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PREFILED TESTIUONY OF ROBERT ALAN FREEMAN 

2 Q. Mould you please state your nam. and business address? 

3 A. Robert Al&n Freeman. 101 East Ga1nes Street , 

4 Tal lahassee. Florida, 32399-0865. 

s Q. By wh011 an you fiiPloyed? 

6 4. The Florida Public Service Comm1ss1on. 

7 Q. How long have y~u been employed? 

8 A. Stnce February 10, 1982. 

9 Q. Would you state your educational bac~ground and 

10 experience? 

11 A. I recetved a Bachelor of Science Degree with a major In 

12 Accounting fro- florida State University 1n August 1974. After 

13 graduation I W!S employed by Peat, Marw1ck, Mitchell, CPA's. In 

14 May , 1976 I became employed w1th the State of Florida, joining 

15 the Pub11c Serv1ce Comm1ss1on tn February 1982. 

16 Q. Are you 1 cert1f1ed public accountant? 

17 A. Yes. I rece1ved my cert1f1cate from the florida State 

18 Board of Accountancy in february, 1976. 

19 Q. ~hat are your respons1b111t1es as a Commission em~loyee ? 

20 A. I a. a regulatory audit superv1sor for the Tallahass ee 

21 Aud1t 01str tct. I control and d1rect all aud1ts 1n the north 

22 Flor1da d1str1ct which ranges from Pensacola to Jacksonville . 

23 Audits are assigned to me by my supervi sor, Frank Ooud, Deputy 

24 Director of the 01v1s1on of Aud1t1ng & F1nanc1al Analysis. 

25 Q. Have you testified 1n any previous f lorida Public 
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PREFILEO TESTIMONY OF ROBERT ALAN FREEMAN 

Serv1ce Comm1ss1on cases? 

A. Yes, tn three dockets. 

820158-WS-- Intracoastal Ut111t1fs regardtno Valuat1on 

of an Acqu1s1tton Adjust.ent. 

820067-HS-- Ftrncrest Ut111t1es regar~1ng providing an 

Allo~~nce for Funds Prudently Invested <AFPI>. 

870981-HS -- M1~ts Grant Hater and Sever Company 

regardtng failure to properly deprec1ate ut111ty pl ant. 

Q. Hhat other type of work have you performed for Fl ori da 

State govtrn.,nt? 

A. A seven page resu111e h provided <Exh1b1t <RAF-3 __ 

vhtch describes my professional, &ccount1ng and aud1t1ng 

exper1enct. Stnce February 1988, ay respons1b111t1es have 

1ncludtd planning, controlling and, 1n some 1nstances, preparing 

internal accounting reports for use by Commtsston Staff . These 

reports are coamonly referred to as •audits• . 

Q. What 1s the purpose of your test1aony 1n th1s case? 

A. I'• sponsoring the rate cast audit report as filed w\th 

the 01v1s1on of Records and Report1ng 1n Docket 871 167-EI as 

Exh1b1t <RAF-1 ___ ) <compos\tt). I'll also sponsodng 

Exh1b1t <RAF-2 ___ ) vhtch 1s the rate case aud1t of Gulf 

Power Company tn Docket No. 891345-EI. Exh1b1t <RAF-2 __ _ 

w111 be f11td and served on all parties as soon c~ the audit 

report 1s completed and Gulf Power Company has had an 

opportuntty to review the stated facts for errors or oa\ss\ons. 

-2-
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Q. Htre both of these aud1ts conducted und~r your 

2 superv1s1on and control? 

3 A. Yes . 

4 Q. Does th's conclude your test1oony? 

s A. Yes 1t does. 
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Da te of Birth: June 24, 1948 Spouse'• Name : B~ rbara 

Place of Birth: Boston, Massachusetts Children: 

FORMAL EDUCATION AND ACHI EVEM~HTS 

1974 

1976 

Fl o rida State Univer8it y 
Tallahaasee, Florida 
Bachelor'• Dearee in Ac co unting 

State Board of Accountancy 
Received CPA Certificate 
Passed exa•ination in one attempt 

EMPLOYMENT HISTORY 

2/82 - present Public Utilities Analyst 
Public Service Commiaa1on 
State of Florida 

7/79 - 2/82 

5/78 - 6/79 

5/7 6 - 4/78 

12/74 - 3/76 

1969 - 1972 

Governmental Analyat 
Office of the Inspector General 
Office of the Governor 
State of Florida 

Budget Analyst 
Department of Administration 
State of Florida 

Accountant 
Division of Retirement 
State of Florida 

Auditor 
Peat, Harwick & Mitchell 
Certified Public Accountant s 
Miami, Florida 

Sergeant 
U.S. Aray Finance Corps 
Vtetnaa 

Chuck 
Sam 
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1987 Prepared the bul.k of the staff cue i•·1 the mv.tigat.ioo 
of the lfNel of eami.nr;p of the Sanibel Sewer System. 
Rec:x:mnenc!4d level of refunda in the oue approaches S 300, 900. 

1987 Preparec1 the bul.k of the ataff oaae in the investigaticn 
of the level of earn.i.nga of the Bryn Mllwr Utili t.y Syst;.«n. 
Rec:x::ltlner'l lArvel of ref\.Jn&l in the cue will approact. $40, 000 . 

1987 Prepared daily Eeports regarding billa anr:1 Wuee 
taken '-" bj the 1987 Legislature ~c:h affect-ed the 
the O::mnisaial. 

1985 Pt"epared detailed p:oo:duree t"eC'}ZU'ding the p:OOitUing 
to of ~ fi.nancial SLUVe.ill.anoe infonnatia1 received fran 
1987 electric, gas, 800 t.el8fb:lne utilities, 800 fol~ thoee 

procedures in prepari.n;J regular aurvei llanoe sunnary 
i.nformatioo far use th.t'tu]ln.rt. the o:m:ni.uioo. 

1986 Calsutently relied upcn to rfNiae exiat.ing cx:mprt.er 
programs for f1tJ 1ooCCK eector. Q:mpJter l..ar¥;Juagea invo1 ved 
are BASIC, DBitSE, ~ lDruS. 

1986 catpliled rat.e case checJcl.ista foe the electric and 
cx:mtl.lni.catiaus i.n1uatry divisions of the Ccmnissicn . 

1986 Developed technical staff procedures diso.zssi.ng the 
di.scovery prooeaa incl\din:J pr..JOeaain3 of int.e:uogatories 
and planning foe depoei ticna. 

1985 a:.tpiled o:mni.aaicn-wide procedures to resolve situations 
when a utility u euspected of receiving excessive revenues. 

1985 Developed the et.andard foonat foe pnparaticn of camdasicn 
~ reo::anlltllldationa. 

1985 Developed a IXooedure ~c:h a.ll.oMoa a dledtlist. review of 
Cannissial au:ti te. 

1984 Developed the initial draft of the NaticnU. Aasociaticn of 
Regulatory Qmnia.aiale:C' s unifonn dlart of accnmts in the 
area of ex~. AR>roxiJmlt.ely 95\ of this I."'OIJ9h draft 
was adopt.ed. 
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Robert Freeman 

SIGNIFICANT WORK PRODUCTS AND ASSIGNMENTS 

1984 Presently preparing operational auditing theor es, procedures 
a"''d techniques to test the reasonableness of ut11Hy salary 
expenses including: asses~ent of executive compensation 
plans; evaluation of negotiated wage contracts; and review of 
manGger's salaries. 

1984 Development of a standard procedures manual section covering 
workload processing floW5 for Commission cases. 

1983-84 Oeve 1 opment of 1nnovat 1 ve procedures all owl ng water and sewer 
ut t1 it 1es a method to earn a return on nonused and useful 
plant directly from new customers. These procedures include 
development of a computer program to automate the process. 

1983 Coordinated staff work in the approval of a major water and 
sewer utility acquisition. Scope of work included direction 
of the asset investigation, evaluation of customer benefits as 
a result of the purchase, valuation of the acquisition bene­
fits, preparation of the staff recoomendation to the Com­
mission, testimony in protest hearing as an expert accounting 
witness and assisted fn preparation of final attorney brief. 

1982-83 Participation in numerous regulatory proceedings in the water 
and sewer industry including: coordination of a numoer· of 
water and sewer industry rate cases through estab 1 ishment of 
utility rates. 

1982 Applied regulatory policies of the Florida Public Service 
Commission to arrive at a maximum revenue cap for regulated 
utilities. ldent1f1ed regulatory polfctes to be applied. 
Explained ~iss1on pol tctes to regulated companies. 
Prepared audit programs to address Mproblem• operating income, 
capital and balance sheet areas. Operated a computer program 
to prepare analytical schedules. ~eviewed regulatory audits. 
Prepared recorrnendat tons for detenn\n i ng acceptab 1 e operating 
levels of regulated utilities. 

1981 Prepared a staffing study with other staff members at the 
Florida H~an Relations Commission to Include development of a 
final paper, oper ational flow charts, -orkload anal ysis, 
development of historical .ark completion rates, and 
calculation of current staffing needs. 

_j 
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Robert Freeman 

SIGNIFICANT WORK PRODUCTS ANO ASSIGNMENTS 

1981 

1981 

1981 

1981 

1979 & 
1980 

1979 

Supervised and participated in the preparation of a financial 
tJandbook for the use of grantees in the f armworker' s Housing 
Assistance Progrcrn. Some of the topics out 1 tned tn the hand­
book were contractual compliance, financi.-:1 management, cash 
management, budgeting, handling receipts, accounting for rlis­
bursements , and controlling the payroll cycle. 

Supervised and participated tn the preparat ion of a research 
paper addressing management tn1tfattves that can be taken to 
reduce employee absenteei~. 

Contractual monitoring and grant reviews in all areas of the 
inspector General's Office . 

Participated in Quality Control Circle Training, a primary 
technique used in Japan to enhance productivity. 

Parttctpated in the development of the florida Productivity 
Plan designed to improve the operational ~Hie Ieney and 
effectiveness of Flortda government. This program resulted in 
the creation of agency-centered productivity plans, a 
productivity improvement council and a florida productivity 
center. {Total positive impact: over S50 million) 

Performed initial research developing productivity related 
source materials, statistics and fnitfatfves taken by the 
federal goverrvnent, other states, privat: organizations, local 
~overnments, municipalities and ctt1es. 
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1980 Prepared a productivity briefin~ packaPe for the purnoses of: 
1) establishin~ common definitions, ~oals and criteria: 2) de­
scribinP the concepts of productivity; J) motivatin~ rovernment 
agencies and individual employee efforts1 and 4) providinP an 
explanation of executive policy in the area of productivity. 

1990 Prepared initial applications and monitored federal ~rant 
awards tar~Eted toward improving the efficiency and ~ffectiveness 
of ·" lorida government. 

19BO Prepared contracts and contract aMendments estnblishinu a 
productivity information resource and short term technicnl 
assistance function within the State University 3ystem. 

1930 Developed a systems manual on contract mar.aP.ement discussine 
the P,eneral principles in the procurement of profeosional 1no 
technical services and providin~ quidclinP.s for controlling, 
organizina: and documenting each ster, in a contract mana?ement. 
system. l'his systems manual "'as adopted for Fene r;J l u5e by 
many larpe agencies in ?lorida State r,overnment . 

1980 Served on a contract selection co:nMi t tee rev ie\'·inP propo::;::ll s 
for providin~ ~50,000 in audit services to the s•at~ 2~erPy 
Office. 

1980 Served 0'1 the farmworker 's housinP, grant review cor.1~ittec, 
aidin~ in the review of proposals tarPeted to initi~t~ n~eded 
housing for migrant laborers. 

1979 Desi~ed emer~cncy operations plans for the Cfficc of tht 
~overnor in the advent of a possible independent trucY.~rs' 
strike. 

1979 Developed a u,eneral contin~ency planninr outlines for usc 
by the Governor ' s Office in the advent of any cener~l 
emer~ency , providinP, guidelines to be used by the Governor ' s 
Office in preparin~ for and reac~in~ to disasters . 

1980 Compared 7lorida's procedures used in handlinP, minor liabilities 
incurred on the State's highways to those prvcP.dures used in 
other states. 

1980 Analyzed 'lorida Law 80-404, describinP the eli~ibility bcn<'fi.v 
and admini3trative processes in effect for the newly established 
?lorida Senior ~'anaP.ement 3P:c--vice . 

1980 Described the ?lorida Appropriations Process in la~en ' s ~crms. 
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hobert /reeman 

1980 Assivnment as a regulatory reform team member assi~ed to 
identify and resolV"<! dupliea.tion, eonflict and waste in the 
statutes, rules and regulations affectin~ 7lorida government. 

BudP.et Analysis 

1978-79 Performed a financial and pro~~~ analysis of the 7 lorida 
Educational ?ixed Capital Outlay Pro~am including• 

• historical comparison of inventories and standards use~ 
in the request for funds and in the construction of 
public educational bulldinPs 

• review of the laws, rules and rel;ulations affectinp: 
the construction and operation of educational facilities 

• analyzed the 1979-81 budget request for Educational 
?iY.ed Capital Outlay (approximately ~JOO million) 

• reviewed the capital construction plans for public 
schools , community colleees, universities and vocational­
technical schools. 

Ope rational Accounting ~xperience 

1977-78 Performed disbursement procedures for a retired payroll 
totallin~ ·~14) million yearly. 

1976-78 Reconciled receipts of retirement and social security 
contributions to the reported payroll amounts (yearly 
cash flow $150 million). 

1977-78 ~aintained a general ledger accounts for the social 
security trust fund with an annual cash flo-:1 of ~ . 8 billion. 

