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PREFILED TESTIHONY OF ROBERT ALAN FREEMAN

Q. Hould you please state your name and business address?

A. Robert Alan Freeman, 101 East Gaines Street,
Tallahassee, Florida, 32399-0865.

Q. By whom are you employed?

A. The Florida Public Service Commission.

Q. How long have you been employed?

A. Since February 10, 1982.

Q. HMould you state your educational background and
experience?

A. I received a Bachelor of Science Degree with a major in
Accounting from Florida State Unfversity in August 1974. After
graduation I was employed by Peat, Marwick, Mitchell, CPA's. In
May, 1976 I became employed with the State of Florida, joining
the Public Service Commission in February 1982.

Q. Are you a certified public accountant?

A.  Yes. I received my certificate from the Florida State
Board of Accountancy in February, 1976.

Q. khat are your responsibilities as a Commission employee?

A. I am a regulatory audit supervisor for the Tallahassee
Audit District. I control and direct all audits in the north
Florida district which ranges from Pensacola to Jacksonville.
Audits are assigned to me by my supervisor, Frank Doud, Deputy
Director of the Division of Auditing & Financial Analysis.

Q. Have you testified in any previous Florida Public
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Service Commission cases?
A. Yes, in three dockets.

820158-HS -~ Intracoastal Utilities regarding Valuation
of an Acquisition Adjustment.
B20067-KS -- Ferncrest Utilities regarding providing an
Allovance for Funds Prudently Invested (AFPI).
870981-WS -- Mi'es Grant Hater and Sewer Company
regarding failure to properly depreciate utility plant.

Q. MWhat other type of work have you performed for Florida
State government?

A. A seven page resume is provided (Exhibit (RAF-3 __ )
which describes my professional, accounting and auditing
experience. Since February 1988, my responsibilities have
included planning, controlling and, in some Instances, preparing
internal accounting reports for use by Commission Staff. These
reports are commonly referred to as “audits”.

Q. What 1s the purpose of your testimony in this case?

A. I'm sponsoring the rate case audit report as filed with
the Division of Records and Reporting in Docket 871167-EI as

Exhibit (RAF-1 ) (composite). I'm also sponsoring

Exhibit (RAF-2 ) which is the rate case audit of Gulf

Power Company in Docket No. 891345-EI. Exhibit (RAF-2 )

will be filed and served on all parties as soon 2s the audit
report is completed and Guif Power Company has had an

opportunity tc review the stated facts for errors or omissions.
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PREFILED TESTIMONY OF ROBERT ALAN FREEMAN

Were both of these audits conducted und~r your

supervision and control?

A.
Q.
A.

Yes.

Does this conclude your testimony?

Yes 1t does.
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RESUME

Robert Freeman
523 N, Meridian St.
Tallahassee, FL 32301

Date of Birth: June 24, 1948 Spouse's Name: Barbara
Place of Birth: Poston, Massachusetts Children: Chuck
Sam

FORMAL EDUCATION AND ACHIEVEMENTS

1974 Florida State University
Tallahassee, Florida
Bachelor's Degree in Accounting i

1976 State Board of Accountancy
Received CPA Certificate |
Passed examination in one attempt |

EMPLOYMENT HISTORY

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

7/79

2/82 Governmental Analyst
Office of the Inspector Ceneral
Office of the Governor
State of Florida

5/78

6/79 Budget Analyst
Department of Administraction
State of Florida

5/76

4/78 Accountant
Division of Retirement
State of Florida

12/74 3/76 Auditor
Peat, Marwick & Mitchell
Certified Public Accountants
Miami, Florida

1969 - 1972 Sergeant
U.S. Army Finance Corps
Vietnam
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SIGNIFIGANT WORK PRODUCTS AND ASSIGNMENTS

Prepared the bulk of the staff case in the investigation
of the level of eamings of the Sanibel Sewer System.
Recammended level of refunds in the case approaches $300,000.

