET NO. 800001-EU
PAGE TWELVE

test year appears to have been informatijonal, conservational, and
safety-oriented in nature, and should be allowed for ratemaking
purposes. However, particular advertisements do not fall within
such categories, and related expenses should be disallowed.

To determine the cost of each advertisement to be disallowed,
the staff requested a break~out from the Company to determine the
dollar value of each ad and the account number to which each was
charged. The area development magazine ads on RCD A-11, Pages 76
and 77, entitled "Our Business has the Energy to Belp your
Business,® appear outside of the Company's service area boundaries
and attempt to interest prospective business investors to build
new plants in Northwest Florida. These two ads appear to be
purely promotional in nature and represent an advertising expense
of $25,163 that we believe should not be paid for by the
ratepayers. The remaining five advertisements shown on RCD Pages
78 through B2 are oriented toward the stockholders or potential
investors in the Company, and promote the image of the Company
with no apparent benefit to the Company's ratepayers. 1In response
to questioning about one such ad, Mr. Scarbrough admitted that
this type of advertising was "image building of the company type
of advertising”. Commission Order No. 6465, Docket No. 9046-EU
entitled "General Investigation of Promotional Practices of
Electric Utilities" states that "advertising which has as its
primary objective the enhancement of or preservation of the
corporate image of the utility and to present it in a favorable
light to the general public and to investors" shall be disallowed
for ratemaking purposes. The total cost of the image building ads
is $54,659. 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 No. 48, RCD A5, Page 17) and are
considered by the Companv as above the line operating expenses.
Of this amount, $81,250 is specified as "Total InSustry
Association Dues.”

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

Charitable Contributions

The Company reguests that $16,617 in charitable contributions
be included in operating expenses for ratemaking purroses, on the
theory that acts of corporate "citizenship” are a necessary part
Cf doing business in its service area. Public Counsel objects to
the inclusion of any amount cf charitable contributions, arguing
that, when such expenses are allowed, the utility merely serves as
2 conduit for donations collected from ratepavers, rather than
demonstrating its own good "citizenship.” we recard 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 recoanized
charities to be included in operating expenses. Until that policy
has been reviewed and modified on a broader generic basis, we
intend to apply it consistently. Accordingly, we find that
contributions in the amount of $16,817 meet the necessarv criteria
an¢ should be included in operating expenses. Because the
Company's proposed adjustment falls short of the amount reflected
on RCD A-10, operating expenses shall be increased by $251.

Unbilled Revenues

Unbilled revenues are those which are owed to the Company for
service rendered but which have not yet been collected through the
mechanjem of the billing cvcle. Gulf Power Company is the only
major investor-owned electric utility under the Co=mission's
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§§ 7 jurisdiction that records unbilled revenues. Unbilled revenues
= B for the 1975 test year were ($584,567), This "negative® amount of
= unbilled revenues occurs when unbjlled Teévenues in the current
= Aaccounting period are less than the unbilled revenues in the
: immediately preceding accounting period This isg precisely what
L occurred during the Company's test year. Having reviewed the
g 7 methodology used by the Company, we find that unbilled revenues in
i the amount of ($584,567) should be recognized for ratemaking
gg purposes in the determination of net operating income.
§§ - Injuries and Damages Expense
% The Company requested 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 ang damages reserve was limjted
to $362,500, per Order No. 7978 in Docket No. 760B58B~EU. He also
pointed out that a target reserve balance of $1,000,000 was
established in that docket. Mr. Scarbrough explained that the
Company is self-insured up to $1,000,000 for each occurrence and
that the Company had recently settled one claim for $932,000,
which exceeded the reserve balance.

We believe that the Company has adequately demonstrated that
the $§170,113 accrual in excess of that last allowed is proper.
Since the Company has already made this adjustment, no further
adjustment is necessary. There is some question, however,
regarding the adeguacy of the target reserve balance of
$1,000,000. As stated by Mr. Scarbrough, verdicts in excess of
$1,000,000 for a single occurrence are nQw relatively common. 1In
our opinion, some adjustment to the targeted reserve balance of
$1,000,000 is warranted. Therefore, the Company will be required

to determine an appropriate target reserye balance to be submitted
in the next rate proceeding.

Bad Debt Expense

The Company proposes to increase bad debt expense by $78,000.
The rationale offered is tha: because of an increase in sales and
also because of "ar increase in the unit price of our product, our
adccourts receivable balance has increased significan:ly, and yet
our reserve balance hasn't increased." The Company cortends that
it is trying to maintain a reserve balance of approximately 2% of
the accounts receivable to bring the reserve balance more in line
with the accounts receivable balance. (Ex, 59 Page 102).

In the past, the Conpany was using what in effect was a
Cirect write-off method of 2ccounting for bad debt expense.

the balance never changed because bad debt expense was a function
of the amzunt of bad debts written off during the period.

The method that the Company has electeé to follow in this
rate case is a much more theoretically sound approach. The only
item oper to question is the target reserve of 2% of accounts
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 assured operating ccnéitions described by Mr. Scarbrough. we

believe the Company's proposal should be implemented with that
view in mind.

O Y TR B st e
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Adjusted Jurisdictional Net Operating 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:

i,

Unrecovered Fuel Cost 73,099
$142,494 x .513 x 100%

£
£
|
-
|
|

Bank Service Charges 49,567
$102,645 x .513 x 94.13298%

FERC Audit Adjustments (286,707)
$304,577 x 94.13298%

g Consolidated Tax Return Adjustment . 199,872
$199,872 x 100%
= Advertising Expenses 38,546
$79,822 x .513 x 94.13298%
Industry Association Dues 4,183
$8,662 x .513 x 94.13298%
Charitable Contributions (129)
$(267) x .513 x 94,13298%
Total - $ 78,431

Adjusted Jurisdictional Net Operating Income $31,944,596

FAIR RATE OF RETURN

One well established regulatory principle is that a regulated
utility is entitled to an Opportunity to earn a fair rate of
return on its investment devoted to public service. The
determination of a fair rate of return for Gulf Power Company is
the next step in the determination of its revenue requirements.
This undertaking requires that we establish the appropriate
capital structure for the Company, and analyze the costs
associated with each scurce of capital. Our final result must
conform to established legal parzmeters. The rate of return which
we establish must be sufficient to preserve the Company's
financial integrity, insure its ability to provide the service
required of it by law, and attract needed capital on reasonable
terms.

We have chosen to utilize, for purroses of determining the
Trevenue requirements of the Company, the capital structure as it
existed at the end of the test period (Decembder 31, 1975). Our
selection of the year end structire obviates the need to address
the issue of whether short-term debt should be included as a
ccmponent, inasmuch as Gulf had no short~term debt outstancing at
that time.

Defcrred Taxes and Custemer Deposits

This Commission has historically treated daferred taxes and
Customer deposits at cost-free sources of capital to the utility.
Alternatively, these items could be excluded from the capital
Structure, with appropriate adjustments to rate base and operating
expenses. In theory, the resulting revenue reguirements would be
identical; hovever, because rate base in practice does not
precisely egral total capitalization, the revenue reguirerents
will vary to some decree. As stated in the recent Tazpa Electric
Corpany decision, Order No. 95080 (Docket No. B0COll-EU), we
believe that to recocnize these items ac sources of capital better

| R R TR e -
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- reflects reality. Therefore, we shall continue to include them in
the capital structure.

Return on Equity Capital

The costs associated with debt or preferred stock are arrjved
at contractually, and the utility's experience in this regard can
be calculated from historical data. However, the assessment of a
fair return on common equity capital requires an exercise in
judgment and opinion.

reasonable return on equity capital for Gulf Power. During the
examination of these experts, the applications of the analytical
tools used by them were scrutinized carefully. All used
theoretically sound quantitative models to arrive at their
estimated returns. Differen;es among the proposed required rates

Four witnesses presented testimony on the issue of a fair and

selection of variables and in the interpretation of the Tesults.
The estimated returns range from Dr. Legler's -13-14% to Mr.
Seligson's 16.26%, The applicant reguests a 16% Teturn on eguity
in this case.

Dr. Dietz concluded that the fair return on equity for Gulf
Power is 15 to 16% through the use of a rjsk premium analysis, the
@iscounted cash flow approach, and the comparable earnings
approach. The risk premium used by Dr. Dietz was derived from a
Paine Webber survey of 100 institutional investors. This risk
spread of 4.87t may be biased upward by the manner in which the
Survey questionnaire was worded. 1In his implemention of the
discounted cash flow approach, Dr. Dietz utilized a "holding
period return” model rather than the Gordon model, thus reguiring
additional subjective assumptions to be made. If Dr. Dietz's
variables had been uysed in the Gordorn model, the resulting
required return would have been 14.75%, rather than the holding
Period return of 15.0-15.8%, Although the holding period method
does provide a feel for the investors' long run expectations, the
Gordon model better Provides an estimate of the investors' current
reguirements,

Dr. Seligson based his reguired return for investors on a
risk premium approach, utilizing the rjsk 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 1972 was more representative than any following year.
However, his testimony discloses that the risk spread in 1972 was
higher than any other year since 1966. 1In addition, by ucing a
spread based on the electric utility industry, the results from
this model would be applicable to any electric compary, not just
Gulf Power. Because of the general nature of this approach, it
wo:ld be inagpropriate to use 16.26% as the reguired return of an
individual company, Such as Gulf Power. Further, Mr. Seligson's
récommended return would provide an interest coverage ratio in
excess of the industry's averace for the last seven years, another
indication that his analysis overstated the regoired reiurn on
eguity.

Dr. Rettenmaver, who testified Zor the Department of the
Revy, updated his testimony at the hezring to reflect recent
ch&énges and supported a regquired return on equity of 13.8-14,.5%.
The results from the discourted cach flow approach were cross
checked with his capital asset Pricing model. The dividend yield
of 11.5-11.75% that was used in Dr. Rettenmaver's DCF analysis
reflected the one and two-month average dividend yield ending July
7, 1980. 1If Dr, Rettenmaver had used either a S52-week average or
8 spot rate at the time of the hearing., the resultant rate of
return would be slightly hicher at 14.76%, a rate which
érfroxizates the recult of rr. Dietz's data in the Goséon mosel.
The estimate for 2i-vear Governzent Bond Yields used in
Dr. Rettermayer's capital asset Pricing model of 10k is about one
percert lower than the current 2verage yield and is equal to Dr.
Retten~aver's own essimate of the infiation rate, If 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%.

Dr. Legler, the financial expert for the Office of Public
Counsel, suggested that 13-14% is the required rate of return on
equity for investors in Southern Company stock. Dr. Legler
erployed three methods in his determination of the return:
discounted cash flow, risk premium, and comparable earnings
analyses. His DCF growth rate was simjlar to that used by both
Dr. Dietz and Dr. Rettenmayer, but the market price of $13.50
which he employed was considerably higher. Since July of 1979 to
July of 1980, every weekly closing price of Southern stock was
under $13.50 except for one week, June 23, 1980, Although this
price was a three week average prior to the hearing, the price of
Southern stock has since dropped to a level equivalent to the
average of the last year, approximately $12.00 per share. The use
of the 52-week average gives a return of 14.76%. In his second
approach, the risk premium analysis, Dr. Legler estimates his own
risk spread of 3.0 to 3.5% over the average bond yield from AA
public utility bonds. The average bond yield used by the witness,
of 9.9 to 10.4% was shown to be significantly lower than current
levels of bond yields. 1In fact, the 1980 low for the first eight
months of this year for AA rated pPublic utility bonds was 11.43%
and for A rated public utility bonds the low yield was 11.9%.
Since no testimony was presented that suggested a projected
decline in interest rates, we feel that Dr. Legler's estimate of
return on eguity based on the risk premium approach is
understated. 1If the witness' risk premium of 3.0% is applied to
the 1980 low yield for A rated public utility bonds, the requireé
return on equity which would result would be 14.9%.

After analyzing the proposed rates of return on equity of the
four financial witnesses and making adjustments to compensate for
what we believe are over- or understatements of the varijables
wkich they employed, we observe that the 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 a 52-week average which
approximates the current spo* Tate, resulting in a return of

- 14.76%. If Dr. Lecler's DCF is adjusted for a more realistic
market price, the resultant return is 14.76%; and if his risk
Premium approach is adjusted to reflect the current vear's bond
yield rather than the bond yields of 1979, the return reguired by
investors would be 14.9%.

For purposes of their anzlyses, the witnesses who addressed
the issue of the fair return on equity capital used Gulf Power
Corpany's parent, the Southern Company, as a surrocate for Gulf.
This would present no issue if the risks associated with the two
entities were identical. As Dr. Legler and Dr. Rettenmayer
testified, however, if existing ‘differentials are not taken into
account, the rateraking effect would be to reguire ratepayers of
one jurisdiction to subsidize those of another. We agree with Dr.
Legler that Gulf is less risky than its parent. Therefore, we
shall use the lower end of the "clus-er® previously identified, or
14.61, to develop a fair return for Gulf. when an arpropriate
factor to recognize flotation costs associated with the issuance
of $200,000,000 in 1980 is added, a return (roundecd) of 14.75%
resclts, We believe that this return should reprecent the
midpoint of a range of 13.75-15.75%, which range we find to
constitute a fair return on equity capital for Gulf at this time.
In recocnition of the fact that Gulf{ Power's management has
exhibited a conspicuous commitment to an effective conservation
program, we shall focus upon 14.85% rather than the midpoint for
the purpose of calculating revenue requirements.