1976 Operated and supervised a rec~ipts section collectinP­
retirement and social security contributions from the 
government entities in !lorida (annual cash volume tt. 6 billion). 
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1975 Compliance testing in all areas of payroll , disbursements and revenues . Preparation of flowcharts depic.tin" internal control systems . Sent and controlled confirmation of receivables and payables . Participated in inventory observations , casP counts and payroll payoffs. Reviewed corporate minutes. Pr enared limited audit programs and analyzed selected expense and liability accounts. Reviewed bank reconci liations for 
appropriate control and cutoff procedure s . Performed tests for unrecorded liabilities. 

ffiost ~ecent References Provided. 
Addi~ional 1eferences Pr ovided On Request . 



DOCKET NO. 891345-EI 
ROBEr.T ALJ~ FREEMAN 
EXHIBIT RAF- l (compos\te) 
PAGE 1 OF 1 

~ - Two pages - Hemorandu~ dated May 18, 1989 from 01v1s1on of 
Aud1t1ng & F1nanchl Analys1s <Doud) to the D1v1 s1on of Records 
and Reporting. 

B. One page- Rev1sed Cover Page of Aatt Cast Aud1t No. 881167. 

C. Ont Page- Revised Page 72 of Ratt C&se Audlt ~c. 881167. 

D. Two pages- Memorandum d&ttd May 4, 1989 from Oiv1sion of AL't1\t1ng 
& F1nanc1a1 Analys1s <Doud) to 01v1s1on of Records and Report1ng. 

E. Seventy-six pages- Rate Case Audit Oocktt No. 881167. 

F. One page - Letter dated May 4, 1989 frOtJ Steve Tribble to Bonn\e 
Sprinkle 

9096F/jmw 
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C~ulone": State ol Florida 
"l ~[.L MdC • Wll.SOf', Ch& t run 
GERALD l. ( J£RRY) GlJfT El ST£Y£ Tli8Bt[, Director 

Olwhl0t1 o' llecon:h l R~rt1ng 
(904) .&all~l71 

.0.. T. HOtNDON 
Tr~ "· I£AJlD 
BffiY £ASI.EY 

~ 

--

TO: 

l9ublic ~erbict <leommi!)sion 

M E M 0 R A ~ 0 U M 
-- ~yTe: Tggg--

FROM: 

DIVISION OF RECORDS AND REPORTING 1 
DIVISIOt, OF AUDIT AHD FltiANCE (DOUO) fy 

RE: DOCKET NO. 881167-EI -- GULF POWER COfri>ANY AUDIT REPORT 
FOR THE 12 MONTHS ENDED DECEMBER 31, 1989- FIELD WORK 
COMPLETED APRIL 14, 1989 -- ERRATA SHEET 

The following changes should be incorporated into tt'e subject audit 
report: 

Delete 

Uns1 gned Co\oler Page 

Page n for Test Year 1984 

Add 

Coopl~ted Co~ r Page 

Page n - For Projected 
Test Year Ended 1989 

Provide a copy to all re'tp1ents of the orlg1nal report. 

Addi tf onal fie 1 d work for two open items is expected to be coople ted by 
,...ay 26, 1989. If requtred, a supple12ntal report will b'! 1 ssued. 

L; Q 4 4 P • v 1 e •t ~-. 
rLETCHU BUILDING - 101 WT GAl teES 5Tit£H - TAL~SSH , n 3:'J99-0e"to ' ,, ._, :, 

•An AffirM&tlwe Actlon/[qutl Opportunity E~loy•r• 
rSC-RE CQ=-·_,s /.~:PO=\ T !I,' 



01 v1 s1 on of A! cord~ and Ae portf ng 
Doc let No. 881167 - Gulf Po.er 
~ 18, 1989 
Pa!J! 2 

FO/sp 
Attactae nts 
cc: Cha1 ruan Wi 1 son 

Coco1ss1on Beard 
Ccm:lf ss1 one r Gunte r 
Colni ssi one r te mdon 
Comf ssfoner Eisley 
Dav1 d Swaffford. Execut1 ve 01 ~ctor 
Bi 11 Talbott , Deputy Executf ve 01 rector/Techn1 cal 
Le ga 1 Se rvi c:e s 
Division of Aud1tfng and Ffnanchl Analysis (O!v11n/F1annagan) 
Division of Electric and Gas (Biss/Jenlcfns/Harvey~rta/A!~ll/ 

Roaf g/Shf ne/Slealewfcz (4)) 
Tallahastee otstrfct Offfce (Freeqan) 

Mr. Don Hale 
Office of Publfc Counsel 
624 Fuller Narn!n Bu11 f1 ng 
202 Blount Street 
Tallahassee, Fl 32301 

Ms. Bonnie Sprinkle 
Gu 1 f P<M! r Cor:lpan,y 
Post Offf ce Box 1151 
Pensacola, FL 32520-1151 
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FLORIDA PUBLIC SERVICE COIOliSSION 

AUDIT REPORT 

1989 PROJECTED TEST YEAR 
12 MONTHS ENDED DECEMBER 31, 1989 

FIELD WORJI: COMPLETED 
APRI:L 14t 1989 

GULF POWER COMPAHl 
PENSACOlA, FLORIDA 

ESCAMBIA COUNTY 

RATE CASE AUDIT 
DOCKET NO. 88~167 

Ca..M.a.~~~-
CARRIE A. BRANCH 

AUDIT MANAGER 

AUDIT STAFF 

BUTCH BROUSSARD 
DON HARTSFIELD 
BOB FREEMAN 
NANCY GAFFNEY 

MINOBIT¥ OPINION 

NO~O 
NO~ 
NOI/V 
NO J.T r 111

" 

ROBERT FREEMAN 
REGtJIA'l'ORY ANALYST SUPERVISOR 

TA.Ll.AHASSU DISTRICT OFFICE 

OOCUlo1ENT H'JW3£11-0ATE 

044 7 5 MAY -4 1989 

FPSC-RECOROS/REPORTING 

( 
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State of Florida 

Commtulonera: 

ORIGINAl 
fiLE COPY 

MICHAEl McK. WILSON. CHAIRMAN 

THOMAS M. BEARD 

TIMOTHY J OEVL•N. OtrectOf 

Auellllng & Financial Anatyala OtYiaton 

~)~147 

BETTY EASLEY 
GERALD L (JERRY) GUNTER 

JOHN T. HERNDON 

l)ublit 6trbttt Qtommission 

TO: niVISION OF RECORDS M4D REPORTING 

FROM: DIVISI0•4 Of AUDIT AND FINANCE (DOUD) 

RE: DOCKET NO. 881167-EI -- GULF POWER CO A~Y AUDIT REPORT 
FOR 12-MONTH TEST PERIOD ENDING DECEMBER 31, 1989 

Fonfarded. ALd1t exO!ptions doc..aent deviations froo ttl! Unffom 

Systeo of Accounts, Commtsston rule or order, Staff Accounting Bulletin 

and generally ac~pted account1 ng pr1 net ples. Audit ff ndi ngs disclose 

tnfomation that oay influence ttl! decision process. 

A&Jdft working papers are available ~or review on re(JI!st . Confidential 

documents were forward!d to th- d1 vf st on of Records and Reports by 

separate transai ttal 1ett2rs. 

As evidenced by ttl! lack of signatures. th1 s audit has been 1 ssued 

without the nonnal tn-dep~,. review of audit working papers. TMs early 

release provides the 1nfomat1on on a timely basis. ne reader may be 

cOrilfor ted by the following three facts: 

1. The in-depth review will be evidenced by release of a 

st gned cover sheet to the Of vi sf on of Records and 

Reports; 

2. If appropriate, 1 supplementary report or errata stl!et will be 

released wfth the stgned cover stl!~t; and, 

1:10CUM:~n ~'J"~ :~ -nt-. TE 

FLETCHER 8UILJ'liNQ • 101 EAST OAIHES STAEET • T~ J~~jS 

An Atfinnatiwe Act.ontEqual Opportunrty endi9ie-RECORDS/ R:POR1NG 



~morandll'l - 01 vf s1 on of Records and AI! po~t1 ng 
Gu 1f PcNe r Comptny 
OocJet No. 881167-EI 
May 4, 1989 
Page 2 

3. The r1 gors of the rate case tl!arf ng will test th! audit 
resut ts. 

Please forward a ccaplete copy of tht s report to: 

Gulf Power Company 
At ttl: Bonnie Sprf n kle 
Post Office Box 1151 
Pensaco 1 a, Fl 32 520-1151 

FO/sp 
Attactnent 
cc : Chat man Itt tson 

Ccalri sst oner Baard 
CcDri ss1oner Gunter 
Cala1 sst one r H! rndon 
Cocn1 sst oner Elsl•y 
8111 Talbott, Dtpuey Executhe 01rector/Techn1ca1 
Davf d SWifford, Executt w D1 rector 
Legal Servfoes 
Division of Audtttng and Ftnanctal Analysis 

( Dl! vl1 n/Fl annagan) 
Of vf si on of Electr1c and Gls (Bass/Jenlcf ns/Harwy~ rta/ 
A!~ 11/Rom g/Sht ne /Slea lewt cz ( 4) ) 

Tall a has see Df strict Offt ce ( Freeaan) 

Mr. Don Hale 
Office of Puhltc Counsel 
624 Fuller ~rren Bufldtng 
202 81 ount Stre~ t 
Tallahassee, Fl ~301 



FLORIDA PUBLIC S~CE OOMMcrSSION 

AUDIT REPORT 

1989 PROJECTED TEST YEAR 
12 MONTHS ENDED DECEMBER 31, 1989 

FIELD WORJC COMPLETED 
APRIL 14, 1989 

GULF POWER COMPANY 
PENSACOLA, FLOIUOA 

ESCAHBIA COUNTY 

RATE CASE AUDIT 
DOCKET NO. 881167 

CARRIE A. BRANCH 
AUDIT MANAGER 

AUDIT STAfF 

BUTCH BROUSSARD 
DON HARTSFIELD 
BOB FREEMAN 
NANCY GAFFNEY 

IUNORITX OPINION 

ROBERT FREEMAN 
REGULATORY ANALYST SUPERVISOR 

TALLAHASSEE DISTRICT OFFICE 

NO 
NO 
NO 
NO 

OOCUMEHT N'J'-'.:~R-OATE 

044 7 5 M~T - 4 19a9 

fPSC- R£CORDS/REPORTIHG 
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I. Executive S\l.IDJiary 

AUPIT PUBPOSE; We have applied the procedures 
described in Section II of this report to the Exhibits tiled 
by Gulf Power Company in support of Docket No. 881167-EI for 
the projected 12 month period ending December Jl, 1989 to 
determine if those exhibits represent utility books and 
records maintained in co•pliance with Commission directives; 
that company adjustments are based on supportable facts and 
assumptionP; and to disclose any transactions , procedures or 
events discovered which may intluence Commission decisions. 

~E LIMITATION; 

A. Confidential Treatment - During tho course of this 
audit the company has requested confidential treatment of 
the following: 

Document Request No. 132 - Land Purchases 
Document Request No. : 43 - Land Costs 
Document Request No. 153 - Top Guns Video 

B. Denial of Access - Tho following information was 
denied to staff during the course or this audit: 

1) Gulf Power Company has den1ed staff auditors 
access to audits and investigations conducted by 
Gulf with respect to the lawsuit brought by Gulf 
Power Company against Ray Howell, et al. 

c. Deferral of Access - The minutes ot the Audit 
Committee, that were requested for review, wherein the 
Committee recommended that Jake Horton be separated from the 
Company, have not been finalized. At such time as they have 
been prepared, they will be provided. 

D. Additional Investigation - Many areas of concern 
were expressed during the course of this audit. Many of 
these concerns were reviewed and a disclosure was made, some 
were not . Due to time constraints and lack of expert1se in 
particular areas, the auditors were not able to make a 
decision as to the appropriateness or prudence of some of 
the expenditures related to these concerns. Because of the 
lack of expertise in certain areas, there may be a need to 
consult an outside professional to ensure that a thorough 
review has been made of Gulf Power expenditures. These 
areas are outlined in the scope section of this audit. 
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DISCLAIM PUBLIC USE; 

This i• an internal accountinq report prepared atter 
performing a limited scope audit; accordingly , this document 
must not be relied on tor any purpose except to assist the 
commission stat! in the performance ot their duties and 
responsibilities. Substantial additional work would have to 
be performed to satisfy generally accepted audit standards 
and produce audited financial stateaents tor public use. 

OPINION; 

subject to audit exceptions 1 - 4, the company scope 
limitation, and the procedure s described in Section II , the 
appended rate base, net operating income, and cost o! 
capital exhibits tor the projected 12 months ended De ce mber 
Jl, 1989, represent utility books and records maintai ned in 
substantial compl i ance with Commission directives . 

SUMMARY FINDINGS; 

Exceptions 

The company continued to accrue AFUDC on the Crist 
warehouse after it went into service, thus causing an over 
accrual of $34,014 which was ultimately capitalized to plant 
in service. 

Plant Held for FUture Use is overstated by $100,000 
because the Valparasio transmission line project vas 
cancelled. 

Company capitalized $346,447 of Southern Company 
allocations related t o the construction ot a later cancelled 
building. 

Sale price of Scherer Unit No.3 should have been based 
on Georgia Power's coats which used AFUDC and not "Carrying 
Costs." 

oisclosures 

Rate Base: Coapany has included in their tiling a new 
corporate building, additional generating fecilities -
Scherer Unit No.3 and Plant Daniels, various projects in 
plant held for future use, and aiscellaneous working capital 
accounts. Working capital issues include such things as 
"Project Turn Key,• Acid Rain, fuel and conae=vation 
over/under recovery, UPS calculations, and pension costs . 
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Coat ot Capitol: In the utility's 1989 projected 
capitol structure , non-utility ossats were removed from the 
capitol structure pro-rata, ~e cost ot customer deposits 
were calculated to be only 7.63\ in 1988, and the company 
used o cost methodology in computing cost ot debt and 
preterred stoek. 