Prepared the bulk of the staff case in the investigation

of the level of earnings of the Bryn Mawr Utility System.
Recomnended level of refunds in the case will approach $40,000.

Prepared daily reports regarding bills and issues
taken up by the 1987 Legislature which affected the

the Cammission.

Prepared detailed procedures regarding the processing

of reported financial surveillance information received fram
electric, gas, and telephone utilities, and followed those
procedures in preparing regular surveillance summary
information for use throughout the commission.

Consistently relied upon to revise existing camputer
programs for my work sector. Computer languages involved
are BASIC, DBASE, and LOTUS.

Campliled rate case checklists for the electric and
communications industry divisions of the Cammiesion.

Developed technical staff procedures discussing the
discovery process including processing of interrogatories
and planning for depositions.

Compiled Camissionwide procedures to resolve situations
when a utility is suspected of receiving excessive revenues.

Developed the standard format for preparation of Commission
agenda recommendations.

Developed a procedure which allows a checklist review of
Comission audits.

Developed the initial draft of the National Association of
Regulatory Commissicner's uniform chart of accounts in the
area of expenses. Approximately 95% of this rough draft
was adopted.
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Robert Freeman

SIGNIFICANT WORK PRODUCTS AND ASSIGNMENTS

1984

1984

1983-84

1983

1982-83

1982

1981

Presently preparing operational auditing theor'es, procedures
and techniques to test the reasonableness of utility salary
expenses fincluding: assessment of executive compensation
plans; evaluation of negotiated wage contracts; and review of
manzger's salaries.

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

Development of innovative procedures allowing water and sewer
utilities 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.

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 recommendation to the Com-
mission, testimony in protest hearing as an expert accounting
witness and assisted in preparation of final attorney brief.

Participation in numerous regulatory proceedings in the water
and sewer industry including: coordination of a number of
water and sewer industry rate cases through establishment of
utility rates.

Applied regulatory policies of the Florida Public Service
Commission to arrive at a maximum revenue cap for regulated
utilities. Identified regulatory policies to be applied.
Explained Commission policies to regulated companies.
Prepared audit programs to address "problem" operating fincome,
capital and balance sheet areas. Operated a computer program
to prepare analytical schedules. Reviewed regulatory audits.
Prepared recommendations for determining acceptable operating
levels of regulated utilities.

Prepared a staffing study with other staff members at the
Florida Human Relations Commission to include development of a
final paper, operational flow charts, workload analysis,
development of historical work completion rates, and
calculation of current staffing needs.
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Robert Freeman

SIGNIFICANT WORK PRODUCTS AND ASSIGNMENTS

1981

1981

1981

1981

1979 &
1980

1979

Supervised and participated in the preparation of a financial
handbook for the use of grantees in the Farmworker's Housing
Assistance Program. Some of the topics outlined fn the hand-
book were contractual compliance, fimancial management, cash
management, budgeting, handling receipts, accounting for dis-
bursements, and controlling the payroll cycle.

Supervised and participated in the preparation of a research
paper addressing management initiatives that can be taken to
reduce employee absenteefsm.

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.

Participated in the development of the Florida Productivity
Plan designed to improve the operational =2fficiency and
effectiveness of Florida government. This program resu'ted in
the creation of agency-centered productivity plans, a
productivity improvement council and a Florida productivity
center. (Total positive impact: over $50 million)

Performed initial research developing productivity related
source materials, statistics and initfatives taken by the
federal government, other states, privatc organizations, local
governments, municipalities and cities.
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Prepared a productivity briefine packase for the purposes of:

1) establishing common definitions, =cals and criteria; 2) de-
scribine the concepts of productivity: 3) motivating government
agencies and individual employee efforts; and 4) providine an
explanation of executive policy in the area of productivity.

Prepared initial applications and monitored federal grant
awards targeted toward improving the efficiency and effectiveness
of 7lorida government.

Prepared contracts and contract amendments establishineg a
productivity information resource and short term technical
assistance function within the 3tate University 3ystem.