The range which we have established for the return on equity
cepitel results in an overall fair rate of return of 8.90%,
illustrated as follows:
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GULF POWER COMPANY
Capital Structure

Year-end
. 3 Weighted
Long-Term Debt §$283,194,000 47.66 7.43 3.54
Preferred Stock 70,162,000 11.81 8.28 .98
Common Stock Equity 172,073,966 28.96 13,75~ 4.30
14.85-15.75
Customer Deposit 5,661,815 .85 8.00 .08
Deferred Taxes i 63,120,074 10.62 -0= -0~
(averace) —
$594,212,455 100.00% 8.90%

Overall range
B8.58~9.16%

ATTRITION FACTOR

experiences when it incurs higher—than-embedded capital costs,
increased operating costs, or incrementally higher plant
additions. Prevailing economic conditions have led us in recent
C€ases to provide an "allowance" to offset the anticipated effects
of attrition.

issue, however, is the form and the amount of such an allowance.
The Company has Prozosed that it be a)lowed an attrition factor of
140 basis points, Mr. Feaster, testifving for Public Counsel,
contended that an attritjon factor of 40 to 50 basis points would
aceguately compensate the Company for any attrition that it might
experience in the future,

7

In developing the Company's attrition factor of 140 basis
Points, Mr. McClellan used an "incremental customer"™ approach
based on the difference between the test year and the Frojected
12-morth period ending May 31, 19B1. pmr. McCllellan's apcroach
considers net operatina income attrition, rate base attrition and
cost of capital attritjon. It should be noted that mr.
McClellan's me-hodology develops an attritjon allowance in terms
of a proposed number of dollars, and that the equivalent number of
basis peints then become a function of the size of the rate base.
Mr. McClellan's recommended attrition factor of 140 basis pointe
is derived by dividing his computed attrition allowance of
$7,326,507 by the Company's rate base of $525.347,439. s stated
in the footnote on the bottom of Exhibjit No. 9, Schedule 1, Page 1
of 9, any adjustment to the rate base woulgd necessarily change the
neeced percentage factor.

At the staff'sg request, both Mr. McClellan and Mr, Scarbrough
submitted revised cdata for the Cozputation of the attritijon
2llowance. This revised data included the Company's actual
results of operations for the months of June 1880 and July 1980
ané data on the Cormpany's financing Plans. These revisions were
contained in Exhibit Nos. E, F, and G to Exhibit No. 59 ang
Exhibit Xes. a, B, C, ané E to Exhibit No. 54. The inclusion of
the apprcpriate revisions and the establishment of a (midpcint)
Teturn on equity of 14,75% would result in an attritjon alleowance

of 56,876,755.

g




i

"
I
L

e e L

I

ORDER NO. 9628
DOCKET NO. B00001-EU
PAGE EIGHTEEN

‘Mr. Feaster, on the other hand, developed an attrition factor
of 40 to 50 basis points based on his examination of the Company's
historic attrition rates. Mr. Feaster indicated 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
stated 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 operatijons.

Having considered the methodologies offered by these two
witnesses, we can accept neither. We believe that Mr. Feaster's
subjective interpretation of historical data does not yield a

particular fajls to account sufficiently for anticipated capital
cost attrition. While Mr. McClellan looks to the future, we
cannot accept with confidence hig estimates.

In the recent Tampa Electric Company rate case (Docket No.
B800011~EV), we developed an attrition allowance by combining the
three year attrition rate from Mr. Feaster's attrition study with
an allowance for cost of capital attrition, We find the same
methodology to be appropriate for this casge.

Based on Exhibit No. 16, Schedule 1, page 2 of 2, the
Company's three year attrition rate is 62 bacit points. During
February 1980, the Company issued $50,000,000 of First Mortgage
Bonds at 15% and $10,000,000 of Preferred Stock at 11.36%. Since
these securities were issued after the end of the test year, they

The effects of including these securities can be determined from
Exhibit No. 5, Schedule 11, page 2 of 4. Based on the capital
Structures contained in that exhibit and substituting the midpoint

- of the range for return on equity (14.75%), the test Year_overall

cost of capital would be B8.B4% and the pro forma overall cost of
capital would be 9.36% which includes the securities issued in
February 1980. The difference between these two amounts is .52%
(52 basis points) which Fepresents the attritiona! effect of the
securities issued in February 1980.

Combinirg the three year attrition rate with this provision
for future capital cost attritior yields a factor of 114 basis
points, which we 8pprove as the attrition factor to be allowed in
this case.

REVENUE EXPANSION FACTOR

Tre Company's proposed revenue expansjon factor of 51.4B82%
includes an adjustment for the 20% income tex lag and utilizes a
regulatory assessment fee rate of 1/8th of 1%. The Public
Counsel, however, contends that the revenue expansion factor
should not contain a 20% income tax lag adjustment ard that the
current reguletory &ssessment fee rate of 1/12th of 1% shoulé be
used. After making thece acdjustrments, the Public Counsei's
Proposed revenue exransion factor is 50.4878%, Neither the
Corzany nor the Publice Coursel has aé+ocated the continuation of
the State Income Tax "Sharing”™ concept.

Beca:se we have apclied the balance sheet approach to the
determization of working capital, we acree with Public Counsel
that the inclusion of a 20% income tax adjustment in the revenue
expansion factor is not appropriate in this case. wWe also agree
with Public Counsel that the current reculatory assessment fee
rate of 1/12th of 1% should be used to determine the revenue
expansion factor. This rate is appropriate because it will be in
effect when the Company is allowed to implement its revised
ratec,

Accoréingly, we shall utilize a net operating income
multiplier of 1,980677 () divideé by 50,4875%) to expand net
opPerating income reguirements into needed opsrating rewenues.
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DETERMINATION OF REVENUE DEFICIENCY

Relating the net operating income realjzed during the test
year of $31,944,596 to the rate base of $522,453,008, we find that
Gulf Power Company achieved a rate of return during the test
eriod of 6.11%. When compared to the fair rate of return of
.90%, which we have identified for use in this proceeding, a rate
f return deficiency of 2.78% resvlts. Application of this return
deficiency to the rate base value yields a net operating income
deficiency of $14,553,723. Uge of the NOI multiplier of 1.980677
translates this figure into a revenue deficiency of $28,826,224.

The revenue requirement associated with the attrition
allowance must be developed similarly. When the established rate
base value of $522,453,008 ig multiplied by 1.14% (114 basis
points), an NOI requirement of $5,955,964 results. Application of
the same NOI multiplier used above results in an additional
operating revenue requirement assocjated with the attrition
allowance of $11,796,84). Thus, the total additiona) 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 jincrease which Gulf has collected subject to
refund in this case included $142,494 of unrecovered fuel expense.
Consistent with our decision in the TECO case, Docket No.
800011-EU, we fingd that this amount represents a non-recurrang
item that, having been excluded from the permanent award, must
also be eliminated from the interim revenues. Maule Industries,
Inc. v. Mayo, 362 So0.24 63 (Fla. 1977). Accordingly, S144,000 on
an annual gasis must be refunded from the interim revenues
collected pursuant to Order No. $311. -

RATE DESIGN

Having determined the amount of revenuec which Gulf is
entitled to collect, we must consider the manner in which the
revised revenue reqQuirement should be distriboted among its
classes of customers. Accompanying the Petition wh:ch initiated
this proceeding were rate schedules designed by the Company to
generate additional revenues jn the amount of $46,376,576
annually. Inasmuch as we have authcrized only a portion of the
equest, modification of the schedules submitted will be
jiecessary. In addition, while Weé apdrove certain of the
Principles underlyirg the chances Proposed by the Company, we find
certain ochers to be unacceptable, and also find additional
changes to be Supported by the record.

Cost of Service Methrodology

Many considerations have been historically applied in
distributing the revenue responsiktility among customer classes.
These corsiderations have included cost of service, historjcal
patterns ané customer acceptance,

It was generally agreed by witnesses who testified on cost of
service that the distribution ef revenues among classes of
Customers should be based Primarily on the cost of service. The
witnesses disagreed, however, as to how to determine the actual
€ost of servicing each of the classes of customers. The Company,
the in2ystrial intervenors and the federal intervenors Proposed
cost allocations based Upon a traditionally accepted embedded cost
of service methodology. Public Counsel proposed cost allocations
based upon a "marginal cost" methodology.

Tradxtionally, embedded cost of service studies attempt to
assicn costs to classes of service based on several forms of
analysis, Such cost ol 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
studies involvye Separation of plan: and expenses into functional
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groups of production, transmission and distribution and other

- classifications. Formulas are then developed to allocate these
items to the various classes of service. The final step is the
allocation of costs and a determination of the ratio of operating
income to net utility plant, including working capital. Revenue is
not allocated, 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.

The Company relied upon a cost 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., McClanahan
gonsidered the -one -hour peak five-day average methodology to
provide an appropriate 4allocation..of responsibility for utility
plant and expenses between customer classes.

Utilizing the results of Mr. McClanahan's study, Mr. Haskins
constructed the Company's proposed allocation of revenue among the
customer classes. Mr. Haskins considered several principles 1n
designing rates, which were as follows: cost of service, fairness
of rates amonag customers, reasonable trarsition from previous
rates, and the premise that electricity should be used wiselv and
not wasted. Mr. Haskins also proposed specific changes in the
rate schedules that will be discussed later. All of the rates
proposed by Mr. Haskins contained flat 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.
McClarahan to be appropriate for the Company anc emphasized the
differences in service characteristics between customer classes
that justified the results shown by Mr. McClana-an's study. Mr.
Brubaker criticized the Company's proposed revenue allocation as
not properly allocating revenue responsibility among customer
classes. He stated that the Company's prcposed rates tended to
move revenue responsibility away from level:.zed rates of return
betweer. customer classes. He proposed, instead, a separate
revenue allocation tha: allocated revenue respons:bility among
customer classes to more closely eguate rates of return between
classes.

Hr. DeFrawi, appearing for the federal agencies, relied upon
Mr. McClanakan's cost of service study to show the need for
2llocating any rate increase amona custcmer classes so as to shift
more responsibility 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 amonq customer
classes by a marginal costing methodology, as he had proposed in
Docket No. BOOOl1-EU (Tampa Electric Comzany). Uttlizing a
measure called system lambla, Dr. Wells established what he
considered to be the long run marainal cost for the system, which
he testified was an appropriate indicator of marginal cost. By
corparing the relative price of residential, commercial and
industrial rates per kwh to the svestem lambda, Dr. Wells
concluded that industrial customers' rates should be increased by
a higher amount in relation to residential and commercial
custcmers if any rate increase 1is granted.

Rs he had done in Docket No. BO0O!1-EU, Dr. Wells noted that
the current anéd proposed rate levels for the Ccmrany é:6 not reach
marcinal cost. HKe stated tha:t s:ince regulatory rat2making sets
rate levels below marcinal cost it would be necessary to adjust
existinc rates to provide marginal cost price signals, while
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producing total revenues below the amount which would be produced
by pricing at marginal cost. Dr. Wells proposed to place all
customer, demand and energy related €osts in the kwh, or energy,
harge. This would estabiish a kwh charge that would act
imilarly to Pricing at marginal cost. To allow for revenue

- tability, Dr. Wells proposed a minimum bill of $2 pPer month per
customer.

T

i

After.reviewing the testimony presented in this matter, we
wconclude that the cost of service methodology,@mployed,bw Mr.
- McClanahan is the most appropriate methodology ‘@vailable to ug in
; this case. However, we intend to direct the utilities to improve
and make more uniform the cost of service methodologies used in
future proceedings.

As we concluded in Order No. 9599, Docket No. 800011-EU, we
cannot embrace Dr, Wells' marginal cost Pricing theory without
further exposure to the concept. By November, 1980 the four major
investor-owned utilities are required by the Public Utility
Regulatory Policies Act to file marginal cost of service studijes,

SR
bk

Reverue Allocaiion beiween Cuciomer Classes
E Although the Company and Mr. Brubaker relied upon Mr.
McClanhan's cost of service study to allocate the rate increase
among customer classes, the allocation proposecd by the Companv
differed from that pProposed by Mr. Brubaker. Mr. McClanahan's
study, which we have Previously approved, shows existing relative
rates of return, by customer class, as follows,
Rate Class Egig_gg_Retg_g_!
Residential 3.84
General Service 6.33
Large Power 7.65
Large High Load
Factor Service 7.91
Outdoor Service 10.04
General Service
Demand and Small
Power all Electric 11.32
Considering our a2pprovel of a 540,623,065 rate increase, we
find the following increasec of rates, by customer class, to be
appropriate:
Rate Class $ Increase Percentace Increzse
E RS 25,023,000 25.8
GS 1,75€,000 25.4
G5-D 5,437,000 13.6
LP 5,585,000 le.6
PX 2,490,000 14.6
0s 321,000 14.7
“TOTAL $40,623,000 22, 56
E “*Revenue effect of increased connection charges.
h2diticnally, in designing its rates the Company shall take into
account the revenue effect of unbilled revenues, illegal use of
electricity, and the fuel roll-in authorized hereinafter. The
reies shculed be designed to produce the aoprorriate revenue
lncreess: as closely as possible.
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Customer Charges

The Company has proposed increases jip the level of the
customer charges for all rate classifications. As in Order No. 9599
in Docket No. 800011-EU, 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 find the following customer charges to be appropriate,

e s e

Rate Schedule Customer Charge
RS 5.00
Gs 5.00
Gs-D 13.00
E Lp 178.00
PX 4,083.00

Demand Charges i

The Companv has also Proposed increases to the demand 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 50% 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

A

hich load factor customers., In light of our decision to reject
declining block demand charqes in rate LP (see below), we conclude
that the following demand charges are appropriate.