HQI: Company included various non-utility type 
expensea in utility account•, company added various 
conservation type expenaea and prograaa to base rate 
expenses, budget process ia not trued-up, and transmission 
line rental expenses are esti~ates. 

II. Audit Scope 

This report is based on the audit work described below. 
When uaed in thia section ot the report COMPILED, REVIEWED, 
and EXAMINED detine completed audit work as: 

COMPILED: Reconciled exhibit amounts to the general 
ledger; viaually scanned general ledger accounts; 
investigated or disclosed observed errors, 
irregularities or inconsistencies. Except a s note d no 
audit work was performed. 

REVIEWED: Reconciled exhibit amount to the general 
ledger; traced general ledger accounts to subsidiary 
ledger; applied analytical procedures; investigated 
observed errors, irregularities and inconsistencies. 

EXAMINED: Reconciled exhibit amounts to the general 
ledger; traced general ledger accounts to subsidiary 
ledgers; tested account balances to the extent 
described; analytical procedures were applied; 
investigated observed errors, irregularities and 
inconsistencies. 

RATE BASE: Examined plant accounts through December 
31, 1988 starting with the general ledger plant balances a t 
December 31, 1984; tested account balances by judgmentally 
sampling plant addition invoices, reviewing contracts, and 
journal entries. Land purchases, which were requested 
confidential by the company, were compiled. 

Compiled accumulated depreciation by testing the rate~ 
used by the company against the companies most curre nt 
depreciation repreacription, Order No. 19901; traced 
balances tram Deceaber 31, 1984 through December 31, 1988. 
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Examined Plant Held tor Future Use by obtaining the 
company's plana tor each item in the account; investigated 
any cancelled projects related to PHPU~ and traced each item 
to the general ledger. 

Working Capital - Examined working capital accounts by 
comparison ot 1987 reported working capital to !988 working 
capital reported and to 1989 projected working ca~ital; 
compiled working capital balances report~d at De~ember 31, 
1988; agreed pension prepayment to actuarial reports and 
pension expense and liability activity; and read UPS 
contract and compared to reported activity at 12/88. 

NET OPERATING INCOME: Compiled customer revenue 
accounts tested billir.gs based on judgmental sampling; 
prepared revenue analysis over past ten years. 

Compiled operating and maintenance accounts for 
reasonableness, judqmentally sampled $135,604 ot 1988 o & M 
expenses under $120,000 and sampled 100\ of all invoices 
over $120,000, performed statistical compliance tests on 
accounts 912, 913 and 930.2, performed statistical sample on 
all other A ' G accounts, performed statistical substantive 
test to estimate audited account balance. 

COST OF CAPITAl.: Compiled capi ta l balances and 
reported capital costa, read 100\ of all debt and preferred 
stock additions an~ reductions, tested rate ba~e to capital 
structure reconciliation; and compared cost of capital 
calculation methodology with procedures used to compute cost 
of capital in 1987. 

COMPANY ADJUSTMENTS: Reviewed company calculations 
supporting company adjustments tor rate base, net operating 
income, and cost of capital; compared assumptions to last 
rate case. 
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OTHER: Read Board of Director• 1984 through 1988 
minutes. 

Read Arthur Andersen's review of Gulf's 1989 budget 
and budget proceaa1 noted iaauea past aa immaterial. 

The following areaa were apecifically addreaaed but may 
still need additional review: 

1) Inventory - procedure•, control•, etc . 

2) Spare Parts Inventory - correct accounting 
procedurea. 

3) PACa - Contributions by Employees 

4) Obsolete Materials 

5) Double Billings 

6) Landscaping 

7) over Billing ot Invoices 

8) Non-Utility Expenses 

9) Legal Expensas 

10) UPS Alloelltions 

11) Southern Company Allocations 

12) Contracts - Plant Scherer and Daniel 

13) Alleged Vendor Kick-backs for Contracts 

14) Affiliated Transactions - Board ot Directors 

15) Internal Controls 
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AUDIT EXCEPTION NO. 1 

SUBJECT: over accrual of AFUDC on Crist Warehouse 

DISCUSSION: Gulf failed to cut-off AFUDC as of the in­
service date of the new crist warehouse. The warehouse went 
into service on November 8, 1985 and continued to accrue a 
full months (November) APUDC. An adjustaent should ~ made 
to the 1989 budgeted numbers to reduce the amount of plant 
in service by $34, 014. It •hould al•o be noted t hat the 
company hets made an adjustment to their books to reflect 
thi s error. This adjustment ia dated February 28, 1989. 

30 Days in Month o f November 
- 8 Days GWO aigned 11/8/85 

22 Day• APUOC should be reversed 

1985 
AFUDC Accrued 

Month of November 

Equity - $22,046.45 
Debt 24,548.62 

$46,595.07 .,__....., ______ _ 

X 
X 

Factor 

22/30 
22/30 --

Reversal 

$16, 093.91 
17,920.49 

$34,014.40 -----------.. 

COMPANY COMMENT: Company agrees with this adjustment and 
has already made the adjustment on their books. 
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AUDIT EXCEPTION NO. 2 

SUBJECT: Plant Held tor Future Use{PHFU} - Valparasio 

DISCUSS ION: According to doCUJDent request t 4 7 d.:: ted and 
signed by Gult on February 23, 1989, Gul t atatos that "the 
$100,000 shown as PHFU at Valparasio is tor the purchase of 
property ftdjacent to an existing aubstation to make room for 
the 23 0 KV substation planned in later years." 

While reviewing Aurther Andersen's workpapers on their 
review of the budget and budqet process, the y state that 
"Plant held for Future Use is overatat•ct by $100,000 because 
the Valparasio transmission line project was cancelled." 
This audit was completed in November ot 1988. 

When a second audit request (no.l54) was issued asking 
specifically about the Valparasio project, the company ~aid 
that the project had indeed be-en cancelled and that an 
appropriate adjustment should be made to remove this amount 
from the 1989 projected test year rate base. 

COMPANY COMMENT: Company agrees with t .his adjus t ment. 
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AUDIT EXCEPTION NO. 3 

SUBJECT: Canceled scs Building 

DISCUSSION: In 1984, Southern Company services c ancelled 
tho construction of a buildinq, the coats of which were 
allocated to all the System Operating Companies. A total of 
$715,751.83 was allocated to Gulf Power Company . The 
Company charged $369, 304.84 to operating expense and 
capitalized $346, 446.99 to various work in progress 
accounts. 

The instructions contained in CFR 
Preliminary Survey and Investigation 
part, 

101, Account 183, 
Charges, state, in 

A. Thio Account sha'l be charged with all 
expenditures tor preliminary surveys, plans, 
investigations, etc., made tor the purpose ot 
determining the teas~bility of utility projects 
under contemplation. If construction results, 
this account shall be credited and the appropriate 
utility plant account charqed. If the work is 
abandoned, the charge shall be made to account 
426.5, Other Deductions, or to the appropriate 
operating expense account. 

This adjustment was found and recommended by FERC in their 
audit of Mississippi Power dated May 1988. This adjustment 
seems appropriate for Gulf Power also. Therefore an 
adjustment should be made to reduce plant in service by the 
capitalized portion of the allocation - $346,446.99. An 
adjustment should also be made to reduce the amount of 
accumulated depreciation and depreciation expense by the 
appropriate depreciation rates. 

COMPANY COMMENT: Company will respond at a later date. 
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AUDIT EXCEPTION NO. 4 

SUBJECT: Plant In Service - Scherer Unit 13 

DISCUSSION: In late 1984, Gulf purchased 25 ' ownership 
of Scherer Unit tJ from Georgia Power Company, an affiliate . 
The sale price was the actual cost ot the Scherer Unit 13 
less AFUDC plus a Carrying Charge equal to incremental debt 
and capital costs. The unit was still in Accou nt 107, 
Construction Work In Progress - Electric, at the time of the 
sale. In determining the sales price, Georgia Power use d 
the cost recorded in Account 107 less the AYUDC accrual plus 
a carrying charge amount based on its incremental debt and 
equity costs. The difference ot $6,587,440 represents an 
amount in excess of actual costs incurred in the 
construction ot the generating unit. Gul t also a ccrued 
AFUDC in the amount of $1,392,674 on this differe nce . 

Carrying Costs 
AFUDC on 25, 

Excess Cost 
AFUDC on Excess 

Total Excess 

$14,069,299 
7,481,859 

$ 6,587,440 
1 , 392,674 

$7,980,114 

--------~-----

This amount, $7,980,114, should be reclassified a s an 
acquisition adjustment. 

COMPANY COMMENTS: Company will respond at a later date. 
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AUDIT DISCLOSURE NO. 1 

SUBJECT: ENVIRONMENT OF AUDIT 

DISCUSSION: During the course of this rate case audit, 
numerous questions and concerns have arisen relating to Gulf 
Power Company and their parent, The Southern Company. It is 
important that the reader understand the environment of Gulf 
Power Company in which this audit was conducted. 

Because of the .nany events surrounding Gulf Power at this 
time, it was very difficult to complete the normal rate case 
audit work and to investigate numerous special areas of 
concern with the time that was allotted. Some areas of 
concern were not pursued or were only compiled. 

The audit staff does not advocate an opinion on these 
issues, they are merely presented for informational 
purposes. Again, these areas have not bee n audited due to 
time constraints or lack of expertise. The Commission may 
wish to more fully examine these Gulf Power Company 
expenditures. 

1) Kyle Croft - Mr. Croft, a former Gulf Power 
warehouse manager, accused by Gulf Power of misusing 
employees and converting company property and supplies for 
his own use. Croft, who was terminated in 1984, also pled 
guilty in 1986 to tax evasion charges resulting from tailing 
to report misappropriated funds obtained from the utility. 

Croft has made numerous accusations since 1986 including: 

-Mr. Addison, former Gulf President, current Southern 
Company President, had him and others arrange for Gulf 
Power contracts to remodel Mr. Addison's beach house 
and landscape his residence a~d rental houses. 

-Kr . Vogtle, f ormer Southern Company President had him 
build and maintain an elaborate horse track at his 
Georgia home at utility expense. 

-Gulf Power executives forced him to provide to them, 
their friends and relatives: tires and other 
automotive equipment and services, money, appliances, 
wl.iskey, women, political donations and other endeavors 
and trips. 
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Audit Disclosure No. 1 

Numerous allegations have been aade by both parti•s in this 
issue. 

2) Gulf spent aany dollars on legal tees in the past 
two years. 

-Fred Levin, Atto-ney, haa handled aany outside 
investigations tor Gulf. Gulf haa charged $975,260 ot 
expenses to PPSC regulated accounts, billed froa Mr. 
Levin's firm over the paat 2 years. 

-Bob Kerrigan, Attorney, Represented Senator Childers 
when Jim Cronley, Childers election opponent, accused 
him of having unethical tiea to Gulf Power. In 1987, 
Gulf Power paid Mr. Kerrigan's law tira approximately 
$5,550 tor outside legal services. 

-Beggs and Lane Law Pira, Gulf bas paid Beggs and Lane 
approximately $515,911 in 19~8 ot which $510~178 was 
charged to FPSC regulated accounts tor regulatory legal 
matters. 

3) Senator W.O. Childers and Childers Travel Agency -
Sen . Childers has asked Gulf to withdraw their rate case. 

In the summer of 1988, Sen . Childers was accused , by 
political election opponent Jia cronley, ot receiving 
preferential treataent from Gulf Power for the installation 
ot underground utiliti .. tor his dev~lopment projects. A 
report waa issued by atatt. 

Gulf does do business with W. O. Childers Travel Agency . In 
1987 Gulf paid the Aqency approximately $84,588. In 1988, 
that aaount vas $90,710. Gulf Power has represented that 
Sen. Childers is no longer affiliated with this travel 
aqency. 
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Audit Discloaure No. 1 

4) In 1988, toraer utility manager Lamar Brazwell wab 
sentenced to nine years and tined $3o,ooc tor evading taxes 
on money and aaterial be took froa the utility. Brazwell' s 
schemes involved busineaaea such aa: 

-Southern Scrap, Gulf continues to do business with 
thia company . Gulf aells moat or their scrap metul to 
thia company. Gulf repreaented that they discontinued 
doing buaineas with thi• company Dec. 31, 19SS. 

-Weat Florida Lcndacaping, Gul f continuos to do 
busineas with this company. Gulf paid this vendor 
$202,127 in 1987 and $231,234 in 1988 for landscaping 
services. 

-Gulf Coaat Paving and Grading, Gulf continues to d o 
busineaa with this company. Gulf incurred expenses oF 
$61,066 in 1987 and $44,305 in 1988 from this company. 
Gulf repreaented that they discontinued business ~ith 
thia COilpany Decellber 31, 1988. 

-Red.::o Electrical Distributors, Gulf continues to do 
business with this company. Gulf incurred expenses of 
$115,492 in 1987 and $174,206 in 1988 relating to 
invoices received from Rodeo. Gulf represented that 
they discontinued business with this company ~c. 31, 
1988. 

5) Kick-back Allegations 

-Richard Leeper was aentenced to 18 months for lying to 
a federal grand jury about his role in a kick-back 
scheme involvinq three former Gulf Power employees. 

-Peqqy Miller, a partner in Self Window Cleaning , 
accused Mark Rubenacker, accountant at Gulf who was 
dismissed Feb. ~4, 1989, of demanding $750 in kick­
backs after her coapany won a $20,600 contract to wash 
windows twice last year at Gulf's new headqubrters 
building. 
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Audit Disclosure No. 1 

6) Grand Jury Investigation, "An Internal Revenue 
Service (IRS) report allegea that top financial officers of 
t .he Southern Company and ita subsidiaries, which include 
Gulf Power, have conspired with the accounting tirm of 
Arthur Andersen and co. since 1982 to avoid paying hundreds 
of millions of dollars in federal taxes by establishing a n 
"ott the books acheDe" to hide the existence of spare 
parts . " 

7) Ray Howell, Design Associates, Mr. Howell was to 
testify in the gra nd jury investigation in Atlanta regarding 
PACs, until he disappeared December 8, 1988 hours before he 
was t o testify. Mr. Howell was a graphics artist in his own 
firm, Design Associates, which did contract work for Gulf 
Power on various projects. Gulf was billed approximately 
$217, 066 in 1987 and $368,986 in 1988 tor services . All of 
those amounts were charged to regulatory accounts (including 
conse:-vation) . 