Developed a systems manual on contract management discussine
the general principles in the procurement of professional and
technical services and providing suidelines for controlling,
organizing and documenting each step in a contract manacement
system. This systems manual was adopted for reneral use by
many large agencies in 7lorida 3tate Tovernment.

Served on a contract selection committee reviewine proposals
for providing 350,000 in audit services to the State Znerey
Office.

Served on the farmworker's housine grant review committeec,
aiding in the review of proposals tareeted to initiate necded
housing for migrant laborers.

Designed emergency operations plans for the Cffice of the
Governor in the advent of a possible independent truckers'

strike.

Developed a general contingency plannins outlines for use

by the Governor's Office in the advent of any renerzl
emergency, providing guidelines to be used by the Governor's
Office in preparing for and reacting to disasters.

Compared Tlorida's procedures used in handlineg minor liabilities
incurred on the State's highways to those procedures used in
other states.

Analyzed “lorida Law 80-404, describine the eligibility benefits
and administrative processes in effect for the newly established
lorida 3enior !"anagement Service.

Described the “lorida Appropriations Process in laymen's terms.
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hobert .reeman

1980 Assisnment as a regulatory reform team member assigned to
identify and resolve duplication, conflict and waste in the
statutes, rules and regulations affecting “lorida government.

Budeget Analysis

1978-79

Performed a financial and program analysis of the “lorida
Educational Pixed Capital Outlay Program including:

e historical comparison of inventories and standards used
in the request for funds and in the construction of
public educational buildines

e review of the laws, rules and regulations affecting
the construction and operation of educational facilities

e analyzed the 1979-81 budget request for Educational
7ired Capital Outlay (approximately 3300 million)

e reviewed the capital construction plans for public
schools, community collesges, universities and vocational-
technical schools.

Operational Accounting Experience
1977-78 Performed disbursement procedures for a retired payroll

1976-78

1977-78

1976

totalling 5143 million yearly.

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

"aintained a general ledger accounts for the social
security trust fund with an annual cash flow of {.8 billion.

Operated and supervised a receipts section collectineg
retirement and social security contributions from the
governmant entities in florida (annual cash volume
$1.6 billion).
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Robert ~“reeman

Auditine Exverience

1975

Compliance testing in all areas of payroll, disbursements and
revenues. Preparation of flowcharts depictins internal control
systems. Sent and controlled confirmation of receivables and
payables. Participated in inventory observations. cash counts
and payroll payoffs. Reviewed corporate minutes. Prepared
limited audit programs and analyzed selected expense and
liability accounts. Reviewed bank reconciliations for
appropriate control and cutoff procedures. Performed tests
for unrecorded liabilities.

[Most Recent References Provided.

Additi

onal References Provided On Request.
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k. Two pages - Memorandum dated May 18, 1989 from Division of
Auditing & Financial Analysis (Doud) to the Division of Records
and Reporting.

B. One page - Revised Cover Page of Rate Case Audit No. BB1167.

C. One Page - Revised Page 72 of Rate Case Audit Nc. 8B1167.

D. Two pages - Memorandum dated May 4, 1989 from Division of Acditing
& Financial Analysis (Doud) to Division of Records and Reporting.

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

F. One page - Letter dated May 4, 1989 from Steve Tribble to Bonnie
Sprinkle
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Comrissionors: State of Florida
MICHAEL McK. WILSON, Chairman
GERALD L. (JERRY) GUNTER
JOHN T. HERNDOW

THOMAS H. BEARD

STEVE TRIBBLE, Director
Division of Records & Reporting

(904) 488-8371
BETTY EASLEY
o t‘b‘\i
el
¢ eV Public éerht
MEMORANDUM
~ T Way T8, 7989
To:  DIVISION OF RECORDS AND REPORTING
FROM:  DIVISION OF AUDIT AMD FINANCE (DOUD)
RE:  DOCKET NO. 881167-EI -- GULF POMER COMPANY 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 the subject audit
report:

Delete A_dd_

ACK Unsigned Cover Page Completed Co'=r Page
AFA
APP
CAF

cH
CTR Additional field work for two open items is expected to be completed by
' May 26, 1989. If required, a supplemental report will be issued.

