State of Florida

Public Hecvice ComMBAHNAL

-M-E-M-O-R-A-N-D-U-M-

DATE: September 30, 1999

TO: Linda Williams, Deputy Clerk Supervisor, Division of Records and Reportin

FROM: Jay Revell, Regulatory Analyst, Division of Auditing and Financial AnalysisEf&

RE: Docket No. 980643-EI - Generic investigation of cost allocation and affMiated
transactions for electric utilities

Attached are comments from Gulf Power Company, that should be included in the
above-referenced docket file.
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Gulf Power Company

Comments on the August 24, 1999 Proposed Rule Changes to Cost Allocation and Affiliated
Transactions '

Docket No, 980643-E1

Generzt Comments

Gulf Power Company (Gulf) understands that the proposed rule amendments are modeled after the
Telecommunications indusiry and the FPSC feels the proposed changes are necessary due to future
derepulation of the electric utility industry. However, Gulf agrees with FP&1's position that there have
been 0o documented abuses that need to be corrected and therefore; the propased rule amendments are
unnecessary and rulemaking changes should not proceed. The Coramirgion has authority to review
affiliated transactions at any tirce and has exercised that right. Affiliated transactions are also in the scope
of the independent auditor's annual review of financial statements. The additionsi cost of resonrces
required to adhere to the proposed rales may excoed any efficiency gained from affiliates using common
resources and may discourage the wost economical transaction. The proposed amendments are rigid,
excessive, piace a buge burden on the utilities and should not be adopted untess the Commission can
clearly demonstrate the benefits. If the Commisgion adopts the proposed changes, they should not apply to
transgetions with regulated affilistes and paront / service cormpanies regulated by the 8EC. The pricing
policy between a utility and affiliates of a holding company are atready regulated by the Public Utility
Holding Company Act of 1935 (PUHCA) which requires transactions to be made at cost. Transactions
between parent / service companies and regulated utility affitiates are for the benefit of the utility ratepayer,
not ventuses into nnregulated businesses.

As stated above, Guif does not believe the proposed rule amendmenis are necessary. However, gince the
Staff's istentions are 10 pursue the proposed changes (o the rule, Gulf offers the following comments, which
are nat inclusive and do not preclude future comments:

Purpose

The purpose of this rule is to establish reasanable and cogt affective cost allocaton saidel i
requiremnents to ensure proper accoumting for affiliate trangactions and utility nonregulated activities 50 that
these trzmsactions and activities are not subsidized by rate payers, while promoting the efficienguse of
utility and affjliate resqurces. This rule is not applicable to affiliate transactions for purchase of fuel and
related transportation services which are subject to Commission review and appro
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Explgnation

Transactions between reguinied utilities and / or a service co. regulated by PUHCA benefit the rotepayer
by using common resources of which some are unigue io the utility industry. For instance, many of the
parts and materials used by the power plants and transmission and distribution are unique 1o utilities. By
using @ commont marerial system, the holding company can reduce its subsidiaries cost of inventory and the
cast of material systems. When a utility kas an emergency need for a part, ¥t can be obiained speedily from
the affiliate at the affiliates cost. Requiring these type transactions to be subject to asymmetrica! pricing or
competitive bidding is not appropriate. These transactions betwsen reguiated affiliates and parent / service
companies are not for diversification into unregulated ventures and should not be held to the proposed
provisions of this rule,

(2) Definitions

Add definition
(3} Cost cffective affiliate transaction - "thosae transactions between affiliated companies that
provids benefit 1o the regulated operation by either obtaining a product or service at less that other
available alternatives or receiving & return on the provigion of a product or service that provides
for the recovery of expenses that would otherwise be absorbed by the regulsted operation.”

Words underlined are additions; words struck through are deletions from existing Jaw; words in italics are
comtments,
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Nonregulated and Regulated Definitions - Gulf concurs with FP&L's comments that the current definitions
are confusing and suggests changing the definitions to be consistent with the NARUC as follows:

(3 ) Non-Tarlffed Affiliate Transactions — Gulf concurs with PP&L's comments and proposed language
changes o the title and purpose of (3} and (3) (a). In addition, Gulf believes that parent / service company
and offiliated transactions with regulated wilities should be excluded from the scope of section (3) as these
transactions are for the benefir of utility rate payers and are regulated by the SEC under the PUHCA,
PULCA requires transociions berween the gffiliates of a holding company o be priced at cost. Service
companies provide specialized and administrative services to affiliates of which it would be diffieult, costly,
and impractical o obiain a comparable bid ernuaily. In addition, these transactions are for the bendfit of
the reguiated utility, no! non-regulated ventures.