8} "Robert McRae, a former Gulf Power board member, 
and h i s wife , were murdered in their Graceville home January 
29,19 89. 

9} A 1983 warehouse inventory done by carolyn Sirmon, 
warehouse s upervisor, stated that the warehouse was short 
approximately $2 , 000,000. Gulf Power orficials dispute thi s 
and maintain that the c orrect figure was $8,462. 

10) A Pensacola News Journal article dated April 27, 
1989 , indicates that Gulf President Doug McCrary told 
employees that Senior Vice President Jake Horton, who died 
on April 10, 1989 in a corporate p lane cras h, arranged for 
the John Appleyard Agency to bill Gulf tor Kyle Croft's 
health insurance premium shortly after Croft was !ired in 
1984 . 

ll) The above article also indicated that Appleyard 
also submitted phoney invoices to Gulf !or some of the 
agencv's charitable contribution&, and that Gulf fired 
Apple· ard in early April, 1989 . The Appleyard Agency 
invoi~ed Gulf Power Company $906,911 in 1987 and $1,293,61 P 
in 1988 for services. 
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AUDIT DISCLOSURE NO. 2 

SUBJECT: DENIAL AND DEFERRAL OF ACCESS TO RECORDS 

DISCUSSION: During the course ot the Gulf Power Company 
rate case audit, Staff auditors were denied or access was 
deferred to two internal audita/investigations pertaining to 
Ray Howell and Deaiqn Associates and Vice President Jake 
Horton. 

First, Gulf P\lwer Co1Zlpany denied stat! auditors aC"cess to 
audits and work papers associated with an investigation that 
was conducted by Gulf of Ray Howell and Design Associates 
billings to Gulf Power. Gulf has brought suit against Ray 
Howell and Design Associates tor "overstated and overcharged 
services and expenses and not all services invoiced were 
rendered. '' 

Second, audit staff asked the company !or any information 
r.egarding the recoJilllendation that Vice President Horton be 
"separated from the company." The company has stated "Lhat 
"the minutes of the Audit Committee, wherein the Committee 
recommended that Jake Horton be separated !rom the Company, 
have not been finalized. At such time as they have been 
prepared, they will be provided." It was represented to me, 
that the reason tor the delay in preparing the minutes was 
because Dr. Reed Bell, Chairman of the Audit Committee, has 
been ill. 

Gulf also o tated that "there is no Audit Committee report on 
Mr . Horton. There exists no investigation of Mr. Horton' s 
activities and therefore there are no workpapers or 
supporting documentation.w The question then exits, why was 
Mr. Horton being "separated !rom the company?," and what was 
the basis tor the Audit Committee's recommendat ion? Also, 
if there was no investigation of Mr. Horton, how has Gulf 
assured themselves that transactions related to Mr. Horton 
are not incorporated into the MFRs of this rate case? 

COMPANY RESPONSE: See following letter from Gulf Power 
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A 
Gulf Power 

May 1, 1919 

Carrie Bruda 
FPSC Audit M~~t•1•r 

The following intoraation ia turniahed in responae to FPSC Document/Record Re~eat Noa . 15t and 160. 

Request No. 159a 

1. The ainutoa ot the Audit Coaaittee, Wherein the Coaftittee reecmaended that Jake !lorton be aeparated fr01D the Co11pany , have not b6en finalised. At auch time aa they have been prepared, they will be provided under nuaber 3 below. 
2. There ie no Awlit Coaittee report on Mr. Horton. There exita no inveetigation ot Kr. Horton'• aotivitiea and therefore there are no vorlcpapera or aupportinq docuaentation. The a'U)portinq vorkpapera and documentation tor internal audita con4uoted by the Co.pany have already been provided by the Coapany to the C0111liaaion Staff or are part ot a Motion for Protect! ve Order. \ 

3. A9ain, there haa bean no inveatiqation ot Kr. Horton. Ace••• and review of the ainutea of all Audit comaittee aeetinga relatift9 to the COapany'a internal investigation vill be provided OD a confidential baaia. 
4. See Number 2 above. 

Request No. 160: 

There has been no invuti9aticr.1 conduct.d by GUlf Power ot Vice Prea1cSont Jake Horton • • aotivitlu. To the beat of our knovle&Je,. there are no aocounta or related aaounta which are included in the tiled exhibit• (HPR'a) . 
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AUDIT DISCLOSURE NO. 3 

SUBJECT: NEW CORPORATE HEADQUARTERS BUILDING 

DISCUSSION: The buildinq itaelf can be described as a 
five story structure with a baa-ent parking garage tor 
company vehiclea. Groaa aquare footaqea of the floors is as 
follova: 

Leyel 

Parking Level 
Firat Floor 
second Floor 
Third Floor 
Fourth Floor 
Fifth Floor 
Mechanical Penthouse 

Total Square Feet 

Groo.s Area 

57,057 sq . tt. 
46,094 sq.rt. 
41,962 sq . tt. 
51,563 sq.tt. 
51,563 sq.ft. 
51,563 sq.tt. 
8,832 sq.ft. 

308,634 sq.tt. 

-------------~----

"All portiona ot the building are in use at the pr~sen~ 
time. Tbe third floor ~hich was constructed tor future 
Gulf Power office space is presently being utilized as 
building storage space and aaintenance space to support 
operations of the building." compon4nt costs of the 
new Gulf Power Corporate Headquarter• office project 
are outlined below. 

I. Building Investaent Costa 

Cost CQ1RROnent 

a) Building Coata 
b) A & E Coata 

Subtotal 

II. Related Investment Costs 

a) Site Work Conatruction 
b) Land Costa 
c) BuilcSin<J Equipaent Costa 
d) Enqineerinq and OH 
e) AJI'ODC 

Subtotal 
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Expenditure 

$15,148,000 
894,000 

$16,042,000 

1,233,000 
3,906 ,000 

2,444,000 
2,985,000 
1,423,000 

$11 , 877,UOO 



Audit Disclosure No. 3 

III. Support Investment Coats 

a) Purniahinqs 

Subtotal 

TOTAL COST OF CORPORA'.I"E OFFICE PROJECT 

$ 3,612 ,000 

$ 3,612,1)00 

$31,531,000 
-=---••a:::•••a:c:c 

A summary of the work order& with related costs can be found 
in workpaper 12. Shortly after this audit is issued, Bill 
Davis, FPSC Engineer, will iaaue a supplemental detailed 
report on the costa and aaterials uaed in the construction 
ot this new building. This report is to be issued May 19, 
1989. 
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AUDIT DISC~SURE NO. 4 

SUBJECT: Plant Scherer Common Facilities 

DISCUSSION: In November 1987 1 Gulf purchased Common 
Facilities from Oglethorpe Power Company and the City of 
Dalton Georgia. The adjusted purchase price as of February 
29 I 1988 was $29, lll, 850 . An acquiai tion adjustment of 
$8 1 680,507 resulted from thia purchase. 

FERC "Electric Plant Instructions," number 5 Electric Plant 
Purchased or Sold, states that "The accounting for: the 
acquisition shall then be completed as follows: 

1) The original cost of plant, estimated if 
not known shall be credited t o account 102, 
Electric Plant Purchased or Sold. 

2) The depreciation and amortization 
applicable to the original cost of the 
properties purchased shall be charged to 
account 102. 

E. . .• all existing records relating to the 
property acquired, or certified copies thereof, and shall 
preserve such records in conformity with regulations or 
practices governing the preservation of records ot its own 
construction." 

In computing the acquisition adjustment related to the 
purchase of the Common Facilities at Plant Scherer (Already 
in service with Unit 1 in the early 80's), the company took 
the purchase price less the original cost net of accumulated 
depreciation. However, the accumulated depreciation was not 
the actual amount per the seller's records. The A/0 amount 
was re-computed by the company using its own composite 
depreciation rate tiPJ9s the common facilities costs 
beginning in 1982 and using an annual average of the 
beginning and ending plant balances (using 0 for: Jan. 
1,1982). Gulf normally computes depreciation using average 
monthly balances times 1/12 tbe plant account depreciation 
rate. 

Therefore the acquisition adjustment of $8,680,507 may or 
may not b e the appropriate amount. Even it the aJDount is 
determined to be correct 1 the CoiiUiission st i 11 needs to 
decide whether they are will.inq to accept 1.\n acq-1 isi ~,: 1.0n 
adjustment as part of rate base. 
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AUDIT DISCLOSURE NO. 5 

SUBJECT: Sale and Lease Back of Daniel Coal Cars 

DISCUSSION: Southam Company Services• arranged the lease 
agreement with Pitney aov .. for the leaae of 495 aluminum 
railcars to be uaed to transport coal to PJ. ant Daniel. 
Under the ter.s of the aluainwa railcar lease, the lessor 
will purchase at book value Mississippi PowerjGul! Power's 
455 steel railcars currently in operation. 

The book value of the steel railcars at the time o f 
retirement will be included in the aluminum railca r lease 
agreement. 

The market value of the steel railcars is s omewhat lower 
than their current book value. Based on an offer received 
on the steel railcars, the market price is $19,250 oer car. 
Arrangements will be made so that a railcar dealer will buy 
the aluminum railcars (Pitney Bowes) will pay the railcar 
dealer the shortfall (difference between book value and 
market price), and this shortfall ~ill result in the 
inclusion of a premium in t he aluminum railcar lease 
payments to be paid by MPC/Gulf. 
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AUDIT DISCLOSURE NO. 6 

SUBJECT: Accumulated Depreciation Methodology 

DISCUSSION: Accu.ulated Depreciation i o calculated 
monthly uainq an actual beginning or the month plant in 
service balance and an eatiaated end ot aonth balance. 
These two amounts are then averaqed together to come up with 
an average monthly balance. The averaqe aonthly balance is 
then multiplied by the approved Florida Public Service 
Commission rate tor that account to come up with the monthly 
accumulated depreciation ~ount . 

In the f ollowinq month Gul t makes a true-up calculation . 
They calculate tho accumulated depreciation tor all accounts 
usinq the actual endinq plant in service amount th~t ~as on 
the books at the previous month's end. This true-up amount 
is usually very small and immaterial. 

The company is currently 
depreciation system that 
calculation each month. 
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AUDIT DISCLOSURE NO. 7 

SUBJECT: Plant Held for Future Uae(PHFU) - Caryville 

DISCUSSION: In the coapany•s previous rate case, docket 
840086-BI, $304,000 of land at the caryvill~ site was 
disallowed for rate making purpoaea. 

In that rate case order the Commission stated that "Gulf has 
not adequately deaonstrated that ita plan to purchase 
another 1, 000 acres for its Caryville eite is neces sary and 
prudent. N In the current rate caee, Gulf has budgeted an 
additional $50,000 in their 1989 budget for land to be used 
for coal storage, aubstation and transmisa;ion facilities at 
the Caryville site. According to Schedul e B-8a of Gulf • s 
filing, they don•t expect this site to be In-Service until 
sometime between the years 1995 - 2001. 

The order aleo atated that the Commi~sion" shall require our 
Staff to develop guidelines as to what amount of land should 
be allowed in property held for future use for proposed 
generating plant eit ... • As of this audit those guidelines 
have not been developed. 

Gulf states that "the reported PHFU is tor property whi c h 
hc-s be~n purchased to accommodate a 800 KW generating unit." 

22 
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AUDIT DISCLOSURE NO. 8 

SUBJECT: NEW UTILITY DEPOSITS IN WORKING CAPITAL 

DISCUSSION: The utility propose• to include the fcllowing 
deposits in ita working capital allowance tor its 1989 
projected rate base: however, utility data tiled to date 
has not been autticient to detenaine that the insurance 
deposita are required, and are not intere•t bearing. Each 
of these deposita ia with, or made through, a rela ted party. 

Account 
Number 

128-002 

128-020 

128-030 

128-040 

Description 

Blackwater Cooling Facility 
Mississippi Power Co. 

Energy Insurance Mutual 
Reserve Prnium 

Reserve Premium Ace Ins. 

Reserve Premium - XL Ins . 

1988 avq 
AJ!Iouot 

$2!50,000 

$106,342 

$ 31,613 

$ 10,387 

The Blackwater cooling facility is a deposit required 
pursuant to Plant Daniels financing agreements, thus it 
appears that this amount should be considered a utility 
asset; however the deposit earns interest at a rate 
determined by the bank at the 4-week or 6-month treasury 
bill rate and thus ahoald be considered tor exclusion from 
working cap! tal. 

The remaining deposit. appear to relate to insurance 
contracts which have not been provided to date. 

COMPANY COMMENT: The company may respond at a later date. 
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AUDIT DISCLOSURE NO. 9 

SUBJECT: WORXING CAPITAL RECORDS 

DISCUSSION: Records aupporting the utility's allowance for 
working capital in its surveillance report are too highly 
summarized to be effectively audited. To illustrate the 
problem, the utility• s December 1988 supporting schedules 
for rate base and working capital are attached. 

The utility has made effective changes to these schedules, 
but it is still very difficult to compare the utility's 
provision tor working capital from period to period and to 
rapidly trace relevant amounts to the utility's general 
ledger without spending an inordinate amount of time. 
Utility management has been informed of the problem and has 
been requested to seek effective remedies. 