Page 72 for Test Year 1984 Page 72 - For Projected
Test Year Ended 1989

]

Provide a copy to all recipients of the original report.

E/G
LEG
LN

oPL
RCH
SEC
WAS
OTH DOCUMENT 11172 g
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| |

QLG MAY1E (6
FLETCHER BUILDING - 101 EAST GAINES STREET - VTALLAHASSFE, FL. 32399-0870 =
“An Affirmmative Action/Equal Opportunity Employer™ .-.rr\_PE
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1
2
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Division of Records and Reporting
Dociet No. 881167 - Gulf Power
May 18, 1989

Page 2

FD/sp
Attachments
cc: Chairman Wilson
Comnission Beard
Commissioner Gunter
Commi ssioner Herndon
Commissioner Easley
David Swaffford, Executive Director
Bi11 Talbott, Deputy Executive Director/Technical
legal Services
Division of Auditing and Financial Analysis (Devlin/Flannagan)
Division of Electric and Gas (Bass/Jenkins/Harvey/Merta/Revell/
Roi g/Shine /Slenlewicz (4))
Tallahassee District Office (Freeman)

Mr. Don Hale

Office of Public Counsel
624 Fuller Warren Builfing
202 Blount Street
Tallahassee, FL 32301

Ms. Bonnie Sprinkle

Gulf Power Compa

Post Office Box 1151
Pensacola, FL 32520-1151




FLORIDA PUBLIC SERVICE COMMISSION
AUDIT REPORT

1989 PROJECTED TEST YEAR
12 MONTHS ENDED DECEMBER 31, 1989

FIELD WORK COMPLETED
APRIL 14, 1989

GULF POWER COMPANY
PENSACOLA, FLORIDA
ESCAMBIA COUNTY

RATE CASE AUDIT
DOCKET NO. 8B1167

a:.
CARRIE A. BRANCH
AUDIT MANAGER
MINORITY OPINION
BUTCH BROUSSARD NO ¢80
NO
BOB FREEMAN NORsF
NO AF fu ¥

ROBERT FREEMAN
REGULATORY ANALYST SUPERVISOR
TALLAHASSEE DISTRICT OFFICE

DOCUMENT NUM3ER-DATE
OLLT7S MAY-L 183
o FPSC-RECORDS/REPORTING
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Commissioners:

MICHAEL McK. WILSON, CHAIRMAN
THOMAS M. BEARD

BETTY EASLEY

GERALD L. (JERRY) GUNTER

JOHN T. HERNDON

T0:
FROM:
RE:

DIVISION OF AUDIT AND FINANCE (DOUD)
DOCKET NO. 881167-E1 ~- GULF POWER

tate of Florida ORIGINAL
g FILE Copy

TIMOTHY J. DEVLIN, Director
Auditing & Financial Analysias Division

{804) 4B8-8147
Public Service Commigsion
MEMORANDUMHN
== Fay ¥,01989 ~
maillid
. <34
Th

NIVISION OF RECORDS AND REPORTING

F

AMY AUDIT REPORT

FOR 12-MONTH TEST PERIOD ENDING DECEMBER 31, 1983

Forwarded.

o s = m S S S S S S SS S S SIS

A.dit exceptions document deviations from the Unifom

Systen of Accounts, Commission rule or order, Staff Accounting Bulletin

and

generally accepted accounting principles.

Audit findings disclose

information that may influence the decision process.

Audit working papers
documents were forwarded to

are available for review on request. Confidential
the division of Records and Reports by

separate transaittal letters.

As evidenced by the lack of signatures, this audit has
without the normal in-depth review of audit working papers.
release provides the information on a timely basis.

been issued
This early

The reader may be

comforted by the following three facts:

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

signed cover sheet

to the Division of Records and

Reports;

2. 1f appropriate, a supplementary report or errata sheet will be
released with the signed cover shect; and,

FLETCHER BUILDING .