% Rate Schedules - Demand Charge/kw
§ GS-D 4.00

Lp _ 5.00

PX 5.00

Winter/Sumrer Differentials

The saturation of air conditioning in Gulf's service area is
in the range of 80-85% for residential customers. The Company has
a8 much lower saturazsion of electric heating. The air
condiiioning load contributes to the system's maxirum derand, with
the result tha: Gulf Power Company consistently is a summer
pezking utility, The Cempany provosed to retain its winter/summer
rate differentials in the energy blocks of the R3 and G5 rates.
The staff witness, Mr. Makin, concluded that the differential was
justified, based on the data in RCD R-6 (Exhihit 48). Dr. Wells
reached the same conclusion based upon his analysis of System
Lambda. We find that the winter/summer differential should be
retained.

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

At present the arplicability clauses of these four rates
recuire various demand levelc. The breakpoint between rates GS
and GE-D is 20kw and the breakpoint between rates G5-p and LP is
500 kw. Rate PX requires a dewand of 7500 kw and an annual load
factor in excess of 74, The current applicability provisions
appear to be practical and reasonable and should be retained.

Decliriing Block Demand Charge for LP Schedule

In its filing the Company proposed to retain the two step
declining block demand rate for its LP schedule. It is apparent
that the Company considered Order No. 9329 1n Docket No. 790571-Ey
to adéress only energy charges. This is not the case. We believe
& flat demand charge is approrriate for the LP rate schedile.

Generation from Renewable Enercv Fesources

Mr. rMakin proposed a rate Schedule containing an energyv
Surplus rate so that a seif-gererating custcrer $tllizans
renewtble resources with a des:gn capscity under 15 hw wzuld 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 discounts to customers receiving service at
primary or transmission voltages are based upon historical values
and are not supported by a current cost study. The current
discounts are 16¢ per kw for Service at the primary distribution
level and 32¢ per kw for service at the transmission level. we
find these discounts to be unreasonably high and require them to
be lowered to 10¢ per kw and 20¢ per kw, respectively, until the
Company submits a cost study justifying different levels of
discounts.

Inverted ve. Flat Rates

As in Docket No. B30011-EU, inverted residential rates were
proposed by witnesses to this proceeding. Consistent with Order
No. 9599 entered in the above docket, we find that flat rates
rather than inverted rates, should be approved in this proceeding.
Inverted rates will be considered on a generic basis in
conservation-related proceedings.

Textual Changes in Certain Rate Schedules

The Company proposes textual changes in tariff sheets 4.6,
4.7, 4.7A and 4.13. The Company proposes to raise the minimum
charge for standby service from $2.00/mo. per kw to §7.00/mo. per
kw. Since the demand charge for GS-p, LP and PX rates, approved
herein, is only S5.00 per kw, we find no justification for a
minimum bill of $7.00 per kw for standby service. The minimum
bill on tariff sheet 4.7A shall be $5.00 per kw.

Fuel Roll-in and Modifications of the Foel Clause

B
.

The Company Proposes to increase the amount of fuel in the
bzse rates by 9.837 mills/kwh (.9837¢/xwk), from 13.3 mills/kwh,
to a total of 23.137 mills/kwh so as to more accurately reflect
the current price of fuel. Under Mr. Brubaker's proposal, all
fuel costs would be included in the fuel adjustment and the kwh
charges would be smaller. This method would conflict with peak
lcad pricing and would require separate on-peak/off-peak fuel
adjusiments for each customer class. We feel that using the
average fuel cos: 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 1.1B9¢/kwh into base
rates, including taxes. Therefore, the revised fuel adjusiment
for October, 1980 - March, 1951 will be a credit of +224¢/kwh and
will be effective with the rates approved herein.

s

Mr. Brubaker azlso proposed to allocate fuel costs among
classes with concideration of line-losses experienced by each
class. We find Mr, Brubaker's prososal to be reasonable. The
allocation of fuel cost be:ween classes in the base rates stould
be adjuc:ied to reflect the effect of line lotcses at different
service levels, which are as follows:

| o

E Rate Schedule Lire Loss Facior
|
- RS, Gs, GSs-Dp, Os 9.0749

Lp 6.43

PX 3.35

Outdoor Lightiing

The Company has Proposed the elimination of the bresent rate
for 140,000 lumen high pressure sod:us vépor (HPS) lgvre becavse
of 1ts limited epplication and hac Proposed to include rates for
5400 lumen high precscure sodium lamps 1n lieu of the 3500 lumen
mercury vapor lamp in the interest of energy conservation. The
€c=rany hes also progosed 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 we are
not satisfied that the rates are cost justified. 1In 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 pProposed HPS rates to be placed
in effect so as 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
HPS rates within six months of the date of this Order. In
addition, outdoor lighting service should be offered §o as to
allow a customer the option of owning and maintaining the fixture
when receiving service.

Connection Charqges

At present the Company charges S8 for reconnection and
charges $10 for either an initial connection or a reconnection
after disconnection for cause. The Company has proposed an
increased charge of $S10 for reconnections. It also submitted, in
late filed Exhibit No. 83, an analvsis which shows costs of §9.32,
$9.78 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
reasonable and should be approved.

90% Power Factor Provision -

The present demand rates contain power factor provisions
-showing a reactive demand charge based on reactive capacity and
90% power factor. The Company proposed no change to its current
power factor provision. Neither the intervenors nor the staff
offered changes to the clause. Therefore, we find that the
present power factor provision should be retained.

Elimination of SPAE and PLP Ra:es

In the prehearing order, the parties and staff Stipulated to
the elimination of the SPAE and PLP rates. Customers now served
under SPAE rate will be transferred to the GS-D rate. The SPAE
and PLP rates are to be eliminated upon the effectiveness of the
rates approved herein.

Effective May 2, 1980, the Company was granited an interim
increase of $6,257,000 on an annual basis, amounting to a 3.4756%
across the board increase on base rate revenue. We have
previously concluded that only 55,113,000 should have beer
granted, resulting in a refund of $144,000 on an annuzl basis.
Since these rates will have been in effect approximately six
months when the final rates go into effect, approximately $76,000
plus interest will need to be refunded. Tne Company should
Calculate the amount to be refunded, to include interest at a rate
for 30-day commercial paper as defined in refund criteria
established in Order No. 9306, Docket No. 800400-CI. In that the
refund amounts to only 2% of the interim increase, we 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 a 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 and suspend period ends Novenber
3, 1980, the rates under this Ordar shall become effective for
giéls rendered for meter readings on or afrer the date of this
rder.

e -
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The Company will also pProvide a 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:

i

l. Gulf Power Company is a public utility subject to our
Jurisdiction within the definjition of Section 366.02, Florida
Statutes.

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

N
14

3. During the test period, Gulf Power Company realized net
operating income of $31,866,165.

st

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

S. The earned rate of return for Gulf Power Company during
the tes: period was 6.11\%.

Loii-camini.

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

7. Gulf Power Company should be authorized to earn in the
range of 13.75-15,75% on common equity capital. The overall fair
rate of return lies within a range of 8.58-9.16%. For purposes of
determining revenue requirements herein; a return of 8.90% is fair
and reasonable.

. B. To offset 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 generate $40,623,065 in
additional revenues annually.

10. The amount of $4,225,176 annually related to the
Caryville cancella:ion charges should be placed under a refund
Provision, and the Commission should re:ain jurisdiction over this
matter.

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

12. Gulf Power Company should be required to refund to its
ratepavers that portion of the interim increase related to the
unrecovered fuel expense contained in its filing, or $144,000 on
&n annual basis. The 1nterim revenues should otherwise be
approved.

Accordingly, it is

ORDERED by the Florida Public Service Commission 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 to generate
$40,623,065 in additional annual revenues. Said rate schedules
shal)l become effective and ‘applicable to bills rendered for meter
reacines taken on and after November 10, 1980. It is further

T R e A
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ORDERED that the amount of $4,225,176, 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 relied upon by the Company as
Justification for the cancellation is not realized within one year
of the date of this Order, or the cancellation is not otherwise
justified to the Commission's satisfaction. The Commission
retains jurisdiction over this igsue and related amounts for that
purpose. It is further

ORDERED that Gulf Power Company refund to its customers the
portion of the interim revenues related to unrecovered fuel
expense in the manner delineated herein. It is further

ORDERED that the Company pProvide to its customers with the
first bill reflecting this increase a notice describing the nature
of and reason for the increase. A copy of the notice shall be
furnished to the Commission's Electric and Gas Department prior to
issuance.

By Order of the Florida Public Service Commission, this 10th

day of November 1980. 4
teve T le
COMMISSION CLERK
(SEAL)
JAM
£

MANN, Chairman, Concurring in part, Dissenting 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
wor majority support on the Commission are expressed in prior
opinions. I will comment on the reasons for my concurrence in the
rate of return allowed and on the allow~ance of subsiantial amounts
for cons‘ruction work in Progress,

Electric utilities are at present in a period of financial
difficuelty which warrants the concern of regula:iory agencies for
cash flow and earnings adequate to insure that the company's
obligations to the public will be met. Generating plant now
coming on line was planned long before I came on the Commission
ané 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 allowance and the rate of
return approved here are sufficient to allow this compary to sell
less over the next few years urntil this Commission finds a
mechanism for pricing electricity in such a way that those who
cause the markedly higher costs of today ray those costs.
Correspondingly, I think that the effects of inflation should be
visited less stringently on consumers who practice sound
conservation policies. Twenty years 200 selling more electricity
fmeant more efficiency, and the marginal cost was less than the
average cost of each unit. We haven't shif-ed our thinking to
take account of the fact that today marginal cost is hioher than
adverage cost. I remain hopeful that the Comzission will address
this 1issue.

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 I have observed in Florida. tanagement deserves a
chance to prove that new capacity requirements can be mininmized
and that Gulf's customers can reduce their demands on the system.




S AR A

ORDER NO. 9628
DOCKET NO. 800001-EU
PAGE TWENTY~-SEVEN

Commissioner Marks dissenting in part:

The majority has again decided to allow the ratepayers to
pick up the tab for charitable contributions. The amount in this
instance is $16,550. My opposition to this is well-known;
therefore, I 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 Commission’'s
staff is similarly convinced. As indicated in the Public Counsel's
brief, the question is not a matter of appropriateness of the
amount or the worthiness of the cause. The proper focus was well
stated by the New Mexico Public Service Commission:

Even if these charitable contributions had been
shown to have been made in New Mexico, to New
Mexico charities, they should be disallowed for
the reason that there is no evidence
demonstrating any relationship to such expenses
and the lowering of overall expenses which would
benefit the ratepayers and justify their bearing
such expenses,

Re E]l Paso Electric Comvany (1977) 23 PUR4th
131,142 c1ting

Re Southern Union Gas Company, 12 PUR4th 219,
0 (1975).

Another issue which bears equal attention is properly raised
by our staff. It is the amount of $81,250 specified as Industry
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 recommend that such
dues be disallowed to the extent they are of no definite benefit to
the ratepayers. The majority disagreed~with the staff on this
issue and chose to allow 211 of the industry association dues even
if there was no benefit to the ratepavers. I must agree with the
staff's analysis. I would only allow those dues which provide a
Proper nexus between the utility and a definitive benefit to the
ratepayers. As such, dues to the Amercian National Standards
Institute, the Florida Electric Power Coordinating Group and the
Southeastern Electric Reliability Council should be allowed. All
others should be disallowed.

There is one other issue in which I find myself out of step
with the majority: by vote of four to one the Commission has
decided to allow construction work in progress (CWIP) of
$110,869,978 to be included in the company’s rate base. I am
simgiy 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
ar:se from the practice of including CWIP 1n the rate base which
-ere not squarely addressed by the company and which have
€1gnificant detrimental effects upon its ratepayers.” I along with
the Public Counsel believe thas placing CWIP 1n 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 ra:epayers by
forcing them to finance plants which will only benefit a future
¢eneration of ratepayers. As such, it improperly shifts the risk
cf 1nvestment from the company's stockholders to its ratepavers.
Furiher, I can find no evidence that it is cheaper to include CWIP
1n 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 ratepavers' money. Finally, the mcs:
<o~ pelling argument I can find against allowing CWIP in the rate
“&Se 1s that 1in the competitive markezzlace, which regulation
%hevls emulate, a bisiness cannot earn a return o5 an 1aves:iment
net ces not provide goods or Services to 1:ts customecs. (See
r:ef of Public Counsel.)
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It 1s not my intention by this statement to pass on the
- substantive propriety of allowing CWIP in the rate base. I simply
believe 1t is the burden of the company to establish by competent
evidence that such allowances should be made. As a result of
i listening to the testimony of all the witnesses on all the issues
stated above and reading the briefs of the various parties, I am
of the opinion that the positions stated by the company are not
substantiated in the record.

The calculation showing the above adjustments is presented
below. If those adjustments were made as I have indicated, the
total operating revenue requirement of Gulf Power Company would be
$20,268,862, as opposed to the majority's revenue requirement of
$40,622,826.