COMPANY COMMENTS: The method used is in compliance with the 
balance sheet method used in the utility's last case. 
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ADOrJ.' DISewstJRB NO. 10 

SUBJECT: WORICIJfG CAPITAL - PROJECT TURN DY 

DISCUSSION: Tbe utility included the 13-.onth averaqe 
balance ($232,846) of account 165-912, Prepaid Turn JCey 
Project, 1n it. calaulation of workinq capital in ita 
Dec•aber 1988 INrVeillanctt report. The costa included in 
this account represent a contractual pay.ent to Mit sui ' co. 
(USA), Inc. for the Cboctavbatcbee Bay 138KV Subaarine cable 
croasinq construction. 

The project consi•ta of contractin; with a Japan••• f ira to 
aanutacture a apeoial cable and lay that cable underneath 
the waters of Cboctavbatcbee Bay. Tbia will provide a 
aecond service to Deatln. A pay.ent of $1,009 , 000 was 
initially recorded 1n October 1988, reportedly 30 days after 
the contract vas signed an4 vas still on the booka aa of the 
last day of field work. The utility reports a second 
payaent of $4,540,500 will be pale:! when the cable is 
received (et that ti.Jae both pay.enta will be considered 
Construction Work in PrOCJres• -- CWIP) • A residual balance 
of $4, 540, 500 reportedly will be paid 30 days after the 
cable is installed. Installation ia expected to take 
approxiaately 90 days with a coapletion date on or about 
July 15, 1989. 

Tbia project and future projects o f tbia unique nature a nd 
relative significance could be considered plant cos t 
includable in the CWIP aCCOW\t. SUch treataent appears ::o 
.be peraitt.ad. The d .. cription of account 154, Plant 
Operating Materials and supplies, 18 CFR 101, provides 
peraiasive treataent in note 8 1 

•When aateriala an4 supplies are purchased tor 
iaaediate uae, they need not be carried tbrouqh t h is 
account (aateriala ancl supplies inventory) but may 
charved directly to the appropriate utility plant or 
expense account. • 

Electric plant instruction 3 (A)(1) in deacribinq compone nts 
of plant coat provides: 

•contract work includes aaount paid for work performed 
under contract by other coapaniea, costa inci dent to 
the award of aucb contracts, and the inspection of such 
work. • 

Reporte4ly this particular itea would not accrue AFUDC, i t 
ia a work order lasti nq l .. s than one year. 

COMPANY COIINBH'r: The transaction waa recorded properly. 
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AUDIT DISCLOSURE NO. 11 

SUBJECT: Workinq capital - Acid Rain 

DISCUSSION: Gulf Power Coapany accrued charges related to 
Acid Rain projects in account 186.914 during the year and 
then cleared the total in this · account to Account 426 . 420 -
Bxpenditur.. tor certain Civic, Political and Related 
Activities each Deceaber. We agree that charges related to 
Acid Rain lACJislation should be below the line. But, the 
coapany included the deterred debit in their calculation ot 
working capital. This accrual results in an over-statement 
ot total coapany working capital of $32,000 in the Coapany's 
projected 1989 t .. t yur on a 13 aonth average. 
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SUBJECT: 

AUDIT DIBCU>SURB NO. 12 

CONSERVATIOtf AND POEL OVER RECOVERY 

DISCUSSIOtf: On JIP'It SChedule B-10a, page 2 of 4, line 30, 
and IO'R Schedule A,..10, page 2 of 4, line 17, Gulf proposea 
to ~• the over recovery of fuel and conaervation charge• 
fro. vorkin; capital. Tbi• ia contrary to the trea~nt of 
th ... it ... in the utility'• laat rate caae. 

Beoauae the utility budgeta thue .. ounta aa zero in the 
projected 1989 tut year, there ia no dollar effect in 
aetting ratea, but there would be a dollar iapact in 
reportincJ future rat. ba•• balancu. 

For the aontb of Deceaber 1988, incluaion of the liability 
for over recovery of conaervation revenues in working 
capital deareaaed Deceaber 1988 rate baae by $176,000 . 

Alao for tbe 110ntb of Deoellber 1988, exclua ion of the under 
recovery of fuel reduced working capital by $1,218,000. 

Both adjuat.enta refle cted by the utility in 1988 are 
conaiatent vith the policy aet in the prior rate case. 

COMPANY COMMENT: The coapany aay reapo.nd at a later date . 
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SUBJECI': 

AUDIT DISCLOSURE NO. 13 

UPS WORJCING CAPITAL 

DISCUSSION: Por the aonth of Deeeaber 1988 tbe utility 
deleted $12,572,252 froa working capital because it was unit 
power aales (UPS) related froa a reported UPS working 
capital total of $18,288,982. zx-ination of an internal 
report of the utility llboved the aaount of total dollars 
allocated to UPS vorkift9 ~pital waa $30,062,045 - - almos t 
$12 , 000,000 aore than the aaount used aa a baa ia for reports 
to the eo-i• aion. These balances are cal culated in an 
attached schedule. 

The utility calculates ita tJPS working capital reported to 
the co .. iasion uaing a 13-aonth average balance sheet 
approach wheruin tha UPS contract uaea priaarily a 1/8 cost 
of 0 ' M apprc~ch. The result of this disparity is that the 
utility· billa aore working capital to ita UPS customers than 
it reports to the Commiaaion. 

The ESTIMATED i apact of this it.. on annual revenues 
follows. Audit tiae waa not sufficient to determine the 
exact dif ference: 

Revenue 
Multiplier 

1988 * 
I a pact 

1989 * 
Impact 

Rate Bas e Decrease: $12,000,000 $6,220,675 $1,061,951 

Rate of Return: 8.63t 

Subtotal: $1,035,600 

Tax Multiplier: 1.632064 

Revenue OVeratat.aent: $1,690,165 $876,163 $149 , 573 - ---- - ---
Revenue Multiplier .140847 

* Rate baae effect waa deterained by first calculating t he 
13-aontb average UPS rate base reported to the Commission in 
1988 aa $22,077, 442 baaed upon UPS working capital schedul es 
froa the utility. Then, unreported working capital 
percentage vaa the utiaated to be 36.17t ($30,062,045/ 
$22,077,442)-1. Batiaated decrease in rate base was 
calculated using reported working capital adjustaents in the 
utility•• 1988 surveillance calculation ($17,198,440 x . 3617 
• $6 , 22~0,675) and in the utility•• 1989 pr ojected rate base 
($2,936,000 X .3617 * $1,061,951), 

COMPANY COMNBNT: Tbia practice i • cona i at ent with the 
utility's last rate ease and subsequent r eports. 
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AODrT DrSCLOSURE NO. 14 

SUBJECT: 1988 AND 1989 WORKING CAPITAL - PENSION COST 

DISCUSSION: The utility included account 165-911, 
Prepayaent of Panaions in ita calculation of working capital 
in ita 1988 surveillance report and in ita projected 1989 
rate base for the current rate case. staff • • 13 aonth 
a verage balances for thi .. itea are $1,293,446 in 1988 and 
$1,758,441 in the projected rate base for 1989. Staff 
balances are calculated on the i-ediately following 
schedule. 

There are two issues associated with this itea: 

1) Pension prepayaenta reduce the tax liability, future 
pension costs, but soaeone auat finance any prepayment. 
An issue in this case is whether the rate payer will 
finance any prepayaent receiving associated tax 
benefits or Whether the utility will finance the 
prepayaant and receive the tax benefits below the line. 
Prepaid pension coats represent costa ot pensions to be 
incurred in the future. 

2) The .. thocS of calculating pension costs changed on 
January 1, 1987. Actuarial reports associated with the 
1987 pension cost calculations are unclear as to 
whether an accrued liability tor pension coats existed 
in 1986 and When the liability was paid. The attached 
extract froa the Mercer-Meidinger-Hansen actuarial 
valuation indicates by footnote: •1,583,838 was 
contributed in 1987 and! applied to the 1986 plan year . " 
If an unrecorded liability existed in 1986, the 
valuation of any prepayaent could be overstated. 

COMPANY COMMENT: The coapany aay respond at a later date. 
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W..M.Uaa: I' !C 11M on .......... . . 
P.ttraiuUn of Actva't look Val• 11 4tfcdbtf l1l kstlon 2.3D 

1) ActU&rJ't loot Value at 
Dtc.-.r 31, 1985 

2) ltcelptts 
a) Ccmtrlbuticma t11octtt4 

to 1916 
b) Etroiaca - DivifeDda and 

lattnat 
c) total lectlptt 

l) Diabun!8!Dtl l ftuiOD ftJMGtl 

4) frtl~aary Actvr.r•a look Value 
Dte.-btr ll, 1916: (l)+(2e)-(l) 

5) Marktt Value of Aletta 

3.523.241 
• 6,037,429 

• 1,519,191 

DtcUibtr 31, 1916: Tnaat Fund S 10,087,740 
ltl4 bJ lttir..,ot 

loud 1)4,178 

6) Appreclatloe Ctpltaliatd lD 
Curreat Yea~a 201 of ((5)-(4)) 

7) Actuaq't 19M fal• at 
Ptc.-.r Jl, 1tl6a (4)+(6) 

I) 101 of llarat Valu 

9) 1201 of Jlubt Value 

10) ActMrJ'I look Valutz (7), '*~ DOt 
1••• tbaa (I) or •n t1ata (9) 

11) Total l~a~t IDc~t: 
(2b)+(6) 

12) Amaual late of letU"D 

• 10,222,618 

• 3,343,713 

• 66,847,768 

• 64,178,094 

• 96,267,142 

• 66,847,768 

• 6,866,954 

U . 771 

* StlO,lSO of tlda --t wu coetrUMattd iA 1916& tbt balance of 
S1,51l,IJI ~ coetrlbata4 la 1917 aDd applied to tbe 1916 plan year. 
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AUDIT DISCLOSURE NO. 15 

SUBJECT: NBW RATE BASB RECONCILING ITEMS 

DISCUSSION: Por the 1919 projected capital structure, the 
utility has added 3 new reconcilift9 it... to the capital 
reconciliation. These it... were not present in the 
Deceaber 1988 surveillance. report, nor were these it•- used 
in the rate base reconciliation in the prior rate case. 
Amounts reported without an account nUJiber on MPR schedule 
B-Jc are as follows: 

DESCBIP'l'ION MOUNT D.GE 

Plant-In-Service Base Coal 

Base coal written-ott 

Depreciation Reserve 

Base coal written-ott 

Depreciation Reaerve-JDITC 

Exclude reserve aaounts 
related to current year 
depreciation expense troa 
JDITC adjuataent. 

Depr Reserve Iabalance 

Exclude reserve aaounta 
related to current year 
expenae on the r ... rve 
balance which will be 
zero at the end ot tbe 
(1989) teat year. 

($312,000) Page 4 ot 8 

$289,000 Page 4 ot 8 

$245,000 Page 4 o t 8 

$199,000 Page 5 ot 8 

These iteaa are adjustaenta to capital structure pro rata 
and to rate baae at the above values. 

COMPANY COMMENT: Tbeae 1t- were not an issue in the 
utility•• last rate case and therefore were not reconciling 
i teaa in cowpany reports. 
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AUDIT DISCLOSURE NO. 16 

SUBJECT: NON UTILITY CAPITAL 

DISCUSSION: In preparinq the 1989 projected capital 
structure, tbe utility did not reJIOVe capital associated 
with non utility ••-ts troa equity, inatead the utility 
reaoved $17,067,000 troa equity, debt and preferred stock as 
indicated on lll'R schedule D-1a, page 2 ot 2. This practice 
is not consistent with the treataent of this item in the 
utility•• last rate case. 

In the utility •a tiline) tor the projected test year 1989, 
the utility included the coat ot the Leisure lakes project 
in rate base ($143, 000). The utility justified including 
this item in rate base on KPR schedule A-10, page 1 of 4, 
line 5. In the prior rate case this item was removed from 
rate base and equity as a non utility !tea. 

COMPANY COMMBJtT: Coapany aay respond at a later date . 

\ 
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AUDIT DISCLOSURB NO. 17 

SUBJBC'l': PRBP'BRRED STOCK PREMIUM AND STOCK ISSUE COSTS 

DISCUSSION: In ita 1988 aurveillanc. report and in ita 
filing tor the projected 1989 y~, the utility calculated 
ita coat ot preferred atocJc by adjuatinq the a11ount of 
preferred atock outatandinq by the pr .. iua received for the 
preferred atock and by the coat of iaauinq the preferred 
stock KFR Schedule D-4c, coluana B,G,I,J,K and L. 

The utility , when reporting the balance of preferred stock 
in ita capital a,tructure, excluded t'.:'eaiUII and the issue 
cost from the preferred atock balance (KFR Schedule D-la, 
paqe 1 of 4, line 14) but uaed the adjusted coat rate after 
further correction tor Unit Power Sales . 

Furthermore the coat of iaauinq the preferred stock was 
written ott the booka in prior years, and the preferred 
stock premiua waa accounted tor as equity in the capital 
structure. Thia treatment increases the cost of capital to 
the rate payer. 

The 13 11onth avera9e aaounta involved are as follows: 

1988 preferred pr .. iUJI: $88,151 

1988 preferred iaaue coat: $1,087,700 

1988 deferred tax credit: Unknown 

1989 preferred pr .. iua: $88,151 

1989 preferred iaaue coat: $1,061,197 

1989 deterred tax credit : Unknown 

COMPANY COMMENT: Tbia practice ia consistent with the 
utility•• laat rate case and subsequent reports. 
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SUBJECT: 

AUDl'l' DISCLOSUU 110. 18 

COS'1' OP CUSTOICIR DIPOSI'l'S 

DISCUSSION: Tbe utility baa requ .. ted an 8.0ot return on 
cuatoaer depoaitlll IIJ"R Schedule D-1a, paqe 1 of 4, line 16. 
Actual coat of cuato.ar depoaitll u found reported on the 
coapany•a booka for 1987 a~d 1988 are aa follova: 

(ooo'• oaitted) 

Account 431 ... 100 
Deceaber 31 balance 
cuatoaer Depoait Intereat 

Divided by: 

13-aontb avq balance 
CUatoaer Depoaita 

Coat Rate 

1987 1988 

$1,127 $1 , 198 

$15.277 $15.699 

7.38t 7.63t 
- --

The balance of ouatoaer O•~it• include• a number of 
inacti.ve accountll upon which no inter .. t accrue• or is paid, 
thua the co .. iaaion abould conaider allovinq leas than 8 . 00' 
aa a coat of cuatoller d.epoaita. 