(3) Non-Tariffed Affiliate Transactions Inyglving Regulated Activities

2) The purpose of subsection (3) is the establizh requirements for non-tariffed affiliate transactions
e et v

8} A utility must charge an affiliate folly allocated costs for all non-tariffed rggnlated services and
products purchased by the affiliate from the utility. Except, a viility may charge an affillate Jegd than
fully allocated costs if the charge is above incremental coat and equivalent to market prices, If a utility
charges less thas fully allocated costs, the utility must maintain documentation to support doing so in
accordance with the record retention raquirements in Rule 25-6,014(3), P.A.C.

c¢) A utility shall apportion to regulated operations the lesser of fully allocated costs or market price when
purchasing services and products from an anrogulated affiliate and applies the cost to regylated
oparatiqne. Ifa wtility a R han {uily allpcated cp ed oparations, th i
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Guif agrees with FP&L's comments that the Commission has authority io protect utility customers from
cross subsidization but does not have authority 10 sot pricing standards over the wtility's unregulated
products and services, Therefore, section (3) b and ¢ should be limited ta resulated ransactions,

(d) When an asset is transferred from-between a utility ta-a-ne arogulnted-affilister the-wi

nylity at o Bt ue iz pot

e et o
greater than $1,000,000. This secti
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Words underlined ara additions: words stsuck through arc detetions from existing law: words in italics are
commepts.
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Gulf agrees with FP&L's comments that the rule should be limited In scope to assets that are reluted to the
provision of regulated service and the Commission has no jurisdiciion over nonregulated assets.

As pointed out by EEI, "the asymmetric reatment of the unreguiated affiliate that requires the "lower of
market or fully allocated casi” for transactions in the oppasite directions cannot be justified™. This
traatment could discourage the efficient use of resources between the utility and non-regulated affiliate.
EEI suggests the use of an affiliate transfer pricing policy that protects the consumers of regulated services
while promoting efficient use of utility and gffiliate resources.

(€) Delete section (¢) I en-aifilisto's-neacuny

The qffiliates should mainsain their records so that charges to the wtility can be supported. However,
the utility should not be responsible for maintaining a mapping system that reconciles ta the affiliate
accounts. The utility’s are not required to maintain a mapping system of non-affiliated vendors and does
nat see the benefit of a mapping system of affiliate’s accounts. Gulf bellaves emphasis should be placed an
the utility recording tha transaction in the correct USOA account not where the gffiliate recorded the
original charge. The utility’s chart of account should be adequate to determine if the transaction is
regulated or non-regulated. Maintaining the mapping system will require perpetual updating, which will
be costly and an unnecessary administrative burdern.

(fy Limit to regulated affiliate. Esch rgoulated affiliate involved in affiliste transactions must maintain all
uniderlying data concerning the affiliate transaction for at least three yaars after the affiliate transaction
is complete. This paragraph does not relieve a regulated affiliatc from maintaining records under
otherwise applicable recard retention requirentents,

Commission daes not have the authority to impose rules on non-vegulated affilimes. In addition, non-
regulated qffiliates should not be subject to move regulatory requirements than non-affiliated venders.

(4) Cost Allocation Principles —

{d) Delete section — EEI addressed the reporting requirement in the cost allocation manual (CAM) of
annual revenue by each service or praduct. "Reporting requivements at this level of detail do not
reflect current standard accounting practices. The Inclusion of specific operational data of reverme by
each service and product requires continual updating within the cost allocation manual which, by
deflnition, is " an indexed compilation and documentation of a company's cost allocation policies end
related procedure” -- not a financial report, In addition, requiring a utility to provide annual revenue
breakdowns by each service and product provided 1o, or obtained from, a non-regulated affiliate is
against standard industry practice, excessive, and therefore, costiy.”

(5) Reporting Requiremenis--—

(6) Audit Requirements —=
Delete sections () (¢} (d).
(b) Requiring an independent audit of affillated iransactions is excessive and costly. Internal Auditing

reviews affiliated transactions periodicaily and affitiated transactions are within the scope of the
independent auditor'’s annual review of the financial statements. The FPSC staff should be able to

Wards underlined are additions; words struck through are deletions from exiating law; words in italics ars
comments,
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conduct a compliance review of the CAM. The ulility should not be burdened with additional audit
regquiremenis that are of questionable value,

(¢} Reporting all incidenis of non-compliance regardless bf mareﬂbl'ny is unreasonable.

(d) Costs associated with the affiliated ransactions audit should be chargeable to expense if it is a
regulatory requirement. Disallowing a cost mandated by Commission rule is punitive.

If Commission implements audit requirements, parent / service company and affiliated transactions with
regulated wutilities shouid be excluded from the additional audit requirements as these transacrions ars for
the benefit of utility rate payers and are regulated by the SEC under the PUHCA. In addition, the SEC
already requires an annual independent audit of the financial statements, which includes q review of the
affiliated cost allocation mathods, The servica companiss are ragquived to have the cost ailocation methods
approved by the SEC, In addition, these transactions are for the bengfit of the regulated utility, not non-
regulated ventures and any audit costs should be recoverable from the utility ratepayers.

If {6) (b) is implemented, suggest the following changes:
Each utility shall file with the Commission mwwumubymmm
anditor commenting ou the utility's compliance with its CAM. Beginning Jamary 1, 2001, the cemplianae
audn-mmn_shaﬂbeperﬁormadno lesutlmnonce evaymmeymmmnmmmmmg

ang- finerg (aiements, The andit-repert-attostation letter shall be filed
with thn annyal mport or mt.hm 30 dAys of ﬂlmg the annual report.

Annual Reports Section (2)

Dalete this section

Words underlined are additions; words struck through are deletions from existing law; wordy in italics are
COMmMents.
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