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

ADJUSTMENTS
Balance Sheet Working Capital ${ 1,554,098)X92.12663% § (1,431,738)
FERC Audit Adjustments $( 1,589,012)X52.12663% S (1,463,503)
CWIP $(110,869,978)X92.12663% $(102,140,774)
ADJUSTED JURISDICTIONAL RATE BASE $ 420,311,024
COVPANY NET OPERATING INCOME (JURISDICTIONAL) $ 31,866,165
ADJUSTMENTS
Unrecovered Fuel Cost $142,494 X.513X100% H 73,099
Bank Service Charges $102,645 X.513X94.13298% 49,5756
FEZ&C Audit Adjustments $(304,577)X94.13298% (286,707)
Consolicated Tax Return $199,872 X 100% 199,872
Advertising Expenses $ 79,822 X.513X94.13298% 38,546
Industry Association Dues $ 36,022 X.513X94,13298% 17,395
Charitable contributions $ 16,550 X.513X94.13298% 7,992
Tctal 92, 764
ADSUSTED JURISDICTIONAL NET OPERATING INCOME 31,965,929
EARNEZD RATE OF RETURN 7.605303%
TUNDED 7.61%

TCONTINUED ON NEXT PAGE)
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- JURISDICTIONAL RATE BASE $ 420,311,024
ATE OF RETURN
A\llowed Rate of Return © 8.900000%
djusted Earned Rate of 7.605303%
Return
ficiency X1.294697%
NET OPERATING INCOME DEFICIENCY s 5,441,754
NET OPERATING INCOME MULTIPLIER X1.2§0677
OPERATING REVENUE REQUIREMENT 10,778, 357

ATTRITION ALLOWANCE

Jurisdictional Rate Base $ 420,331,024

Attrition Factor - 1.14%
NET OPERATING DEFICIENCY 4,791,546
NET OPERATING INCOME MULTIPLIER X1,980677
OPERATING REVENUE REQUIREMENT $ 9,490,505%
TOTAL OPERATING REVENUE REQUIREMENT : $ 20,268,862
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ORDER _AUTHORIZING CERTAIN INCREASES

BY THE COMMISSION:

SUMMARY OF DECISION

Gulf Power Company's original petition requesced additional
revenues in the amount of $38,663,000. The Company requested,
incter alia, a return on common equity capital of 18%; the
inclusion of $30,000,000 of construction-work—1n~progress (CWIP)
1n rate base; and an acttrition allowance of $14,964,000 designed
to offser 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. 1In 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 atctrition allowance
and have used in its place an adjustment designed to reflect the
annual effect upon investment, revenues, and expenses of Plant
Daniel, which was placed in service during the tesc 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
associacted with Plant Daniel.

BACKGROUND

annually. Gulf filed its peticion 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 resulted
in a record comprising 4425 pages of transcript and 123
exhibits. We have also had active participation by numerous
parties, including representatives of the public, governmental
agencies and large industrial customers. Having considered the
entire record herein, including briefs filed by the various
parties, we find that consent should be given to the operation of
rate schedules designed to produce additional annual gross
revenues of $5,543,620 on a permanent basis. This will provide
to the Company an opportunity to earn an overall fair race of
recurn (established herein) of 9.70%. The basis for our decision
i1s set forth below.
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THE PARTIES
=2 faRilEs
The Company

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

The Company was last authorized to adjust its rates in 1980
(Order No. 9628, Docket No. 800001-EU, 11/10/80). At thac time,
we determined that the Company's fair rate of recurn fell Within
the range of 8.58% to 9.16%. Gulf now asserts that to maincain
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 opporrunity to earn a rate of return of
10.49%, which 1t alleges is fair and reasonable under Prevailing
conditions. This amount 1includes an attrition allowance of
$14,964,000, which the Company contends is needed to ensure its
OPPOrtunity to earn that rate of return,

Public Counsel
~=22-aC Lounsel

Counsel proposed that the Commission establish an average rate
base of $575,194,000 and an overall rate of return of 9.36%, with
a recurn on equity capital of 14.75%, Among other things, Public
Counsel opposed the use of a projectred rest period. He also
objected to 1nclusion of construction work in progress in rate
base, inclusion 1in rate base of Planr Daniel, the Caryville
construction site, or the unamortized balance of the Caryville
cancellatcion charges. 1In addition, Publie Counsel proposed cthat
working capital should be established by the balance sheert
approach, that industry associarion dues, charitable
contributions, and all advertising be disallowed from operating
expenses, and thar temporary cash investments and che associated
revenues be excluded from rate base and net operating income,
respeccively. Public Counsel also participated in several i1ssues
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 1n the area of cost
of service and rate strucrture, and Presented che testimony of two
witnesses in this area,

St. Regis Paper Company

St. Regis Paper Company (St. Regis) intervened in this
proceeding and Presencted che testimony of one witness in the area
of cost of service and rate structure,




ORDER NO. 10557
DOCKET NO. 810136-EU
PAGE 4 .

The Federal Executive Agencies

The United 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 unamorcized balance of the
Caryville cancellation charges in rate base. The FEA proposed
that working capiral be established using the balance sheet
approach, cthat deferred taxes be deducted from rate base and that
temporary cash investments be excluded from rate base.

The PEA also participated in the area of cost of service and
rate design.

The Commission Staff

The Commission Staff participated in the proceeding and
presented the testimony of two witnesses dealing with the cost of
equity capital and the number and nature of consumer complaints
against the Company.

LEGAL ISSUES

The Commission was presented with two legal questions during
the course of the proceeding.

Legality of Projected Test Year

Public Counsel has again raised the question of the
permissibility of employing a projected test year. We have
pPreviously concluded that we have authority to uctilize projected
data (Docket Nos. 800119-EU and 810002-EU) .

L3

Public Counsel continues to assert that the langquage of
Section 366.06(1l), Florida Statutes, serves to prohibit the
Commission from employing projected dara. 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
Cancellacion 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 positaion
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.

1 After our decision and prior to the release of this Order,

the Supreme Court of Florida affirmed our treatment of the
unamortized cancellation charges in Citizens v. Cresse, Case No.
60437, opinion dated January 28, 1987,
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THE TEST YEAR

ractes will be in effecr. A rest period may be based upon an
historic test year with such adjustments (often extensive) as
will make it reflect typical conditions in the immediace future,
and make it reasonably representative of expected fucure
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 utilicty cases, this case is
predicated upon a Projected test year. The Company proposed to
uUse 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 the appropri-
ateness of the test year for purposes of this case. As adjusced
herein, we believe the test period reasonably represents expected
operations during the period the rates will be in effect.

RATE BASE

To establish the Company's overall revenue requirements, we
must determine the value of its "rate base," which represents
that investment upon which the Company is entitled to earn a
reasonable return. Once that is done, the net operating income
applicable to the tesrt bPeriod can be developed, and related to
the rate base to determine the rate of return which would be
realized under existing rates,

Reasonableness of Assumptions and Projectons

The Company has proposed a test year rate base on the basgis
of projected data relating to the Company's 1981 operations. As
previously noted herein, Public Counsel has again questioned the
permissibilicy of relying upon projected data. In addition, 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 rate base investment are redsonable
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. Gilberre,
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, cosc
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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 construccion budget was prepared
using forecasted construction expendirures as of February 1,
1981, estimated by projects. Net additions by primary accouncs
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 chrough an analysis of expected plant additions and
retirements and lang 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 of 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 1its previous 1979 test year and the 1981 test Year daca.
Explanations were provided for all variances, Schedule § of Mr.
Gilbert's Exhibit No. 43 compared actual balance sheet data with
projected test year data through September of the rest 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 Accountanrs in its "Guidelines for
Systems for the Preparation of Financial Forecasts". It was Mr.
Bell's conclusion thart Gulf's forecasting system "conformed wich
relevant professional standards, is adequate for its purpose, 1is
complete and logically well founded and can be relied upon to
produce consistent, reliable resules”.

We are of the opinion that the Company's projected rate base
data, as adjusted herein, is reasonable and adequate.

Gulf Power Company has submitted a proposed jurisdictional
rate base of $675,375,345. Evidence developed during the course
of the proceeding has led us to reduce that amount to
$628,574,431. In addition, we have considered certain issues
which did not result in adjusctments. oOur 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 buring Construcrion
(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 mecthod is chosen, the financial
statements of the Company reflect paper income "credits"”
associated with AFUDC, but the utility realizes no current cash
earnings from the investment in construction work in progress.

T N
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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 coverage ratios.
Of course, no AFUDC is taken on that portion of CWIP which is
included 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
Counsel 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 che test period year-end amount of $32,203,000,
which excludes any CWIP related to Plant Daniel. The Company
used the year end amount, rather than the average amount of
$96,298,000 for the test year, because it contends that the year
end amount is more representative of the CWIP balances to be
experienced during the first Year cthat the new rates will be n
effecc.

Mr. Scarbrough supported the Company's request co include
$30,000,000 of CWIP in rave 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 thac
the inclusion of CWIP would reduce revenue requirements in the
long ruyn, and would lead to pPhased-in, less dramatic increases in
rates.

For the Pederal Executive Agencies, Witness Miller maintained
that the inclusion of CWIP is inappropriate because it is not
"used and useful". ge 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 irs assertions. Mr.
Dictmer 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 progress in rate base,

While the average amount of CWIP for the test period is
396,298,000, 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 related to
the Scherer transactrion. Mr. Scarbrough testified that the
projected expenditures for Plant Scherer represented the buy-in
costs that the Company expects to incur when the contract to
purchase part of Plant Scherer is closed. Mr. Scarbrough further
testified that no expenditvures had actually been made to dace and
that he was uncercain 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 is $17,605,000.
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Another adjustment 1g necessary to eliminate a cancelled
project. fThe Company originally projected that it would spend
$306,000 to increase the capacity at the Blountstown substation
Lo serve a wholesale customer. It appears thact a portion of
those expenditures may have been allocated to the recail
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 CwWIp. The jurisdictional
portion of this amount is $16,364,958, which includes
non-interestbearing CWIp.

In recent orders, we have recognized that botrh pProponents of
the inclusion of CWIp in rate base and those who resist inclusion

respeccive 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 whar we
deem to be an appropriate amount of CWIP in rate base for the
purpose of increasing cash flow and coverage ratios, and
decreasing the percentage of earnings comprised of AFUDC, on the
conviction that the resulcing strengthened financial integrity
would lead to a lower cost of capital. It follows, however, that
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
fucure balances, will govern our decision. In this case, we find
thac, while the inclusion of a portion of CWIP is justified to
achieve sacisfactory financial integrity, the $30,000,000
requested by the Company is not needed for the intended purpose.
Instead, we find that the inclusion of $16,364,958 (resulring
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.

;
The Company claims thac a lead-lag study is the proper
methodology for calculating the working capital allowance
whenever such a study is available. Of the Company's total
System working capital requirements of $130,105,000, the lead-lag
study was used to develop the requirement to finance the net lag
in collections from cuscomers of $14,758,000, which represencs
11.3% of the total claimed working capital requiremencs. The
Company has utiligzed the balance sheet approach to develop the
remaining $115,347,000 (88.7%) of its 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

b

Ll
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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 thar is
internally consistent with those costs and, in this
Sense, 1s more "precise* than the balance sheet method.

(2) The lead-lag meéasurement factor can be more
readily applied ro the jurisdiccionally separated cost
of service than the balance sheet mechod.

(3) The lead-lag study is based on an annualized cost
of service representing 365 days of activitjes 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

The Public Counsel and the FEA, however, contrend that the
balance sheet methodology is the proper methodology for
calculating the working capital allowance. Mr. Larkin, a witness
for the pPublic Counsel, calculated a working capical allowance
based on the Company's 13 month average balance sheert accouncs,
This 13 month average component of rate base was then included
within a consistently calculated rare base and the toral rate
base was related to a capital structure that matches and supports
the Company's total investment,

Mr. Larkin contends that "the only reasonable approach to
determining the rate base for Gulf power Company would be through
the use of balance sheet data"., The balance sheetr data which
would be most appropriate to use would be a balance sheet which
reflects the investments which generacted the income during cthe
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 thar the balance sheet method is the proper
methodology to use to develop a working capital allowance.
During Cross-examination, Mr, Bell admicted that his cricicism of
the historical balance sheet approach was negated by the fact
that the working capital allowance was calculated using projectred
balance sheet 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

Mr. Bell also stated that the use of month end balances
resulcted in 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. 1t
i8 inconsistent tro claim that month-end balances are representa-
tive and appropriate for virrtually all of the Company's rate base
components, while contending that they are not appropriate for
determining its total working capital regquirements,
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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
b e actual experiences of the Company, and that he had used averages
T 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 balance sheet merhod, 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. pPublic 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 funcrion.

C. We have reduced assers by $129,000 to eliminate interest
and dividends receivable. These amounts represent earnings on

R )
; other assets and should not be included in working capital.

s 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. In our opinion, common dividends declared
represent stockholders' funds until such time as they are actually
paid, and, as such, they should not be used to reduce working
capital.

F. We have reduced liabilities by $6,753,000 to remove
$6,741,000 of customer deposits and $12,000 of current maturicies
of long term debr. 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

e e structure.
R CES FHUSE SRR

H. We have reduced liabilities by $3,445,000 to reduce
accounts payable for the amounts related to the Caryville
Cancellation which have been netted against the extraordinary
property loss and included sSeparately in rate base.

I. We have reduced fuel inventory by $7,269,500. 1In 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 Earl Parsons testified that the policy of the
Company is to maintain an inventory adequate to last 60 days when
burned at full "nameplate®” capacity. We have accepted this policy
a4s 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 capical
component of rate base 15 1/2 days of coal inventory'valued at
$469,000 per day, or $7,269,500.

The net effect of these adjustments reduces the Company's
system working capical allowance of $130,105,000 to a total of
$102,273,000. By applying a separation factor of 94.51% to the
system amount of $102,273,000, che 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 the full cost of transportation in the
cost of fuel, as is done by all other investor-owned utilities in
Plorida. This adjustment will becter enable us to make
meaningful comparisons among the urilities we requlate. 1In
addition, such costs of transportation should be reflected in the
price of any economy energy sold from the Daniel unit,

New Service to Exxon

The rate base Proposed by the Company did not include
investment incurred to provide new service to Exxon. We find
that it is appropriate to increase rate base to reflect the 13
month average amount associated with that service, or $91,800.