COMPANY COJOODrr: '1'be coapany aay reapond at a later date. 
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AUDIT DISCLOSURE NO. 1t 

SOBJEcr: COST OP DBBT ,AND PRBI'BRRBD STOCJC 

DISCUSSION: The coapany in preparinCJ 
preferred atock uaaa 13-aontb averave 
atock and debt vitb an aMualiaed 
dividend) .-aunt. 

ita coat or debt and 
balance or preferred 
intereat (preferred 

1) It appeara that Unit Power Sal.. (UPS) ad jua taents 
aade to tbe capital structure do not agree with the 
teras of th• UPS contract. Inveataant tax credits have 
been illputed into the UPS capital atruoture, but income 
tax expense of tbe period doea not appear to recognize 
tbeae illputed inv .. tllent tax crecli ta. 

2) In ita 1911 aurveil,lance report, Gulf baa reported 
ita coet of capital uaing the coat aethodoloqy 
described above rather than uing the actual interest 
coat of tbe period. 

3) Because of tbe co.plexity of calculating the actua l 
interest expense due to a nuaber of pending factors - ­
Peabody Buyout, Unit Power Sal .. , Preferred Stock 
I••uea, -- it is not feas ible for the auditor to 
calculate the period inter .. t expen•es whi ch would be 
applicable to 1988 or to lt89. 

COMPANY COIIICBIIT: fti• practice ia con•i•tent with the 
utility•• la•t rate caae and •ub•equent reports. 
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SUBJECT: 

AUDIT DISCLOSURE NO. 20 

CRIST WASTE TO BNDGY 

DISCUSSION: 'l'hia project (Account Nwabera 183-140 and 
183-738) ia firat reaoved pro rata froa capital atructure 
and rate ba- in tbe projected 1989 teat year at a 13-aonth 
average value of $328,000. The balance in thia account at 
December 31, 1988 ia $264,306. The- coata vere not removed 
fro• the rate baae reported in the Deceaber 1988 
surveillance report. 

The utility repreaenta thia waate to energy atudy is beinq 
excluded froa rate baae for poaaible future development as a 
non utility operation. other than diacloaing the existence 
of the reconciling i tea and t.akinq the utility' s 
representation, no audit work waa pertoraed reqardinq this 
item. 

COMPANY COHMEN'l': The company aay reapond at a later date . 
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AUDIT DISCLOSURE NO. 21 

SUBJBCT: 

DISCUSSION: Gulf Power Coapani doea not true-up their 
current yur budc;reta for any var ancu that ware n\lted at 
the end of the previous year. In response to docuaent. 
requut f 124 regardincJ this subject, Gulf Povar atat~: 

The various planning unite have accaaa to the 
current buciget variance reports and those of prior 
years at the tiae they are prepari ng their 
budgets. Tbe 1988 and previoua years • budget 
variance reporta affected the 1989 budget to the 
extent that this historical data serves as one of 
the inputa to the Planning Units in determining 
the resourcea necessary to provide the s ervice to 
our cuatoaera. 

~e Reference Level is the level froa which 
Planning Onita auat explain and justify the 
incru- and decreasu resulting in their 1989 
BudcJet Requ .. ta. Tbe 1989 reference Level is 
baaed upon tba 1988 Budqat and is not affected by 
19,88 Jlud9at Variance Analysis. 

Also, each yur Gulf tells the dapartaents affected by 
inflation, vbat inflation factor to u .. in building their 
budgeta for the coaing yur. This factor is never trued 
up. Xf the factor is too high or low, it is automatically 
built into the base of the next year• a budget. Eventually, 
over tille Gulf could have a ba .. of expenditures which is 
over or under inflated, i.e. not actually representative of 
history. Gulf u.ed a projected 4. 7t inflation rate for 
1989. 

FPSC audit staff reviewed the work papers of Authur 
Andersen, who conducted a review of Gulf's budget process 
and their 1989 projected test year. Authur Andersen did 
not address thea• concerns. 

Staff believu that failure to take fully into account the 
prior year's budqet variance• and to not true-up the 
inflation factora vban developing the currant year ' s budget 
aay produce a budget that is over or under stated 
considering the circuaatancu. 

Audit •taff 4ou not have the 
the budget aaounta should be. 
for further conaideration wben 
budget procaaa. 

expertise to deteraine what 
These concerns are provided 
revini.ng Gulf' • budget and 

COMPANY RISPOMSB: oaapany aay respond at a later date . 
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AUDIT DISCLOSURE NO . 22 

SUBJECT: UNSUPPORTED INCRDBB POR LEGAL RES 

DISCUSSION: Gulf baa currently budgeted an increaae in 
legal fMa related to Ratea and Regulatory Mattera (liated 
aa a recurring aaount) of $75,000 over tbe aaount budgeted 
in the prior year. The coapany vaa aaked t o provide 
apecific aupport for thia propoaect increaae, but c ould only 
provide a general explanation for the increaae which vas 
purely aubjective in nature vhich vaa largely a narrati ve of 
the regulatory and general buaineaa environ.ent that Gulf 
operate• in today. At the aaae ti .. , Gulf ia alao 
increaaing the above aaount for inflation in the amount of 
$8,222. 

COMPANY RESPONSE : Coapany aay reapond at a l ater date. 
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AUDIT DISCLOSURE NO. 23 

SUBJBCT: EXCESSIVE BXBCU'l'IVB DBVBLOPIIBNT 

DISCUSSION: Gulf currently baa budqeted $25,800 for top 
level executive developaent couraea and a .. inara for 1989. 
Tbe bulk of th-e dollar~ budgeted, however, are for one 
ainqle proqraa for: Kr. A. B. Scarbrough. The coapany plans 
to spend $20,800 (listed aa a recurring aaount) to send Mr . 
Scarbrough to the Stanford Executive Proqram in san 
Pranciaoo, california. 

Originally, the coapanie a reaponae tC' queationa regarding 
thia expenditure did not provide sufficient detail , such as 
how long tbe proqraa would last or, when it is scheduled , 
the subject aatter presented or the benefits Gulf would 
receive fro• Mr. Scarbrough attendinq thi s course would be, 
in order to deteraine whether this is an appropri ate 
regulatory expenditure. However, during the audit exit 
conference held at the utilitiea corporate headquarters 
April 27, 1989, the company preaented copious explanation as 
to the acope of the course. The only question remaining 
regarding this expenditure ia one of cost verses benefit. 

COMPANY RESPONSE: Company aay respond at a later date. 
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AUDIT DISCLOSURE NO. 24 

SUBJECT: NONRECURRING ITEMS 

DISCUSSION: Gulf Power currently haa budge~ed in ita 1989 
o ' M expenaea $8,127,629 ot non-recurrinq expense iteaa as 
liated below. Durinq G\llf'• budqet proceaa, so .. items 
·were added late and are not reflected in the pl anning and 
resource su.aary abeeta ( B-3) • Since tbeae i teaa do not 
show up on the su.aary aheeta, whether they are r ecurring or 
non-recurring is not readil y deterainable . Theae amounts 
are shown below as "Reconciling It-•. 

Not all of the i t- liated a• "Nonrecurring" below are 
truly non-reeurrinq as tbouqht of by requlatora. Many of 
·the iteaa are liated aa non-recux-ring aolely for company 
plannincJ purpose• • Tboae ite- will occur again either 
within the aaae planning unit or another. 

Since deterai.ninq whether any or all of these items are non­
recurring for regulatory purpoaes ia baaed on technical 
knowledge of the it ... involved, the auditor did not attempt 
to aake any aucb distinction. 

Division 

Eastern 
Central 
Western 
General Services 
Power Delivery 
Plant criat 
Plant Saith 
Plant Scholz 
~loyee Relationa 
Internal Accounting 

Control• 
Accounting - Corporate 
Public Relations 
Electric Operations 
Security 

Nonrecurring 
AJiqunt 

$ 51,000 
77,860 

387,769 
320,000 
25,000 

3,970,000 
2,814,000 

334,000 
30,000 

s,ooo 
8,ooo 

105,000 

Rates ' Regulatory Mattera 

Total $8,127,629 
--~---

(continued) 
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Reconciling 
Items 

$ 93,026 
115,627 

1,132 
(150,000) 

(1,193,000) 

( 85,924) 
(226,513) 
250,000 

( $1,195,652 
~-.:----------
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AODIT DISCLOSURB 110. 24 

Total budget aJIOWit tor 8outbem co.pany service• I Ptant 
Daniel and Plant Scherer are allocationa and no indication 
vaa 9ivan as to tbair nonrecurriDCJ AJIOW\ta. 

COMPANY RBSPC*8B: COIIpa.Dy -Y raapond at a later data. 
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AUDIT DISCLOSURE NO. 25 

SUBJECT: SUPPORT OF ADVERTISING • MARKETING INVOICES 

DISCUSSION: Staff vaa not able to review invoice• and 
aupportinq docWMntation in one location. Soae invoices 
(not aany) had deacription• of the •ervicea provided on 
th-, aany did not. After deteraining which invoices 
required further docuaentation, the coapany had to go find 
copies of the ada, billboards, aite aiqna, scripts, etc. 
Staff does not know where the inforaation waa obtained from. 
The information and docuaentation juat appears. 

Staff reco ... nda that Gulf be required to JDAke vendors 
supply a detailed invoice and require Gulf to maintain the ir 
invoices as a package of documentation - i.e. all supporting 
document• be together in one place, readibly accessible to 
auditors. 
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AUDIT DISCLOSOR! NO. 26 

SUBJBcr: TIWISKISSION LIN& RENTALS 

DISCUSSION: Several tt.ea during the courae of the audit, 
docuaent• were requeated to aupport the a•ounta ahown in the 
coapaniea filinq for rental apecifically, tranaai aaion Line 
Rental ( account I 567 ) • Both oral and written requests 
were aade f or the line rental contract.. The docwaents 
requeated wen oontracta vbicb would aupport the uounts 
currently being paid. On April 24, 1919, three daya before 
the audit exit conference, Gulf Power provided copies ot 
aeveral lettera of agreeaent and achedulea to aupport the 
-ounta paid for Daniel line rentala • Alao, it haa been 
repreaented to the audit ataff that there i a no contract for 
plant Scherer. 

Since the contract data vaa provided late in the audit 
regarding Daniel line rental payaenta, it baa not been 
poaaible for ataff to deter.ine the prop~iety of the amounts 
being paid or to trace tha aaounta paid to aupporting 
docuaenta provided. Alao, aince contract negotiations are 
apparently atill under way reqarcUJ\9 plant Scherer, there 
waa no actual data to audit. 

Por the t .. t year, $1,742,000 ia being accrued for plant 
Scherer line rental• ( $1,500,000 for 1918 ) and no amounts 
have actually been paid in any year. The aaounta currently 
being accrued for line rental• vaa repreaented to ataff as a 
•beat gu .. a• of what the actual .. ount will be . Staff 
requeated the .. tboda and aaau.ptiona by which Gulf arrived 
at the a.ount wbiob it ia accruing Scherer line rentals each 
aontb, but they have not been provided to date. 

When aaked, Gulf bad no prediction aa to the outcome of the 
contract negotiationa for plant Soh•rer, or the effect that 
the outcoae would have Oh the current accrual being made. 

COMPANY RESPONSE: Coapany aay reapond at a later date . 

51 



AUDIT DISCLOSURE NO. 27 

SUBJEcr: Account 912 - O..Onatratinq and Selling Exp. 

DISCUSSION: A substantive teat waa pertoraed to determine 
the aaount of non-utility and iaage building i t ... included 
in account 912. In the teat, every transaction above $1,500 
waa exaained (accounting tor $336,973.23 of the $557 ,496. 32 
included in the teat) and a statistical aaaplinq ae thodoloqy 
was used on the reaaining tranaactiona (95' con fidence 
interval with a pr ecision of plus or ainua $35,200. 18) . 

From the tranaactiona over $1,500, $324,258 ot the 
$336,973 . 23 was found to be iaage buildinq o~ non-utilit y in 
nature. Froa the transactions under $1,500, an esti mated 
$113,573.62 of th.e $220,523 . 09 was found to be non-util i ty 
in nature. 

Vouchers exaained in the t eat produced numerous image 
building and non-utility it... such as gol f tournament 
greens t .. a, golf balls, tote bags, T-shirta , glas ses, and 
scratch pads coaprise the dollars in this account. There 
waa also an invoice troa southern Coapany services billing 
Gulf tor their portion of a Good Cents Banquet held in Texas 
which featured entertainaent by Louise Mandrell. Thes e 
expenses do not appear to be necess ary to furnish the public 
witb adequate electric service. 

Baaed on the above statistical analys is, the total amount 
believed to be non-utility on a total coapany basis tor 1988 
is $437,831. A proportionat·e a110unt should be disallowed in 
the 1989 projected test year for this account. 
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AUDIT DISCU>SURE NO. 28 

SUBJECT: Account 913 - Advertising 

DISCUSSION: In order 6456, after an investigation to 
review tbe proaotional practices of electric utilities under 
co .. ission jurisdiction, advertising was classified into 
t our categories: informational, proaotional, community 
affairs, and iaage building. The co-ission indicated t~at 
only informational advertising would be an allowable 
expense . Florida Power i Light company, Order No . 7843, 
p. 1 (6/16/77). 