DOCUMENT NPT =9-DATE

101 EAST GAINES STREET - TNM F&l&;&éﬁ?ﬁ

An Affirmative Action/Equal Opportunity empl@SC-RECORDS/ REPORTING




Memorandun - Division of Records and Reporting
Gulf Power Cuu?my

Doclet No. 881167-El

May 4, 1989

Page 2

3. The rigors of the rate case hearing will test the audit
results.

Please forward a complete copy of this repert to:

Gulf Power Company

Attn: Bonnie Sprinkle
Post Office Box 115]
Pensacola, FL 32520-1151

FD/sp
Attachment
ce: Chairman Wilson
Conmissioner Beard
Cormi ssioner Gunter
Commi ssioner Herndon
Cormai ssfoner Easley
B111 Talbott, Deputy Executive Director/Technical
David Swafford, Executiwe Director
Legal Services
Division of Auditing and Financial Analysis
(Deviin/Flannagan)
pivision of Electric and Gas (Bass/Jenkins/Harwey/Merta/
Reve11/Romig/Shine /Slenlewicz (4))
Tallahassee District Office (Freeman)

Hr. Don Hale

Office of Pub«ic Counsel
624 Fuller Warren Building
202 Blount Street
Tallahassee, FL 32301




FLORIDA PUBLIC SERVICE COMMISSION

AUDIT REPORT

1989 PROJECTED TEST YEAR
12 MONTHS ENDED DECEMBER 31, 1989

FIELD WORK COMPLETED
APRIL 14, 1989

GULF POWER COMPANY
PENSACOLA, FLORIDA
ESCAMBIA COUNTY

RATE CASE AUDIT
DOCKET NO. 881167

-

CARRIE A. BRANCH
AUDIT MANAGER

AUDIT STAFF MINORITY OPINION
BUTCH BROUSSARD NO
DON HARTSFIELD NO
BOB FREEMAN NO
NANCY GAFFNEY NO

ROBERT FREEMAN
REGULATORY ANALYST SUPERVISOR
TALLAHASSEE DISTRICT OFFICE

DOCUMERT NMETR-DATE
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p (8 Executive Summary

AUDIT _PURPOSE: We have applied the procedures
described in Section II of this report to the Exhibits filed
by Gulf Power Company in support of Docket No. B81167-EI for
the projected 12 month period ending December 31, 1989 to
determine if those exhibits represent utility books and
records maintained in compliance with Commission directives;
that company adjustments are based on supportable facts and
assumptions; and to disclose any transactions, procedures or
events discovered which may intluence Commission decisions.

SCOPE LIMITATION:

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

Document Request No. 132 - Land Purchases
Document Request No. 143 - Land Costs
Document Request No. 153 - Top Guns Video

Denial of Access - The following information was
denied to staff during the course of this audit:

1) Gulf Power Company has denied 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 of 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 expertise 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.




DISCLAIM PUBLIC USE:

This is an internal accounting report prepared after
performing a limited scope audit:; accordingly, this document
must not be relied on for any purpose except to assist the
commission staff in the performance of their duties and
responsibilities. Substantial additional work would have to
be performed to satisfy generally accepted audit standards
and produce audited financial statements for public use.

OPINION:

Subject to audit exceptions 1 - 4, the company scope
limitation, and the procedures described in Section II, the
appended rate base, net operating income, and cost of
capital exhibits for the projected 12 months ended December
31, 1989, represent utility books and records maintained in
substantial compliance 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 was
cancelled.

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

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

Disclosures

Rate Base: Company has included in their filing a new
corporate building, additional generating facilities -
Scherer Unit No.3 and Plant Daniels, various projects in
plant held for future use, and miscellaneous working capital
accounts. Working capital issues include such things as
"Project Turn Key," Acid Rain, fuel and conservation
over/under recovery, UPS calculations, and pension costs.