Separation Study

As discussed elsewhere in this Order, we have decided ro
approve and adopt the cost of service study sponsored by Mr.

According to Mr. Pollock's cost of service study, the
jurisdictional rate base is $158,814, lower than the rate base
contained in the Company's filing. The $(158,814) represents the
following adjustments:

Plant in Service $(519,209)
CWIp 37,857
CWIP Not Bearing Interest (5,421)
Property Held for Future Use 4,214
Caryville Cancellation 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 $158,814.
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RATE BASE ISSUES NOT RESULTING IN ADJUSTMENTS

Temporary Cash Investments

The Commission staff recommended that we remove the amount of
the Company's temporary cash investments from working capital as
unrelated to utility Service, and eliminate associated earnings
from the determination of net operating income. However, we
regard cash management as part of the urility's normal business,
and thereby have included temporary cash investments in working
capital. -

Plant Daniel Start-Up Costs

The Company included 1n plant in service some $1,551,863
(system) of capitalized Start-up costs associated with the Daniel
#2 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 #1 and that these COSts were passed
to MPC customers through the fuel adjustment clause. Therefore,
Gulf agreed to assume 100% of the start-up costs of the Daniel #2
unit. Rather than pass all of the Unit %2 start-up costs through
the fuel adjustment clause, as MPC did with the Unit #1 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, issued on April 28, 197s.

Mr. Scarbrough further testified that the $1,551,863 was
capitalized out of total Start-up costs of $15,251,098 for Daniel
Unit $2 and if Daniel #1 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 costs
of $11,801,968. Therefore, if the Unit #1 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, we
(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 Daniel Unit 42
costs in accordance with the Uniform System of Accounts and ADB
76-7.

Company Witness Scarbrough testified that alchough Gulf had
committed to a participation agreement on Daniel Unit #1, prior to
the 1n-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
equalization payments being made by Gulf power. When these
equalization payments were made, no Unit #1 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
Unic #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 Unic #1 costs,, in accordance
with ADB 76-7; however, this would result in a net 1increase in
Gulf's rate base of some $63,196. sSince the Unit #1 costs have
already been disposed of in Mississippi, this lactter treatment,
absent any adjustment by the Mississippi Commission, could resulcr
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 thar
Gulf took the appropriate action, and make no adjustment to the
Company's treatment of this matcter.

Caryville Site

In this case, the Company proposed to continue to include the
value of its Caryville pPlant site in property held for future
use. Public Counsel took the posiction 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, based 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 chis possibility too speculative to encerrain.
We find chat the site meets the criceria for property held for
future use and have allowed the full value of the site to remain
in race base.

Caryville Cancellation Charges

In the Company's last rare case, Order No. 9628, we
determined that 'Gulf's decision to cancel its Caryville faciliey
was prudently based upon an economic advantage to Gulf's )
Customers associated with purchasing the Scherer capacity in lieu
of constructing the Caryville facility. 1In 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 uncil such time as
the Company's contract to purchase a portion of the Scherer Pplant
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 ro 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™ withain the meaning of Section
366.06(1), Florida Statutes. Public Counsel has attempted to
support this position through an "interpretation® of Section
366'.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 eéxpense 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 prohibic
the inclusion of the unamortized cancellaction 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 identified 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.

Deferred 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 regulacions
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.
OQur 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 racte base. We
find no persuasive evidence in this record that would indicare
that this policy should be changed. Accordingly, we have
accepred the Company's proposed rate base treacment for this item.

Our adjustments to rate base may be depicted as follows:

SCHEDULE OF RATE BASE ADJUSTMENTS

Adjusted Jurisdicrional 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 PFuture 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. 1In 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 herein, is based upon reasonable
assumptions and projections,

Company Witness Gilbert 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 budger vs. acctual
data though October of 1981 (EX. 97)., Mr. Gilbert testified that
"Gulf uses the budget process as a comprehensive management tool
to both plan and control the Company's operations."

The customer forecast by class is prepared by the Marketing
and Load Management Department and approved by the Budget
Committee, It then becomes an 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 enerqgy
budgets,

The budgeting process is administered by the Company's budgec
committee. The budget committee develops a corporate business
plan, a budget schedule and various guidelines to be used in
developing the budget. Each major departmentc then prepares
functional business pPlans for review and then prepares a
Zero-base budget for 1its operations based upon the budget
committee's approved economic assumpcions contained in its budget
guidelines. The budget committee reviews the individual budgets
and the final 0&M budget.

Mr. Bell's review of the Company's budgeting process included
a review of the budget process used to develop the Company's
proposed net operating income. His conclusions, cited in a
previous portion of this order treating rate base, are equally
applicable to the Company's proposed net operating 1income,

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 adjustmencs:

Bank Service Charges

The Company contends thar 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.

By maintaining minimum bank balances, the Company is able to
avoid the imposition of bank service charges. The Company has
requescted 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
jurisdicrional amount of $107,218 to eliminate bank service
charges.
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Dues to Industty Associations

It is our policy that dues expended for the purpose of
supporting lobbying activities and dues to Chambers of Commerce
should not be borne by ratepayers. An examination of the
Company's Operations and Maintenance expenses reveals that the
amount of §14,477 was paid to various industry associations for
this purpose. We have eliminated that amount from recoverable
eXxpenses for ratemaking purposes.

The Company failed to include in operating expenses dues paid
to the Edison Electric 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 rest 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 $#9, 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 cerritory”.

Public Counsel has taken the position that charitable
contributions are not expenses related to providing utility
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 O&M expenses by
$23,784 ($24,845 System) to remove charitable contributions from
recoverable expenses, ;

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
industry into the Company'’s under-developed service area, provide
jobs and stimulate shareholder interest in providing equity
capital for the Company." 1In addition, 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 1n 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 treacment is consistent
with our action in the Company's last rate case.

Accordingly, we have reduced test year 0O&M expenses by
$102,335 ($106,900 system) to eliminate advertising expenses
associated with shareholder and area development advertising.

Economy Energy Transact ions

At the outset of the proceeding, all parties stipulated that
both revenues and éXpenses associated with sales of economy
energy should be included in the determination of net operating
lncome. No stipulation was reached a8 to the proper amounts
which should be assigned to each category.

The Company on several occasions admitted that revenues and
eéxpenses from economy sales were not included in its forecast of
1981 test year revenues and expenses, Company Witnesses

Witness Usry furcher explained that such sales are in no way
assured, and depend upon other power availability and sales
arrangements with interconnected neighbors. 1In face, economy
sales increased 14.18% between 1979 and 1980 but decreased 34.20%
between 1979 and 1981,

The Company has agreed that tvest year revenues should be
increased by $6,008,460 and that test year O&M 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 results and 1 1/2 months of projecced
revenues and expenses for test year economy sales. This
information was furnished as Exhibit No. 77, (revised 12/2/81)
pursuant vo the stipulation entered into by all parties.

Public Counsel has taken the position that (1) che expenses
associated with economy sales have been included 1n test year 0&M
expenses and (2) test year revenues should be increased to
reflect a representative level of fucrure 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 daca, are those required
to adjust test year revenues and expenses to include both economy
sales and expenses in test year data, Accordingly, we have
decreased purchased power expenses by $889,877 to reflect the net
effect of economy sales transactions that were not included in
the Company's projected 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. sSimilarly, 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 operacions 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
overstace expenses, because those variances represented delays in
the incurring of eéxpenses 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 facrt 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
eifisses, and 1t was identified asg Late Filled Exhibit No. 58.

We accept Mr. Scarbrough's statement that it is easier rto
Project expenses on an annual basis, rather than on a monthly
basis. However, an adjustment should be made for expenses thact

f have been deferred beyond the test period. Based on Exhibic No.
i 58, we find that test year O&M expenses must be reduced by

$777,232 (811,900 system) to eliminate expenses deferred beyond
the test year.

Earnings From Temporary Cash Investments

Earlier we determined that temporary cash investments should
be included as part of working 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 recurns projected at the outset of the
tesct 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.

Plow Back of Deferred Taxes

The change in_the corporate income tax to a 46% rate requires
a decision as to the proper amount of time over which to flow
back deferred taxes which were created at 48%. Public Counsel's
witness, Mr. Larkin, recommended that the difference be flowed
back to customers over a period of two years. The staff
recommended that the difference be flowed back over the life of
the assets to which the deferred taxes are related. We have
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 EXxpenses

Because this Commission has adopted a Conservation Cost
Recovery Clause that features a true-up provision, it is
necessary to adjust conservation revenues so that they equal
relacted expenses for raremaking purposes. Exhibit No. 68
reflects an underrecovery of $27,208 for the test vear,
Accordingly, test year revenues should be increased by this
amount.
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Non-recurring O&M Items

A fundamencal principle of ratemaking is that the effecr of
non~-recurring items, which tend to make the test year atypical,
should be eliminated. Exhibit No. 43, sponsored by Gulf Witness
Gilbert, lists cthe following non-recurring O&M icems:

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 OaM expenses.

Rate Case Expense

Gulf's Witness Mr. Gilbert stated that the Company budgeted
$320,392 for expenses incurred as a result of the Company's rate
case. In our opinion, the expenses incurred for a rate case
benefit not only the current period, but also future periods. 1In
addition, rates should not be Set to recover the total amount of
racte case expenses each year, since retail rate cases are not
normally filed every year.

We find that a three yYear 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 race 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 $4,51s, excluding income taxes.

3

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 firsc 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 S0, whether
the costs of excessive reserves should be borne by Gulf Power's
ratepayers. The third is whether Gulf's management prudentcly
actempred to identify and/or respond to changes in load growth
patcerns in the 1970's.

A e e
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There is no question but that Gulf's installed generating
reserves are well above those required during the cest year.
Gulf projected thacr 1t would have a 66.2% reserve margin in 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
contracet 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 tesrt year. Taking into account the
operation of the interchange contrace, the following table
indicates the nert impact of Plant Daniel on the cost (in terms of

revenue requirements) to Gulf's ratepayers:

Net Test Year Revenue Requirement
Increase Due to Plant Daniel

With Plant Danijel

Jurisdictional Annual Revenue Requirements
Associated with Plant Daniel In Rate Base?,

Jurisdicrional Annual Revenue Requirements

Without Plant Daniel

1981

$ 24,243,000

Associated with Plant Daniel in Operations. 5,871,000
Jurisdictional Revenue Requirements Associated

" wich Interchange Contracet Capacity Payments, (11,268,000)
Jurisdictional Revenue Requirements Associated
with Non-Associated Uti1lity Sales (Schedule B). (11,678,000)
Net Annual Revenue Requirements Associaced
with Plant Daniel. 7,168,000

Jurisdictional Revenue Requirements Associated
with Intercompany Interchange Contracc Capacity

Paymencs.

Net Annual Revenue Requirements Increase Due

to Planc Daniel.

4,069,000

$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 contract, and the $11,678,000
associated with Schedule E sales tOo non-system utilities, Gulf's
ratepayers would still be required co contribute $3,099,000

toward Plant Daniel's revenue requirements,

absent any adjustment.

that the utility's system planners attempt to respond to new load

2refleccs 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
negociations for the sale of €Xcess capacity from Daniel No. 2
took place until 1930, This was because Gulf was relying upon
load forecasts which early in 1979 indicated that with Dpaniel
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 activicy 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

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 th2 1981 summer peak demand is
significantly greater than that projected by peninsular Florida
electric utilities and the PSC staff. as revealed in Exhibirc
34-A, the peninsular Florida forecast exceeded the acrual 1981
Summer peak demand by 19.3% in 1975, 8.6% in 1976, and 5.6% in
1977. The staff's forecast error for Peninsular Florida was
23.1% in 1975, 3.3% in 1976, and (0.5)% in 1977. The staff's
Projections for Gulf's 1981 summer peak demand exceeded the
actual by 35.5% in 1975, 21.1% in 1976, and 10.5% in 1977,

Gulf's management was repeatedly advised by the staff thar
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 race of 9.67 percent as reflected in the 1975 Ten-Year
Site Plan is considered to be too high for Planning purposes.®
He furcher 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 dgrowth race. Planning on the basis of this high forecast
is, in our opinion, not warranted. As is true of the resrt of the
state, Gulf should be planning based on a 5 to 6 percent growth
race.” 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 jits importance in terms of economic
impacct upon the ratepayers, it is incumbent that a utilicy use
all available techniques in making such a forecast".

Mr. Oerting stated that Gulf began development of a
computerized, econometric/end-use model for long range energy and
demand forecasting in 1974. Although the 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 further stated that,
"since mid-1980 we have made concerted efforts to improve the
accuracy of the model® and "we will begin using the model results
as the primary oucput of our peak-hour demand forecasting process
in cthe near future®. We believe that prudent management would
have led Gulf to begin a concerted effort to develop accurate
forecasting methods much earlier cthan 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
baying for excess capacity. Because of our finding that Gulf

revenue requirements associated with Plant Daniel in the 1981
test period.