A substantive teat vas pertoraed to deteraine the amou.nt of 
non-utility (goodwill or iaage) advertising incl uded in 
account 913. In the teat, every transaction above $1,750 
vas examined (accounting tor $300,817.33 ot the $371,845. 19 
included in the teat) and a statistical sampling methodology 
was used on the remaining transactions (95' confidence 
interval with a precision of plus or minus $2,982 .63) . 

From the transactions over $1,750, $277,593 of the 
$300,817.33 vas found to be non-utility, goodwill or image 
building in nature. From the transactions under $1 , 750, an 
estim.ated $65,019 of the $71,027.86 vas found to be non­
utility expense . 

The vouchers examined in the test which did not appear to be 
in compliance with Order No. 6456 were tor expenditures 
relating to industry relocation a dvertising, Northwest 
Florida advertising, and heat pump advertising. 

Based on the above statistical analysis, the total amount 
believed to be non-utility on a total company basis for 
account 913 - Advertising is $342,612 for actual 1988. We 
also recommend that a proportionate amount be disallowed in 
1989 projected expenses. 
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AUDIT DISCLOSURE NO. 29 

SUBJECT: BCCR PROGIWCS 

DISCUSSION: Gulf Power currently has budgeted to transfer 
troa ita con.ervation prograa to base rates $978,000 
($838,000 Good Cent. B~ and $140,000 WeatherGUARO). 
These it... are conservation in nature and should be 
recovered through the BCCR proqraa. 

The WeatherGUARD proqraa should be excluded from base rates 
and the conservation progr- due to the tact tha t this 
proqraa 1• not available for all rate payer• forced to pay 
t or it. Thia prograa ia specifically designed to be 
available only to low incoae households. Rate payers may 
also disapprove of this itea due to the tact that i t 
duplicates aiailar proqraaa offered by the U.s. Department 
of Houainc) and Urban Oevelopaent (HUD) and the Florida 
Department ot Health and Rehabilitative services (HRS) 

COMPANY RESPONSE: Coapany aay respond at a later date. 
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AUDIT DISCLOSURE NO. 30 

SUBJECT: Beat Puap Proqraa 

DISCUSSION: Gulf Power Coapany is requesting $717,000 of 
expenses be allowed in base rates in their projected 1989 
test year tor a Heat Pwlp Proqraa. Gulf states that this 
proqraa •ia coat effective to the ratepayers based on FPSC 
approved aethodoloqy contained in the Rules of the Florida 
Public Service Ca.aission Chapter 25-17.008 . " If this 
proqraa ia cost effective and proaotea the conservation of 
energy, costs should be presented in an approved FPSC 
conservat ion proqraa and not in base rates. 

This proqram appears to be striving to replace ineffi cient 
heating and cooling appliances with enerqy efficient 
appliances. Staff believes that this program is no 
different than any other ECCR replaceaent program and that 
it should be recovered through the ECCR program. 

The effect of placing this and other BCCR programs in base 
rates will •safe harbor" them and assure their 
recoverability in-case the entire ECCR proqram is dropped in 
the future. 
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AUDIT DISCLOSURE NO. 31 

SUBJECT: Frequent Flyer Proqraa 

DISCUSSION: According to Gulf Power the Good cents 
Incentive Proqraa waa deaiqned to encourage enerqy efficient 
conatruction and inatallation of high e!ticient HVAC 
equipaent in reaidential dwellinqa. 

Gulf Power baa iapl ... nted a proqru called Frequent Flyer 
PrograJa which "provide• an opportunity tor builders and HVAC 
contractor• to receive award• •• c.n incentive to increase 
the efficiency and quality of inatallation and energy saving 
technoloqiea." All ho .. buildera and heating/air 
conditioning dealer• are eligible to participate. 

Charqea to tbia proqraa in 1987 and 1988 were approx. 
$19,409 and $5,047 reapective1y. These expenses wer e 
charged to baae rates account 912-1008. These expenditures 
appear to be related to the Good cents Incentive Programs 
and theref ore ahould be charged to Conservation. 
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AUDIT DISCLOSURE NO. 32 

SUBJECT: Conservation vs. Non-conservation Exp. 

DISCUSSION: During the course ot this audit, a sample of 
ac:lainistrative and general expenses va• aade. Due to the 
lack o~ detail for each record listed in the coapany' s 
general ledger detail tile, the auditor vas unable to 
deter~aine whether expenses charged to accounts 907, 908 or 
909 were utility or conservation expenses. The company 
stated the only vay to tell the ditterenc vas troa looking 
at the PISA or CISA nuabera . This nuaber is not included in 
the detail gonaral ledger detail tile. 

The company should be required to keep their records so that 
an easy identification o t these charges can be aade from the 
general ledger. CFR General Instructions for Electric 
Utilities states "Each utility shall keep its books of 
account, and all other books, reco~~s, and aeaoranda which 
support the entries in such books ot account so as to be 
able to furnish readily full infora.ation as ~o any item 
included in any account. Each entry shall be supported by 
such detailed intoraation as will perait ready 
identification, analysis, and verification of all facts 
relevant thereto." Soae sub-accounts should be created for 
conservation related expenses only. 
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AUDIT DISCLOSURE NO. 33 

SUBJECT: POSTAGE PAID AND NON-UTILITY BILL STUFFERS 

DISCUSSION: Gulf Power currently includes various types of 
flyers in ita aontbly power billings. The flyers included 
can be either utility or non-utility or both in nature. 
However, Gulf does not allocate any of the postage expense 
incurred in aailinq the aontbly billings and inclosed flyers 
to non-utility accounts. The utility cla ias that ~ince 
utility postage expenae is not increased a.-.y by including 
these non-utility flyera, there is no reason to allocate the 
postaqe cost aaonq non-utility and ECCR programs. 

Including these flyers is a good opportunity to red uce 
postage expense to the rate payer. If Gulf Po,.,er•s 
appliance aalea division ha,d aade similar arrangements to 
have ita flyers placed in the aonthly billing ot another 
business, Gulf would have been charged t or a portion of the 
postage incurred. This would be an arrangement whereby 
both parties could reduce their postage coat. 

The total postage cost for customer billing in 1988 was 
$750,000 • 

COMPANY RESPONSE: Coapany aay respond at a later date. 
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AUDIT DISCLOSURE NO. 34 

SUBJECT: Legal Peea - Beqqa and Lane 

DISCUSSION: In 1988, Gult Power charged leqal tees 
aasociated with non-utility buaineaa to requlated expense 
accounta. Charge• include legal advise on auch iaa uea as 
the Gult Power Foundation, PACa, Political Contributions, 
Southern Sod Contracts, Enerqy Loana, Acid Rain Leqialation, 
and Micro Coaputer World. A aore in-depth review of these 
and all legal expenditure• probably would be beneficial to 
the rate caae. Due to ti .. liaitationa, a more in-depth 
review by the audit ataft waa not possible. Therefore, a 
dollar adjustment vas not made. 

The 1989 budget probably includes the same type of 
expenditures. Even it specitic non-utility amounts were not 
budqeted, the 1989 budqeta are based on historical expenses 
which include these non-utility amounts. 
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AUDIT DISCLOSURE NO. 35 

SUBJECT: Legal Bxpenae.s 

DISCUSSION: Tbe coapany charged legal expenses associated 
with the conservation proqraas and the fuel clause through 
base rate legal expenses. According to the Electric and Gas 
Division, companies charge legal fees associated with these 
prOC)rams in different places. A standardized W:iy of dealing 
with legal expenses associated with the conservation a nd 
fuel clauses should be addreased. 

COMPANY COMMENTS : The Coapany has not identified any 
specific authority for allowing legal fees associated with 
fuel adjustment and conservation cost recovery clauses to be 
recovered through the respe.ctive recovery mechanisms. It 
does not appear that pas sing legal tees through t hese 
recovery mechanisms would be consistent wi th the PERC 
classification of accounts. 

60 



AUDIT DISCLOSURE NO . 36 

SUBJECT: Non-Utility Expenditur .. 

DISCUSSION: For the paat two yeara, 1987 and 1988 
respectively, Gulf Power Coapany haa purchased a Corporate 
Sponsorship Packaqe to support the Pensacola Tornados 
Protea•ional Basketball te~. These costa have been charqed 
to the •- PERC and aub-accounta for th" past t wo years. 
The expenditure• ot $10,000 in 1987 and $5,000 i n 1988 were 
both charged to account 909.4 - Safety Advwrtisinq which is 
an above the line, non conservation related account. 

These amounts are part ot tho base ot expenses tor account 
909.4 Safety Advertising tor the 1989 budget. 
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AUDIT DISCLOSURE NO. 37 

SUBJECT: EMPLOYBB PAC 

DISCUSSION: Gulf Power .. ployeea, at the auperviaor level 
and above, are aolicited in tbe vork place to contribute to 
a related party Political Action co-ittee (PAC) tor the 
purpoae ot aaking political contribution•. The PAC haa been 
in exiatence tor ao .. tt.e. Accordir~ to report• tiled with 
local, atate and f~•rol •\lthoritiea, the eaployee 
contribution• to thia PAC vere $22,342 in 1987, and $26,480 
in 1988. The PAC official• budget $18, ooo in employee 
contribution• tor 1989. 

It an adjustaent is made in thia area, it should a l so 
consider: (1) the reported amount• are aonies trom employees 
contributed to a PAC -- these contributions are not on the 
books ot Gulf Power, (2) the full payroll cost tor the 
eaployee aakinq the contribution ahould be considered it an 
adjuataent ia aade, (3) certain aalariea are capitalized to 
plant accounts and (4) certain aalariea are associated with 
non utility activit!••· 

COMPANY COIOIENT: The coapany aay reapond at a later date. 
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AUDIT DISCLOSURE NO. 38 

SUBJECT: Affiliated Transactions 

DISCUSSION: llr. J .JC. Tannehill i s on the Board ot 
Directors of Gulf Power COiqNlny. Mr. Tannehill ia also an 
Officer of Stock lquis-ant Coapany. Gulf Power has and is 
doing buaineaa with Stock Bquip.ent Coapany. Gulf paid 
Stock EqUip •344,791 in · 1988 and $278,977 in 1987 for 
materials and auppliea. 

A review of Stock Equipaant tranaactiona vas aade. ot the 
invoices reviewed, we cho .. to trace three invoices back to 
the coapany•a bid liata to insure the lowest price was paid 
tor the specified aercbandiae. According to Cult , two ot 
the invoices selected were not bid because the aaintenance 
to be done on the plants in question "could only be done by 
Stock Bquipaent Coapany because the aachines to be worked on 
were Stock Bquipaent Coapany aachines and only they could 
work on their aacbines." 

The third invoice vaa traced back to a bid package ot which 
their was only one other bid subaitted . This bid was twice 
as .uch aa the Stock Bquipaent co. bid. However, the Gulf 
could not turnillh a copy of the 1 iat of vendors who were 
notified of the project. We could not verity how many 
noticea if any were aent out to notify other companies of 
the iapending work that vas needed. 

Because of tiae liaitationa in this audit we were not able 
to conduct a aore extensive review of the relationships 
between Gulf'• Board of Directors and outside vendors. Even 
when the transactions between affiliated coapanias are 
legitiaate, without docwa.ntation that proves without a 
doubt that the affiliate bid chosen was the best or lowest 
bid, the transaction doe• not give the appearance of being 
an arJU length transaction. 

COMPANY RESPONSE: See following page. 
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AUDIT DISCLOSURE 3 0 

-------------------

STOCK EQUIPMENT IS ONE OF MANY ORIGINAL EQUIPHENT MANU~ACTURERS <OEM> 

GULF DOES BUSINESS UITH ON A REGULAR BASIS . IT JS A PREVALENT I NUUS-

TRY PRACTICE TO AUARD PURCHASE ORDE~a FOR UORK DON[ ON, AND MATERIALS 

TO BE USED IN, THE REPAIR AND RE~URBJSHHENT OF EQUI PMENT TO THE OEM. 

THE OEM NORMALLY HAS THE EXPERTISE, PROPER TOOLS , AND DIAGRAMS TO 

PERFORM REPAIRS UITHOUT INCURRING LONG AND COSTLY LEARNING CURVES . 

THEIR PARTS ARE DESIGNED AND TESTED FOR USE IN THE EQUJPH£ NT OR 

SYSTEH BEING SERVICED. I N SOH[ CASES THEIR REPLACEMENT PARTS ARf 

NECESSARY TO PRESERVE THE EQUI PHENTS INTEGRIT Y AND ADHERE 10 THE 

TERMS OF THE UA RRANTY . 

USI NG PARTS OR LABOR OF THE' OEM IS COST EFFECTIVE IN BOTH THf. StfO Rl 

AND LONG TERM. AUAROI NG UORK ON A SOLE SOURCE BAS I S TO lHC Of M I S 

A RESPECTED AND PROVEN COMMERCIAL PRACTICC . THESE AUAROS AR[ RC~Ofi-

NI ZEO AS "ARMS LENGTH". THE AUARO OF THE AGREEMENTS RCSTS SOLELY ON 

THE TECHNICAL AN O UARRANTY PARTICULARS OF THE ACTUAL PI ECE. Or EQUJI•-

MENT OR SERVICE . 
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AUDIT DISCLOSURE ~0. 39 

SUBJECT: PBABODY COAL BUYOUT 

DISCUSSION: Gulf paid $60,000,000 to buy out (Peabody 
Buyout) of an unfavorable coal contract in 1988 and 
aucces afully petitioned the co-iaaion to allow the total 
coat of the coal contract in the fuel adjuataent clause. 

A) Tbe financing of the buyout included a rate of 
return on $35,000,000 worth of debt and 
$25,000,000 worth of equity. Thus the fuel clause 
contain• a return for this debt, a return for this 
equity, and inco- tax cove raqea for the equity 
return. 