Income Tax Effect of Adjustments

This adjustment is mechanical in nature, and serves to
reflect the effect upon income tax expense of the various other
adjustments we have made to the Company's proposed net operating
income. The effect is to decrease NOI by $3,044,735,

Other NOI-Related Issues

During the course of the case, we have heard and considered
other NOI-related 1ssues, the resolucion of which, we find, do
noc result in adjustments to the Company's propocsed net operating
income. They include the following:

Projections of Customers, Energy Sales, and Revenues

The Company contended that it properly and accurately
projected the number of customers, energy sales, and revenues,
The Office of Public Counsel asserted that Gulf failed to provide
projections of energy sales on a total territorial basis,

A comparison of actual revenues from sales of electricity
with budgeted revenues for January cthrough November, 1981, shows
that budgeted revenues exceed acctual revenues by only
eight~tenchs 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
revenues. For example, the acrual average number of residential
customers exceeded the budgeted number by 1.7% cthrough 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 magnicude.

Fuel Expenses and Revenues

Because the Commission has adopted a fuel cost recovery
clause with a true~-up mechanism, it is appropriate to assure that




IR it e e NI

RN

: -«»,w;a,\.;-yf.a- 3

GRDER NO. 10557
DOCKET NO. B810136-EU
PAGE 24

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
furcher adjusctment is necessary for this purpose,

Pricing of Plant Daniel Capacity Sales

Under the existing Intercompany Interexchange Contract
governing transactions between operating companies of the
Soucthern system, the pricing of sales of Plant Daniel capacity is
based upon the average, system embedded costs of fossil unitcs.
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 witch 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 aggregace 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 cempanies and, as such, can be
expected to evolve year by year. Further, its terms are subject
to the approval of the Federal Energy Regqulatory Commission. In
our opinion, no basis for an adjustment has been demonstrated.

Adjustment to Recognize March 1981 Decrease in Revenues

The Company has included in its filing an adjustment to
reduce test year operating revenues by $169,000, to reflect a
March 1981 rate decrease ordered by this Commission and to adijust
its test year revenue forecast to account for the January 1981,
implementacion 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 iaconsistent with the use of two
month actual/ten monch 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 recroacrtively affect the actual
revenues collectad 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 cusctomers. 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 modificaction the
Company's pro forma adjustment.

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 requests that the ceiling or
cap for ics 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
currencly $1 million per claim and that "since verdicts in excess
of 31 million per claim are now relatively common, it is only
prudent to have a reéeserve 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 estimacted by our legal counsel for
filed suirs and outstanding 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 1ts Injuries and Damages Reserve by
accruing $1.2 million per year. However, we shall eliminacte the
ceiling or "cap” and shall instead monitor the adequacy of the
reserve during ratemaking proceedings. We prefer this approach
Lo a situaction in which the Company would utilize revenues
associated with the size of the accrual for purposes other than
building the reserve once the ceiling has been reached.

Treatment of Gains and Losses

It is the Commission's policy to require that gains and
losses on dispositions of utilicy property be recqrded
above-the-line and amortized over a five year period. However,

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. MNr. Wilson's method entails deferring the current
tax effect of deferred taxes, His testimony was withdrawn upon

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
eXxpense of Southern Company to 1its subsidiaries, including Gulf
Power Company.

Under the 1935 public Utility Holding Company Act and the
practice of the Securities and Exchange Commission (SEC), the
Southern Company is not allowed to 1ssue debt without special
approval of the SEC. Upon securing SEC approval, Southern
eéXxecuted a loan agreement March 15, 1976, for $125,000,000 of
intermediate term financing. At the end of the test period,
December 31, 1981, $42,000,000 of this amount was still
outstanding 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 benefirs 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 adjuscment.

Income Tax Liability

In this prdceeding, Public Counsel, through his two
witnesses, Mr. Hugh Larkin and Mr. Joe Jacobs, proposes that the

- tax expense to be included by Gulf Power in the determination of

revenue requirements be computed using the effective consolidaced
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 ctreated 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 cherefore copsider the effects of consolidation.

That consolidated recurns allow for lower taxes is vircually 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 effective tax rate.

Mr. Larkin states that if properly calculated, an effective
tax rate applied to the taxable incomes of profitable
subsidiaries will provide sufficient funds to meet the
consolidated tax liability. This effecrive tax rate, he says,
should be determined by dividing the total consolidared tax
liability before credits by the sum of the positive taxable
incomes. This effective tax rate calculation lumps together
regulated and non-requlated 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 ulcimately
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 rarce.

Mr. Jacobs addressed the Internal Revenue Code implications
of Mr. Larkin's effecrive income tax rate proposal. Mr. Jacobs
contends that Mr. Larkin's calculation of Gulf Power Company's
federal income tax liabilicy for regulacory purposes properly

will ultimately be paid to the federal government by its parenct,

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 contends, through its witness Mr. Dean Hudson,
that it has correctly computed the federal income tayx expense cto
be allowed 1n this proceeding.

Mr. Hudson points out that, pursuant to Securicy and EXchange
Commission Rule 45(C), Southern Company's tax allocation
procedure cannnot result in an allocation of taxes to any one
company which would exceed the amount of taxes of cthat company
based upon a separate return, computed as if the company had
always filed its rax recurn 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 bear no
relationship to the income or expenses of the jurisdicrional
ucilicy. According to Mr. Hudson, the differences bectween the
46% Statutory tax rate and the effective tax rate calculated by
Mr. Larkin are comprised of the following: 1) Surctax exemption,
2) capital gains tax benefit, 3) the tax loss of the Southern
Company and The Southern Company Services, Inc.

Purther addressing the question of che allocation of the
Southern Company loss, Mr. Hudson contends that only if the
Southern Company were to allocate its expenses (loss) to the
operating companies, and these expenses were included in the
computation of Gulf's net operating income for ratemaking
purposes, would it be appropriate for the related tax reduction
to be included as an adjustment and "passed on".

-

Mr. Hudson also addressed the implications of using the
effective tax rate to pProvide deferred income taxes on book-tax
timing differences. He concends that the deferred tax provision

that the use of a tax rate lower than the statutory rate would
result in flow through of deferred taxes. Mr. Larkin's proposal
would, in his view, result 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 associated wich
accelerated depreciation must be equal to the incremental tax
liability that would occur in the current tax year if accelerated
tax depreciation were not taken. This requires that the current
Statutory tax rate of 46% be used to compute deferred income
taxes.

We find that the effective tax race computation, as sponsored
by Public Counsel Witnesses' Mr. Hugh Larkin and Mr. Joe Jacobs,
should be rejected for the following reasons.

1. Normalization Requirements

Mr. Jacobs testified that for purposes of establishing
deferred federal income taxes, use of an effective tax race will
not violate Internal Revenue Code Section 167(L) and the relaced
regulacions. 1In 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 requlation
1.167(L) - I(h) (1) (iii) - 1) requires a computacion commonly
referred to as a "with and without™ computation to determine the
amount of the federal income tax to be deferred. The amount of
taXx to be deferred is "the excess (computed without regard to
credits) of the amount the tax liability would have been had a
subsection (L) method been used over the amount of the acrual tax
liability. such amount shall be taken into account for the
taxable year in which such different methods of depreciation are
used,"
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We believe this requlation illustrates that in rhe 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 calculacions,
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 resulr 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 cthe concept of matching revenues with the related
expenses. The effective tax rate does not mactch these items
correctly.

Additionally, as described by APB 311, effective tax
rates cannot be used to establish deferred income tax
provisions. Witness Larkin claims that APB ¢#11 does not apply to
requlated 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
deparcure.

3. Allocation of the Current Liability

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 allocarion of tax CO 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
ractemaking 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 liability 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 test 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, they should notc
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 tag
liability, as filed in this proceeding, represents the amount of
income taxes that ultimately will be paid by Gulf to the Internal
Revenue Service.

Specifically, with respect to normalization requirements,
Gulf is in full compliance with the Internal Revenue Code and
related regulations, Gulf's income tax accounting for ratemaking

based upon the "separate return®” approach, is the most reasonable
and equitable approach for allocating this liability among the
operating companies.,

Property Insurance Reserve

Gulf Power Company has requesced authority to continue to
accrue $1.2 million per vear to fund its propercty 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 pProperty insurance
reserve as similar to the injuries and damages reserve, with the
difference that it covers a variety of non-roatine catastrophic
occurrences that result in damages to the Company's electric
utility properrcy.

We find that the request to continue the annual accrual of
$1.2 million should he 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 to 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 exist to prevent
inappropriace 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 propercty 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 operacing 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 cest 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 0&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 NOT $62,199,775
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FAIR RATE OF RETURN

The Commission must establish the fair rate of recturn 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 inteqgrity and to enable it to
acquire needed capital at reasonable coscs.

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 rate of return.

The establishment of a utilicy'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 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 strucrure 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 projecrted 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 jurisidicrional 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 Power recommended the use of a year end capital
structure, while Public Counsel recommended the use of an average
capital structure. We believe thatr a 13 month average capital
structure best represents the sources of funds used ro finance
Gulf's rate base. A 13 month average capital structure is a
better representation of a utility's financing mix than a year
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end capital structure. Since capital must be raised in separate
components, a single point in time may be too heavily weighted
with one type of capital. A 13 month average capital structure
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 short
term debt, none should be included in the capital structure.
Deferred taxes and 3% investment tax credits are cost free
sources of capital and should be included in the capical
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 debt. 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 8.69%, 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 refleet
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.

Recturn on Egquity Capital

Five witnesses testified on Gulf Power's cost of equity
capital; Dr. Dietz and Mr. Benore for Gulf Power; Mr. Miller on
behalf of the Execuvive 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 equity 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. Dietz modified his original DCF equation to account for
an increase 1in Southern's p/E ratio over a five and ten year
pPeriod by assuming that Southern's stock would be selling at book
value within five and ten years. We believe that changes in p/E
racios should not be included in the DCF formula, since changes
in che racio will be caused by lower capital costs, not higher
retcurns.

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 5% and double accounts for growrh
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.

Dr. 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 overstated. Current risk
pPremiums cannot be accurately estimated. Dr. Dietz emphasized a
positive risk premium, but had difficuley in quantifying it. We
believe that Dr. Dietz's testimony generates considerable doubt
as to the usefulness of the risk premium mecthod, and conclude

Mr. Benore testified that Southern Company's cost of equicy
is 18.5%, while Gulf Power's cost of equity is 18.0%. Mr. Benore
used a DCF analysis of the SaP 400 Industrials and a risk premium
analysis co 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 equicty as derived from his DCF and risk premium
methods, Mr. Benore multiplied an assumed recencion ratio for
Southern of 35% by the 18.5% estimated recurn, 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 equicy for Southern.

We believe Mr. Benore's estimates of Gulf's cost of equity
are overstated. Firsc, 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 Indusctrials. We believe that mr.
Benore has ignored the fact that elecrric Stocks were more
overpriced in the 1960's than they are underpriced today. Thais
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 represencative 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 estimacte the requirement of the market for electraic
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 dectermined 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
Ucilities. 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 scated that there is a statistical relationship
between electric utility common dividend yields and AFUDC
racios, He indicated that the AFUDC ratio for Gulf Power was
much higher than the industry average in 1980, but that ir 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 period 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 races 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 rto 15% range. In response to more recent
information, he reduced his mid-point from 15.25% to 14.75%. Mr.
Rothschild used a DCF model and a comparable earnings technique
to estimate Gulf's cost of equity.

Mr. Rothschild performed a DCF analysis on data from both
Southern Company and from Moody's 24 electric utilities. His DCF
analysis of Moody's 24 electrics assumed a 12.48% dividend yield,
a 2.64-3.64% growth rate and a negative 1,2% factor, 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 race and a
negative 1.40% factor which reflects the effect of selling new
eguity below book value.

We believe that Mr. Rothschild's DCF calculations understate
the cost of equity of elecrrics in general, and Gulf Power in
particular. The amount of the downward bias in his calculations
is primarily due to the negacive 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
adjuscment in the DCF model encourages circular reasoning.
Eliminating Mr. Rothschild's dilution factor produces an adjusted
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range of 15,12-16.12% for Moody's 24 Electrics and 13.87-16-59%
for the Southern Company. Adding Mr. Rothschild's .32% leverage
adjuscment to Moody's 24 Elecrtrics indicates Gulf's cost of
€quity 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 markert
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 equicy by .25% to 13.63-16.35%.

Mr. Rothschild's Comparable Barnings Pricing Technique, or
CEPT method was based on the theory that the markect~to-book racio
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 racios 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. Hunt testified that Gulf's cost of equity 1s between
16.2~17.8% wich a mid-point of 17.0%. Mr. Hunt's testimony was
based on one of two economic scenarios. His first scenario
(which he used) assumed a "sready upward trend over time in the
financial indicia used to determine the cost of equity." The

that interest and inflation rates and other pertinent financial
data will remain constant or decline. Mr. Hunt used a trend
analysis in the firsc situation to estimate a 16.3% to 17.1% cost
of equity for electrics.

Considering the range of equity costs indicated by these
analyses and our comments thereon, we find that the proper return
to the Company on its equity investment lies within the range of
14.75% to 16.75%, wich a midpoint of 15.75%, Because Gulf has
continued its commitment to an effective conservation program, we
will focus upon 15.85% rather than che midpoint for purposes of
calculating revenue requirements. Section 366.041(1), Florida
Statuctes.

Approved Capital Structure and Fair Rate of Return

Based upon our review of the record, we approve and adopt the
following capital Struccure and indicated capital costs. The
resulc 1s a range of reasonableness of 9.40% to a 9.94% with a
focus upon 9.70%.




ORDER NO. 10557
DOCKET NO. B810136-EU

PAGE 36
GULF POWER COMPANY
. Capital Structure
S ER O L Tt 13 Month Average
Cost Weighred
Description Amount Percentages Rates Components
R 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 3.94
15,85 4.24
i 16.75 4.48
Customer Deposits 5,877,000 .93 7.84 .07
Deferred Taxes 66,924,000 10.58 -0~ ~0-
e 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 1its original filing, the Company requested that it be
allowed an attrition allowance of $14,964,000, which was
developed and sponsored by Witness McClellan. This amount was
later revised to $14,450,000, however, to correct an error made
in "tax effecting” the amorvization of the invescment tax
credit. The Public Counsel asserts that no attrition allowance
1s appropriate in this case.

Lo The Company contends that an attrition 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 inco effect until 1982, but they will be based on 1981
data. 1In 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 mulciplied
the per customer dara 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 mechodology for
compuring actrition, and agrees that any adjustments made to the
Company's projected data would have to be reflected in the
computation,

e A g e i

Mr. McClellan has also provided a calculation of an attrition
allowance based on the methodology used in the Company's last
rate case, which was a three year average of the changes 1n the
Company's earned rates of return. For the period 1978-1981, the
atcrition 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 atrricion
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 1is actually
using a 1982 projecred test year as a resulc of using the
difference between 198] and 1982 to compute rhe attricion
allowance. The public Counsel also asserts that no determination

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 thig determination
ignores the full impact of Plant paniel on cthe 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 attricion 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
races are to funcrion properly in the future. 7In doing so, we
shall recognize both the investment and the related revenues and

-éXpenses assocaited with Plant Daniel. Exhibit 94 sponsored by

Mr. Scarbrough, contains a methodology to accomplish this resule,
but we believe the following modifications to thar 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 expecred utilizacion of Plant Daniel in
1981 and 1982,

3. We have revised the jurisdictional separation factor ro
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

l. 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 chese adjustments, we have computed an attrition
. allowance of $7,976,000 to recognize the difference between the
R R fevenue 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 rare of
rerturn, and the appropriace attrition factor, it is possible to
calculate any excess/deficiency of revenues. Multiplying the
rate base value of $628,574,431 by the fair recurn of 9.70%
Yields an NOI requirement of $60,971,720. The adjusted net
operating income for the test year amounted to $62,199,77s,
showing an excess of $1,228,055. Applying the appropriate NOI
mulciplier of 1.980677 to this figure yields an excess of

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 resulrcs,
We find and conclude that Gulf Power Company should be authorized
to increase its rates and charges so as to denerate this amount
of additional revenues annually.

ﬁﬁéﬁ‘ij:ﬁﬁﬁﬁ ADDITIONAL ISSUES

Generation and Transmission Expansion Plans

As stacted by Witness Parsons, the goal in generacion
exXxpansion 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
e e to expect Gulf's customers to supporct, either as plant-in-service

L or CWIP, generating units that are intended to mest sales off the
Company's own systenm.

The evolution of Gulf's planning wich 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
approximacely $273/kw, as compared to the $825/kw cost projected
for a plant at Caryville at the time. When coal cars and all
auxiliary equipment are included, the cost per kilowatt of Plant
Daniel is approximately $395, which appears to be considerably
less than the alternatives available to the Company.

The Company's current dgeneration expansion plan involves 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, che
cost of this Scherer capacity is estimated to be $827/kw. The
comparable cost of capacity installed at Caryville in 1987 is
estimated to be $2052/kw. Hence, Gulf's 404 MW ner 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 impact of excess reserves between the

T e s
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in-service date of Planc Scherer and 1990, Gulf intends to sell
unit power from Plant Scherer uncil the full capacity of these
units 1s required on Gulf's system.

Elsewhere in this Order, we have faulted Gulf's past
inadequate load forecasting, which 1n our opinion gave the wrong
"signals" to system Planners. However, the responses of the
pPlanners 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 warranced in this matter.

Caryville Cancellation

This issue is closely related to that involving generation
expansion plans. Moreover, the matter was closely examined
during the Company's last rate case. In Order No. 9628, we
agreed that the cancellation was prudent, based upon the
justification pPresented, which was the economic benefits to be
derived from purchasing Scherer capacity in lieu of building the
Caryville unit. 1In that Order, we authorized Gulf ro place the
unamortized portion of the cancellation charges in rate base and
amortize them over a five year period. The associated revenues
were placed subject to refund pending consummation of the Scherer
transaction., 1In this case, Company witnesses testified that the
contract is awaiting SEC approval, and has been extended uncil
June 30, 1982, Nothing of an evidentiary nature has been
presented to alter the findings of Order No. 9628. We shall
recain jurisdiction over this matcer, and shall continue the
refund condition on associated revenues.

Participation in Power Pool

Surplus energy sold to the pool will be that enerqy 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 ochers. If a member can
generace power cheaper than the pool, then that power is retained
for irs ratepayers - any excess generation is sold to the pool at
that member's incremental cosc. 3

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 the
operating companies.

Through the provisions of the IIC, Gulf will be a net seller
of interchange energy in 198l1. Gulf has also reduced its outage
races, thus making avairlable additional capacity for sales to the
pool. Gulf is projected to net $38,864,991 in interchange
transactions in 198l1. From the evidence presented, we find that
Gulf's participation in the Southern System Power Pool through
the pricing of interchange transactions is in the best interest
of Gulf's ratepayers.
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Gulf's Control Qver Plant Daniel EXxpenses

The Company maintains that the record supporets 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 frequencly
contacted about operating decisions or 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 built at Plant
Daniel and Gulf is not a participant.

3. Gulf is responsible for 50% of the expenses,
excluding fuel, even 1f Gulf receives less than
50% of the enerqy 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 bectween
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 nor a participant, that Gulf would pay more than its
proportionate share of the costs incurred. At the present cime,
there are only two units at Plant Daniel and there is no effect
on the test year.

Regarding the firsc 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 testified that the
provision related to one company receiving less than 50% of the
output was nonoperational. As far as Item 4 is concerned, Mr.
Parsons stated that the ultimate decision tOo participate, or not
to participate, in Plant Daniel rested with Gulf. Any
recommendation from Southern Company Services concerning
long-range generation 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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a4 participant, the 1ssue 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 che long-term best interescs 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 Daniel and Plant Scherer in
lieu of Caryville are examples of Gulf's coordination with the
Southern Company.

RATE STRUCTURE AND RATE DESIGN

Cost of Service Methodology

Two basic types of cost of service 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 duraing
non-summer months bear causality for system expansion. Gulf
refuted the five-day peak method as being inconsistent with the
range in 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
pPeaking 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. Srt. Regis
Paper Company requested that the Company be required to file
another cost of service study based solely upon historical 1981
data (instead of projections) and using a peak responsibilicy
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 responsibilicty and the amount of energy used
should have some weight in the assignment of demand~related costs.
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We therefore direct thar the twelve months peak and average
demand mechod (12 cCp & 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 substarion facilities that are
used exclusively by these two classes. They were then allocated
a4 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 construccion
of the 12 CP demand allocator. HMr. McClanahan had assumed that
each class's contribution to the 12 monthly coincident peaks
would increase between 1979 and 1981 by the same percentcage
(1.1%) that the system's 12 coincident peaks were projected to
increase. Therefore, alcthough PXT's revised kwh consumption
decreased by 6%, the demand allocator reflected a projected
increase of 1,1%.

Witness Pollock performed an additional cost of service study
Lo correct cthese errors. We believe that Mr. Pollock's cost of
service study more accurately represents the PXT's rate of return
as well as those of the other rate classes in this case.
Therefore, we adopt Mr. Pollock's 12 CP and average cost of
service study for use in allocating revenue responsibilicy and
designing rates in this proceedings,

Load Research Data

In performing a cost of service study, load research dara 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 coscs 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 submictted in cthis proceeding, Mr,
Spangenberg outlined the methods used to estimate demands for
each of the customer classes.

The demand of the residential class, which accounted for
approximately 50% of kwh consumption, was estimated using a
Statistical technique based on probabilicy sampling. While this
is cerrtainly a Step in the righc direction, the magnitude of the
sampling error exceeded the target levels currently required by
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PURPA. Mr. Spangenberqg testified that this was due 1in part to

the size of the sample (the number of customers equipped with

load research meters) and that the Company had subsequently -
lncreased the sample size to conform to the PURPA load research

design requirements.

voltage and GsSp customers above the secondary level, data was
taken from four merered circuic feeders. These circuit feeders
serve both commercial and non-commercial customers. Mr.
Spangenberg testified that he believed data taken from these
circuit feeders was representacive of the commercial class but he
did not know what bércentage 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, 1in using data from the feeders to estimate
demands, he had to assume cthat the demands measured by the

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
Power's five hundred largest customers are representatctive of N
Gulf's large and small induscrial 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 che
residual demand. The residual demand was divided between the GS

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
accributed to the GS and GSD classes may be over- or
underestimated. Thus, the accuracy of the demands estimated for

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 nor statistically reliable. It must be
rmproved. The Company stands advised that in future race cases,
if che Company's load research techniques do not produce
Statistically reliable resulrs, the Commission intends to treat
the matter as a quality of service i1ssue and accordingly adjusc
the allowed rate of return.




ey

b B v et sk

KR

ORDER NO. 10557
DOCKET NO. 810136-EU
PAGE 44

Allocation 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 Residenctial 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

0s Ouctdoor 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 committed to gradual progress toward

? uniform rates of return 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 amounts to 4 percentagg increase
without fuel of 5.71% for the RS rate and 5.34% for the 0S rate.
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 increase. Thus, the greater equity
lies in allocating the increase to those classes with
substantially lower rates of recurn. The rates of return by
customer class with the revenue increase are:

Code Rate Schedule Approved 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 ar unit cost excluding any
minimum distribution system cost, subject to the limit that no
charge be increased by more than 50%.
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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 it
and by assigning monthly billing costs of $1.33 Per cusctomer to
each class even though 1industrial 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 pPresently 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
LpP 178.00 26.78 100.00 27.00
PX 4,083.00 59.97 . 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 pPresent charges in an effort to move
closer to unit costs and, at the same time, lessen the impact on
low load factor customers.

Drastic 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 (GSLDl) and $4.00 per kw for GSD. Accordingly, we find that
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 a
feature of all demand metered rate schedules. The ratchet for
the GSD, GsSDT, 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 rave 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
Summer (peak) months.

We find thac ratchets, while recognizing the benefits of peak
load pricing, ignore the diversity of customers' peak loads. One
cusctomer may constantly be at his maximum demand throughout che
peak season. Another customer may attain his maximum load only
briefly and/or infrequently during the peak season. Yet, with a
racchet, both customers would pPay demand charges based on their
maximum demand. This seems inequitable.

In recent cases involving Florida Power Corporation (Docket
No. 800119-EU) and Florida Power and Light Company (Docket No.
810002~EU), we eliminated raccher provisions in all rate
schedules. They should be eliminated in this case also.
However, we do not accept staff's recommendation of a Sseasonal
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 cthe required load factor. It 1s based on the customer
charge plus the demand and energy charges necessary to maintain a
75% load facrtor.

The industrial intervenors objected to the'calculation of the
minimum bill. They asserted that it was designed to insure an
80% load factor requirement. These intervenors furcher objected

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 s

Volrage discounts are given when a customer takes service at
either transmission or primary distribution voltage. Discounts
are given because the demand charge recovers costs incurred for
the various transformacions necessary to provide service at the
secondary distribution level. Voltage discounts, or credits on
the bill, recurn that portion of the demand charge related to
transformacion to customers who do not require jt,

The present tariffs provide a discount for transmission
volrage and primary distribution voltage of 10¢ per kw per
month. The Company proposed to increase 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 monch and a
primary distribucion voltage discount of 25¢ per moncth. 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 soughe,
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Reactive Demand Charge

A customer's (or a company's) power factor is the ratio of
real power (kw) to apparent power (KVA) and is usually expressed
as a percentage. Power factor improvement confers several
benefits, mosc importantly, improved voltage conditions, reduced
line losses, and released system capacity. These benefits are
maximized when improvement occurs in the proximity of the
equipment utilizing che power. Because of the benefits to the
system of power factor correction, many electric utiliries impose
a4 reactive demand charge on customers who have poor power
facrors, thereby giving the customer an incentive to improve his
electrical efficiency.

Gulf's present charge to customers with povwer factors below
90% is $1.00 per KVAR of reacrive 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 correction is usually achieved by installing
power capacitors. Gulf based its proposed reactive demand charge
on the cost to the customer of installing secondary capacicors.,
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 1l1g per KVAR per month.

Mr. Haskins testified that the reacrive demand charge should
be based on the customer's cost rather than the 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 correcrion. Secondly, it is a more efficient
way of correcting the problem than if the Company installed the
capacitance. If the capacitors are installed by che 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 installs the capacitance, it is
provided at the point where it is required. 1If che 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 ro carry useless current.

We agree that customer power factor correction is beneficial
to both the customer and to the Company. Addictionally, we find
that it 1s more efficient for the customer to correect his power
than for che Company to do so. There should be an incentive 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 the
Company of providing capacitance (11¢ per KVAR), we find rhat 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, che
present reactive demand charge of $1.00 per KVAR will be retained.

Service Charges

The Company Proposed to increase its charge for initial
connections, normal reconneccions, and reconnections after
delinguency 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 che arrearages to avoid disconnection. The purpose of the
collection charge is to recover the cost of the trip to the
customer's place of service. We find that the cost data Submitced
by the Company supports the proposed charges and approve them.