B) The $35, 000, 000 debt fina.ncinq occurred May J, 
1988 after the April 1, 1988 date indi cated by 
Gulf in ita f~el filinq. 

C) In reconciling cap,ital structure to rate base for 
thia it-, Gulf baa specifi cally identified the 
buyout carried on the books with specific issues 
of debt and the aaortized value of equity . Si.nce 
the balance of the corr .. pondinq aaaet is valued 
in part by the &IK)unt of coal received and coal 
burned, the aaaet and the financinq capi.tal 
balancu do not agree . The difference between the 
financing and the asset vaa approxiaately negative 
~$416,000 in 1988 and a positive $ 2 ,777,000 in the 
projected 1989 teat year. These differences were 
accounted for i.n capital structure on a pro rata 
baaia. 

:In 1989, the utility ia proposing to receive a quaranteed 
return on equity for an average inveablent of approximat.ely 
$24, ooo, ooo including incoH tax coverage throuqh the fuel 
clause, and baa budgeted an increased rate base in this rate 
case by $2,777,000 aore than ita capital coats. 

The 1989 debt coverage in the fuel clause for the buyout is 
for an inveablent of approxt.ately $32,750,000. 

The potential iaauea pre-nt are: Should equity or debt 
returns for this coal buyout be r emoved from the f uel clause 
and placed in base ratea1 and if the coal buyout remains 
entirely in the fuel clauae, how should thi s itea affect tne 
capital structure? 

COMPANY COMMBN'T: These coats vere allowed into the fuel 
c lauae pursuant to Order 19042 (Auditor'• copy attached) . 
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recovery, what lt t~ •110unt Ulat lb~ld be projected t or the 
Aprll-S.pt.-ber, ltll c:oat recovery perlu117• Th is u~u.e 

requlrea no deciaion 1t tbla ti ... aince th• c~jaa l~n hea not 

t aken any tctloe to approve the lo•d rctunt a on rue no c nes 

Gulf projected In)' coati to be rocuvered f o r the 

April-Sept.-bee, 1911 recovery period . 

Tbe neat l .. ue co.c:ernlnt Gulf waa whethttr Gull ·a Pl1nt 
SC:berer coal c:ontuct buy•out coata at\Oul be dloved for coat 
recovery . More apeclflcally, the laaue concerned whet her c;u lt 
abould be allowed to cecover ita ahue of cu~tl I ncur r11d wnen 
Ita Southern Ca.c>lny eftilhte. c;.or9i1 Power C~1ny, bouqht 

out thr" ealatln9 co11 aupply contuct~ t or Pl1nt SCherer. 
Gulf currently owna 1 .11 ~rcent of the totll pllnt . 

Cult aponaored teat11e0ny of Mr . K. t. . Gilchrist o n t h" 
Plant Sc~ret bur-out luue. Mr . Gilchrilt detailed Cieorq ie 
Power • a 11 r1n9 ... nt to buy out the three cont rects and 

d iscuaaed the potcnt lll a1vin91 In fuel coata which r esul'.ed . 

Me. Cillcbrlst teat iCled tt\lt the net effect on th• we i qlltotd 

averaqe pr i ce uf co• l auprlicd to P l1nt ~chero r wea to decc~•sc 

It fr011 S7l.76 per ton In Mey, lU7, to 142 . 6!1 per t o·n " 'or 

October, 1917. Mr . Cillchrlat atet~d hla belle( thet e Horb to 

lower the fuel coata of Phnt Scherer hid been aucc .. sful •nd 

ln the beat lntereat of tbe utepeyera . He urqeo thlt Gulf ' s 

abare of the buy-out coata , approalaately S2 .9 •illion. be 

included i n fuel coat recovery. 

There waa no apeclfic opposition to Ciulf ' s prop~sed 

recovery of tbe Plant SCherer coel conttlcl buy-out coats u 
hear Int. ~er, the lnduatr l ll l ntervenots (INDUS). wh ile 

taklnt no posltlon on tbe luue, cUd ao with the undccstendinq 

re1cbed at prebearlnt tut they would .. lnu l n the c iqhl t o 
cbelleftte the apportlon.ent o f the buy-out coats between 

wbo lesele and retail cuata.era It aa.e liter dete . it t ll~y 

believed lt epproprhte to do ao. Ttw bula for this pos H ion 

h 110re fully esplalned ln the chellenqe of INDUS to Ciu l r · s 

Schedule a Selea discussed below. 

HIV{ ft9 reviewed the teat1110ny of Mr . Gi lchr ht end upo n 

the rec:o.Mndetlon of the St.llff. we C I nd thllt G•ll C • 11 I' lent 

Scherer coel contract buy-out coat s should be IPP•oved ror 

recovery throuvh t~ fuel ldjuat .. nt cleuae. In IPP•ovinq the 

rec;overy of ttaeae coati, .,. t~tu\owledq• that INDUS • •Y wiah u 

so .. tl• to revlalt tbe issue ao tu •• the ellocation of 
costa to ita ..-bera .. .,. be effected . Me note thlt INDUS h1d 

orl9inally t aken the pos ition thlt thla isaue ahou ld be 

deferred pend l ft4 ca.c>letion of l u discovery 1nd t hat 

eckAowledq ... nt of lu ability to revh l t the issue wea i n 11-tu 

of ita further pursuit of 1 110tlon tu def~r . 

The pr l .. r.,. haue uhed by INDUS was one wnicn had O.~tn 

deferred froca the Au,ust . 1917 fuel heu l nqa . Thlt l a~ue wJs 

ateted as follows: Do Ciulf Power 's Sch•dule I S1lea to Un at 

Powec Sales (UPS) cuato-.ra ceuse retJ11 r1tep1yera to ~lel a 

in1ppropriate tu•l ChJr9e1! This ~lt l••t• lsau• is Jl~plu 

enou9h ; howev.u , to put the Issue an prOP1fr ~csp•ct& v,.., w., 

will repeat 11 portl•Jn .,f ~he biiCkQround ~ •• ••u l r.,ntJa n<otl1 ' " 

the preheerlnq ocdec . 

Gulf Power Co...,any hll Unit P~"'"' .1>.\lu~ cun t r11c:::s '"'lt h 
Floridl Power lnd l.iqht (ff'l.), Jlcksonvalle [ICCtll •; Authrlri•. y 
(JEA). end «iulf Stites Ut. ll l t.aes thlt. ,;nv.,. l' l•nt. l :>an&t~l .lnd 

Scherer . The UPS cnnr r a.:•.:; roJq•ol r u •.w·• "111111 ""'"' .. , ,.,. IIY 

pureh1aea : (1) • "'" tlt.t Ah.u o ·•t cra.••'JY ..,h,•u •. h .. · uu1 tJ At<! 
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AUDIT DISCLOSURE NO. 40 

SUBJECT: Bleotronic Data Interchange 

DISCUSSION: •several u.s. utilitiea are edging into 
electronic data interehan9e (BDI) proqra.. with their 
vendor• and diacoverin; aavlnqa of ti .. and aoney. Georgia 
Power, a Southern Coapany affiliate, ~xpecta annual savings 
of $1. 2-aillion froa inventory carrying coat• alone. 

EDI prograaa involve the electronic exchange of information 
between two parti .. , generally replacing paper 
comaunicationa, auch aa requeata for proposals or orders for 
gooda and aervioea. BDI 1• alaoat always a computer-to­
coaputer exchange. 

southern Coapany unit Georgia Power is operating an advanced 
EDI proqraa. Of ita 1,200 vendors Georgia Power is now 
trading electronically with about 200 . Each of the Southern 
Company utilitiea - including Gulf Power - also has an EDI 
prograa underway but not aa advanced aa that ot Georgia 
Power. 

Saving• for tbe utiliti.. coae from reduced inventory 
expenaea and reduced overhead f~r proceasing purchasing 
functiona. BDI abortena purohasi~g cycle• so that you can 
reduce your aupply of aafetv atocka. Proceasing expenses 
drop abarply. CUrrently Georgia Power apends about $70 for 
each paper purchaae order it iaauea. With EDI the cost 
falla to about $35. 

Georgi• Power•• annual aavinqa will approach $1 .2 million of 
inventory carrying coata, plua many intangibles, such as 
fewer keyboard errora and a better relationship between 
utility buyers and trading partners.M 

Source: ELECTRIC UTILITY WBEK - March 13 , 1989 
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AUDIT DISCLOSURE NO. 41 

SUBJZCl': Separation Pactora 

DISCLOSURE: We cUeS not audit the aeparation tactora that 
Gulf Power baa used in their KFRa. 'l'beae factor• are 
requuted percenta9ea. 'l'bay have not been audited, they 
have been accepted in tbia audit aubject to a more intensive 
reviev by the llectrio and Gaa Diviaion. 
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AUDIT DISCLOSURE NO. 42 

SUBJECT: Tax relat~ work 

DISCLOSURE: Tax related issues were not resecrched as part 
ot this audit. Tbe Tax Bureau ot The Division ot Auditing 
and Financial Analysis is conducting their own investigation 
ot these iaauea. The Tax Bureau will be issuing a s eparate 
report diacuaaing their tindings. It is hopetul tha t this 
review will be coapletec1 in the near tuture and will be 
issued aa an addendum to this audit report. 
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AUDIT DISCLOSURE NO . 43 

SUBJECT: REPERBNCE LEVEL 

DISCUSSION: Gulf Power begins building the current year's 
o ' M budget through the uae of a "Reference Level" • A 
"Reference Level" repreMnts the prior year's budgeted 
amount tor any given "Planning Unit• (a budget area), less 
all nonrecurring and corporate controlled it... . Each of 
the companies "PlanniRCJ Unita" ia bucSgeted separatel y and 
has its own "Reference Level." Tbe current year's budget 
is a combination ot tbe "Reference Level" plua or minus the 
current year'• adjuatJMnta. Tbe "Reference Leve l" 
represents a substantial percentage of each planning units 
budgeted dollars for any given year. 

Due to the unique nature of the "Reference Level", it was 
very difficult to audit the budget of Gulf . In order to 
effectively audit the "Reference Level" tor 1989, one would 
have to audit tbe prior year's budget (1988), since the 
"Reference lAval" ia baaed on that budget. However, it 
doesn't atop there, because that budget (1988) ia also based 
on a "Reference Level" - which ia also baaed on a prior 
budget (1987) - and ao on. There appears to be no end (or 
beqinninq) to the "Reference Level." 

COMPANY RESPONSE: Company may respond at a later da te. 
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AUDIT DISCLOSURE NO. 44 

SUBJECT: 1988 OUT OP PERIOD EXPDSBS - UPS 

DISCUSSION: T .. ttn; of unit power aalea expenaea revealed 
aeveral out of period it-. Tb ... it- increaae 1988 UPS 
expena .. -- with a aubaequent decreaae in 1988 utility 
expena .. to Florida rate ~yera: 

R.-ove 1987 coata: 
(2/81 JV 2072) 

R .. ove 1987 coata: 
(4/18 JV 2032) 

Remove 1987 adjuataant: 
(2/88 JV 2072) 

Re•ove 1983 adjuataent: 
(4/81 JV 2072) 

Add 1988 coata: 
(2/89 JV 2032) 
(3/89 JV 2072) 

Add 1988 coata: 
(4/89 JV 2032) 

aubtotal 

Jurisdictional factor 

Juriadictional expenae 

Leaa Inco .. Tax I•pact 
(I 37.63t) 

1988 Revenue Iapact 

($46,613) 

($47,976) 

$34,059 

$23,193 

$25,558 

$188.616 

$176,837 

.967 

$171,001 

($64.348) 

$106,653 ------
COMPANY COMMENT: The coapany aay respond at a later date. 
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1,1tl,,. em,.-; 9Z7,509 905.~ 

(14) (S4) 0. 976J75l (]l) 

CtiO) (100) 0.91S11J1 (98) 
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State of Florida 

tlu&lit 6trbic.e f!ommission 

Gu 1 f Power Coclpany 
Attn: Bonnfe Sprtnklt 
Post Offf ce Box 1151 
Pensacola, Fl 32520-1151 

Dear Ms. Sprfnklt 

May 4 , 1989 

Doc let No. 881167 -E I - Gul f Powt r Coapaft1 Aud1 t AI pt)rt 
for 12-Month Test Ptrfod Endtng Dlceablr 31, 1989 

The enclosed report h forv~rdtd for your review. 

STM TIIIIIU. Director 
Olvhton of Records l a..,.,u,. 

(904) 41t-1311 

The aud1 t report and any ecapany ..-spon• ftled w1 th tM s off1 ce w1 thi n 
ten (10) work dl,ys of the abow date will be fon~arded for cons1deret1on 
by tte staff analyst tn the preparatton of 1 reca.ndat1on for thh 
case. 

Thank you for your cooperation. 

S1 nee rely, 

Ste~ Trtbble 

STIFD/sp 
Enclosure 



BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

In re: Petition of Gulf Power Company) DOCKET NO . 891345-El 
Co r an increase in ita rates and ) 
charges. ) 

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

CERTIFICATE OF SERVIC~ 

I HEREBY CERTIFY that a true and correct c opy of the 

Prefiled Testimony of Robert Alan Freeman has been served by 

Fiest Class u. S. Mail, poata9e prepaid, on Edison Holland , 

Jr .• Esquire (Gulf Power Company), BegCJS and Lane, Post Office 

Box 12950, Pensacola, Fl orida 

followi ng parties of 

of Q~.. ·dQ , 19 ~0 

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

Joseph A. McGlothlin, Esquire 
Lawson, McWhirter, Grandoff 

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

32576, with copies to the 

record, this .J.':f- day 

Office of Public Counsel 
Attn : Jack Shreve, Esq~ire 
111 West Madison Street 
Suite 801 
Tallahassea , FL 32399-1400 

' 
'suz E BROWNESS 
Sta Counsel 

(6762L)SBr :bmi 

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