Poulery Farm Operations

Several years ago, the Commission required the application of
the residential race schedule to poultry farm operavions. In
recent rate cases, we excluded these operations from the
residential rate because they are not residential in nature and

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 taken 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 approximacely 96%, withour fuel, on an annual basis. To avoid
excessive increases due to the transfer, we order the Company to
design a transitional rate for them. This rate should not impose
an increase of more than 1.2% 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 (OSI, 0SII, 0OSIII) served under the 0s
designation, but lefet the other features of these rates
unchanged. 1In reviewing the Company's filing, Staff found
several problems in che structure of these ractes and outlined
them at the prehearing conference. At the hearing, the Company
agreed to work with Staff jin redesigning these rates. We approve
the new race design worked out by cthe Company and Staff and will
discuss the major features of it,

As originally filed, 0SI contained street lighting customers
where the streer light fixtures themselves are owned by the
Company. O0SII. included area lighting customers where the
fixtures were owned by the Company. 0SIII contained all customers
who owned cheir own fixcures, including sctreet lights, area
lights, eraffic 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 characterisrics. The load
characreristics of street lighting customers are the same
regardless of who owns the fixtures. Thus, as revised, 0OSI will
consist of all street lighting customers. All 0OSI customers will
pay the same energy charge. OSI customers who are served by
company-owned fixtures will bPay separate fees to cover the
Company's investment in those fixtures and maintenance costs.

The revised OSIII class Will consist of traffie signal and
CATV amplifier customers. These customers have similar load
characteristics and essentially operate 24 hours a day. Also
left in OSIII 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
characteristaics,
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0SII, as revised, will include area lighting custonmers. Mr.
Haskins testified cthat currently chere are no customers who own
their area lighting fixtures.

During cross-examination Mr. Haskins admitted that the energy
charge for 0SI and OSII and the maximum demand charge for OSIII
were not cost based. Also, he failed to articulate a valid
reason for charging 0SI and ITI an energy charge expressed as
cents per kwh and recovering essentially the same costs from
OSIII customers via a maximum demand charge. 1In the revised
rariff, Staff calculated ang the Company accepted, cost based
energy charges for all chree races, and che energy charge for
OSIII is now expressed in the more understandable cents per kwh

In addition to an energy charge, 0SI and 0SII customers pay a
monthly maintenance charge. One component of the maintenance
charge covers the cost of replacing burned out bulbs in the
fixctures. For street lighting fixtures served under the 0ST
rate, the Company has an ongoing group rebulbing program whereby

bulbs burn out sooner than expected. However, a group rebulbing
program considerably reduces the frequency of spot rebulbing.
The Company does not have a group rebulbing program for 0SsII
fixtures. But, in calculating the 0OSII maintenance charge, the
Company assumed the same Spot rebulbing rate for 0SI and 0OsSII.
As a resulc, the maincenance charge for OSII was understated,

OSI and OSII customers also pay a monthly facilities charge
designed to recover the Company's investmenc in the fixtures used
to serve these customers. As originally filed, the facilities
charge for the various fixtures included an increment, varying in
amounts, that the Company referred to as "system related
investment costs". Mr. Haskins admitted cthat this increment was

0S8 customers since they are che produccion, transmission, and
distribution costs allocated to this class in the cost of service
study.

In redesigning this tariff, Staff recommended thact the fuel
adjustment charge for 0OSI ang OSII customers recognize the fact
that most of their consumption is off-peak, The Company
concurred in chis proposal and we also approve it as the
on/off-peak consumption ratioc for these customers is easily
determined.

The Company proposed that when they are requested to replace
mércury 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 i1dea, these costs should not be
recovered through the conservation cost recovery clause until a
cost benefit analysis, filed with the Commission, shows the
changeout of the various sizes of fixtures to be cost effective.
The Company is ordered to file such an analysis with the
Commission within six months of the effective date of this
Order. Until cthe 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
fixrtures from five to three years for nonresidential and two
yYears for residential customers.

Finally, the Staff proposed, the Company accepted, and we
approve various cariff format changes designed to make the tariff
more informative and understandable. Specifically, they are:

l. Lamp offerings will be listed by wartage 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 b

The Company presently has a seasonal rate for the GS and RS
rates. The summer billing months include October. During the
course of the proceedings, the Company admitted that there is
little likelihood of the Company's summer peak occurring in the
October billing period and agreed to switch the October billing
month from the summer to the winter rating period. We approve
this change.

The Gulf system is currently a summer peaking utility, and is
not strongly connected with the transmission network of the rest
of Florida. This Suggests that, for the present time, Gulf Power
should set winter and summer GS and RS rates which reflect this
reality. That is, for the present time, Gulf should continue
with a winter rate which is lower than the summer rface.

While Gulf Power is presently a summer peaking utility which
18 not strongly connectred to the rest of the State, cthis
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 facilitacte such
interchanges of power, 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 winter/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 situaction will continue. RS and
GS customers should be clearly informed of the likelihood of
future elimination of the winter/summer rate differentials and we




B

R DAY e

AR et s

ORDER NO. 10557
DOCKET NO. 810136-EU
PAGE 51

order the Company to give them this notice. fThis 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 Deparcment.

Seasonal Service Rider

The Company presently has an optional Seasonal Service Rider
which affords demand customers an opportunity to pay more of

The present Seasonal Service Rider provides for an addaitional
demand charge of $1.00 pPer kw during the summer months of June
through October and an annual minimum bill of $40.00 per kw of
actual demand. 1In 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 this
rider based on the Company's requested rate increase in this
case. sSince 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 warranced,
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 rate 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 ics 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 rime that
standby service should be provided at the time-of-use race
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

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 criterion
times che demand charge of the rate under which the cogenerator
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would be served if the customer did not own its own generacing
facility. A pProper 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 che utilicy 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 generating 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
ratchert. 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.

Furcther, we find this maccer should be treated on a generic basis
involving all cthe investor-owned electric utilicies 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 race schedules of all electric utilities.

Interruptible Rates

Order No. 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 rates
because none of their customers have shown interest in such a
rate and they prefer rtro design a rate for a specific customer who
is interested 1in it.

Since the Company presenctly has excess capacity, shifting
firm customers to interruptible rates is not going to promote
capacity avoidance in the shorrt 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 interruprible rates will allow capacity
avoidance and be offered to their customers.

Inverted Rates
s X =0 Rates

At the prehearing conference, Public Counsel took the
Position that an 1inverted residential rate structure should be
implemented to encourage conservation. However, no evidence was
presented on this issue at the hearing. We note that inverced
ractes are the subject of investigation in Docket No. 800708-EU.
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Customer Rate Migration

Presently, the Company's demand metered rate schedules
consist of GSD (customers with demands of 20 kw Oor 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 mecered 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 redice 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. 1In the
company's original filing, 75% of the LP customers would migrate
to GSD.

- Mr. Haskins testified that one of the criteria for good rate
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 consiscent
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 about 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, che probabilicy samples used in load
research are based on the makeup of the customer classes at the
time the load research design is completed, If 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 unitc
demand and energy charges. Coincidence factors will always
differ by customer groups, and, until an inexpensive demand meter
which measures coincident demand rather than noncoincident demand
is invented, differences in coincidence between classes will
dictate different demand costs by class. Until then, we will not
allow migration downward to lower demand race schedules unless
the customer qualifies 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 migraction problem, the Company
submitted an hour's use rate proposal. This is not a viable
alternative because it discourages conservation 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 S00 kw per month and a provision that a customer
may not change from a higher demand rate to GSD unless his demand

,W?S,EGSS 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 PM to 10 AM through
10 PM. Gulf wanted to lengcthen the months considered winter from
the current November through March to November through May, buc
shorten the daily winter peak hours which now are 6 AM to 10 AM
and 6 PM to 10 pPM by eliminating the 6 pM to 10 PM peak period,
The Company argued that the proposed peak periods more closely
match cheir acrual 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 stacewide 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 utilicties on an hourly basis. While GulEf
Presently does not exchange much power with other Florida
utilicies, treating it as part of the state pool will have
increasing merit as its interconnection with the rest of the
state is strengchened. Therefore, the Company's present peak
rating periods must be recained.

Lump Sum Payment Option for TOD Meters

Customers who choose to receive service under a time of day
rate have the oprion of Paying a monthly charge to cover the cost

Or paying for the time of day meter in one lump sum. However,
the company's proposed time of day tariffs go not show a specific
lump sum payment amount. Instead, the tariffs stace 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 Exhibirc
118, the current cost of the time of day meters is $154.40 for
RST customers and $282.24 for GST classes, and these amounrs must
appear on the respective tariffs.

Load Factors Used in Designing TOD Rates

In designing its vime of day rates, the Company used class
load factors to allocate the demand costs which must be recovered
by the energy charge of the rate between peak and off-peak
periods. Alternatively, these costs could be allocated between
peak and off-peak periods using che system load factor.

One of the primary objectives of time of day rates is to
éncourage customers to shift their usage from peak to off-peak
periods. The greater the differential becween peak and off-peak
prices, the greater the incentive to shift usage. The maximum
differencial 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 cthe system load
factor for all but the LP and PXT rates. Therefore these rates
musc be redesigned using the system load factor te allocate
demand costs recovered through cthe energy price between peak and
off-peak periods.
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Late Payment Penalty

The Company proposed a late payment interest charge of 1.5%
for delinquent bills. Mr, Haskins testified that the charge was
necessary to compensate the Company for the investment
opportunity it must forego when customers do not pay on time. He
also 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
Docket No. 800726-EU.

Investigation Fee

Gulf proposed to begin charging a minimum $25.00
investigation fee to cover the cost of investigation in a case

Mr. Haskins testified that the minimum fee was set at $25.00
because that is the typical cost of investigation. If the
Company's investigative expenses were higher than $25.00, the
Company would attempt to collect the actual costs, either through
negotiation or legal process.

We approve the $25.00 investigation fee because it will make
those customers who cause the Company to incur the cost
responsible for it. We do so subject to one caveat, that the
tariff be amended to inform customers that they have the right to
contest imposition of the fee to the Commission without
interruption of service (assuming there are no other grounds for
disconnection) while the issue is undecaided.

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
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Additionally, the Company must strike the word "material®
from its tariff, Fifth Revised Sheet No. 4.12, concerning refunds
of deposits, as-it refers to an obsolete practice.

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 nacure 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 £/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 €OSt currently contained in base rates be
removed from base rates and shown as a Separate item on g
customer's bill. public Counsel contended that this would
pPromote conservacion.

In Docket No. 810082-EU, a generic docket concerning customer
billing, we ruled that the total fuel CoSt must be shown as a

Therefore, we find that femoving the, 2.5¢/kwh fuel costs from
base rates is not warranted at this time. Also, when the new
billing formar is implemented in January 1983, the total fuel
COSt in cents per kwh will be shown on the bill as will che toral
nonfuel costs n cents per kwh. Thus, the appearance of a base
fuel cost on the tariff will not impart useful information.

EFFECTIVE DATE
selnetive DATE
The new rate schedules shall be reflected upon billings
rendered for mecer readings taken on or afrer 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 1s 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 tesc 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
pPurposes is $628,574,431.

4. The adjustments made to the calculation of ner operating
income are proper and appropriace. For ratemaking burposes,
Gulf's nec 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 recurn 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 atrrition 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
ractes and charges by $5,543,620 in annual gross revenues to
provide it an opporctunity to earn a fair rate of return of 9.70%.

9. The rate schedules prescribed and approved herein are
fair, jusc and reasonable within the meaning of Chaprter 366,
Florida Starutes.

Accordingly, it is

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

ORDERED that the petition of Gulf power Company for authority
tOo 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 consiscent herewith, designed to

and charges. It is furcther

ORDERED that the refund condition established in Order No.
9628, applicable to revenues associated with the Caryville
cancellation charges as a resulc of the ractemaking creatment
afforded those charges in Order No. 9628 and in this Order, be
continued. The Commission retains jurisdiction over this
matcer. Gulf Power Company shall submit evidence of consummation
of the Scherer transacrtion on or before June 30, 1982, the time
frame specified by the contract between the parties., It is
further

ORDERED that the revised racte schedules authorized herein
shall be reflected upon billings rendered for meter readings
taken on or after February 12, 1982. 1t is further

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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Department a copy of cthe independent audit performed 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 benefirt analysis on
replacement of mercury vapor fixtures with high pressure sodium
vapor fixtures prior to expiration of the service contrace. 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 furcher

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 vo their customers.

By ORDER of the Florida Public Service Commission, this lst
day of February, 1982.

(seai) /3%Zi5/ZM/Z

_STEVE TRIBBLE
COMMISSI CLERK

JAM/PS

Commissioner Marks dissents.
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Commissioner Marks dissenting:
I disagree with the majority on the following issues:
l. I believe the majority's inclusion of CWIP in rate base

In this instance, the majority have forsaken the *big jolc™
theory and seized upon the *FERC Letter" Criteria, also known as
the "financial integricy" test. Applying the financial integricy
test to the Gulf Situation yielded resules characterized at the
bench as "close call". I prefer to resolve cthis close call to
the benefit of today's customers.

2. Someday a plant will be built at Caryville. when it is
built, Gulf will own 30%; Mississippi Power Company will own
70%. No construccion is expected uncil 1995, By any measure,
the site is held for future use. Property held for future use ;g
the antithesis of Property which is used and useful. Today's
customers will enjoy precious litele benefit resulting 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 propercy to earn AFUDC which would
cause the benefitting customers to pay the costs of the benefits,

3. I accept the staff recommendation thatc a Proper recurn 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 probacive of whether the program
(if any) is continuing, commitred, or effecrive, If the
Commission is to pPass out rewards to the companies it regulates,
surely ic 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 thac

conservation accomplished or to be accomplished, less the reward,
results in a net benefit to the customers. In this record,
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