: In the utility's 1989 projected
capital structure, non-utility assets were removed from the
capital structure pro-rata, Lhe cost of customer cdeposits
were calculated to be only 7.63% in 1988, and the company
used a cost methodology in computing cost of debt and
preferred stock.

NOI: Company included various non-utility type
expenses in utility accounts, company added various
conservation type expenses and programs to base rate
expenses, budget process is not trued-up, and transmission
line rental expenses are estiuates.

II. Audit Scope

This report is based on the audit work described below.
When used in this section of the report COMPILED, REVIEWED,
and EXAMINED define completed audit work as:

COMPILED: Reconciled exhibit amounts to the general
ledger; visually scanned general ledger accounts;
investigated or disclosed observed errors,
irregularities or inconsistencies. Except as noted 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, irreqularities 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 at
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 rates
used by the company against the companies most current
depreciation represcription, Order No. 19901; traced
balances from December 31, 1984 through December 31, 1988.




Examined Plant Held for Future Use by obtaining the
company's plans for each item in the account; investigated
any cancelled projects related to PHFU; and traced each item
to the general ledger.

Working Capital - Examined working capital accounts by
comparison of 1987 reported working capital to 1988 working
capital reported and to 1989 projected working capital;
compiled working capital balances repcrted at December 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 billirgs based on judgmental sampling;
prepared revenue analysis over past ten vears.

Compiled operating and maintenance accounts for
reasonableness, judgmentally sampled $135,604 of 1988 0 & 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 capital balances and
reported capital costs, read 100% of all debt and preferred
stock additions and reductions, tested rate base to capital
structure reccnciliation; 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 for rate base, net operating
income, and cost of capital; compared assumptions to last
rate case.




OTHER:
minutes.

Read Board of Directors 1984 through 1988

Read Arthur Andersen's review of Gulf's 1989 budget
and budget process; noted issues past as immaterial.

The following areas were specifically addressed but may
still need additional review:

1)

2)

3)
4)
5)
6)
7)
8)
9)
10)
11)
12)
13)
14)

15)

Inventory - procedures, controls, etc.

Spare Parts Inventory - correct accounting
procedures.

PACs - Contributions by Employees
Obsolete Materials

Double Billings

Landscaping

Over Billing of Invoices

Non-Utility Expenses

Legal Expenses

UPS Allocations

Southern Company Allocations

Contracts - Plant Scherer and Daniel
Alleged Vendor Kick-backs for Contracts
Affiliated Transactions - Board of Directors

Internal Controls




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
intc service on November 8, 1985 and continued to accrue a
full months (November) AFUDC. An adjustment should be made
to the 1989 budgeted numbers to reduce the amount of plant
in service by $34,014. It should also be noted that the
company has made an adjustment to their books to reflect
this error. This adjustment is dated February 28, 1989.

30 Days in Month of November
- 8 Days GWO signed 11/8/85

22 Days AFUDC should be reversed

1985
AFUDC Accrued Factor Reversal
Month of November

Equity - $22,046.45 X 22/30 = $16,093.91
Debt - 24,548.62 X 22/30 = 17,920.49
$46,595.07 $34,014.40
(2% 3 3 ¥ -%-3_J ] EDSSIZmmoETT IS S

COMPANY COMMENT: Company agrees with this adjustment and
has already made the adjustment on their books.




AUDIT EXCEPTION NO. 2

SUBJECT: Plant Held for Future Use(PHFU) - Valparasio

DISCUSSION: According to document request §47 doted and
signed by Gulf on February 23, 1989, Gulf states that "the
$100,000 shown as PHFU at Valparasio is for the purchase of
property adjacent to an existing substation to make room for
the 230KV substation planned in later years."

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

When a second audit request (no.154) was issued asking
specifically about the Valparasio project, the company said
that the project had indeed been 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 this adjustment.




AUDIT EXCEPTION NO. 3

SUBJECT: Canceled SCS Building

DISCUSSION: In 1984, Southern Company Services cancelled
the construction of a building, the costs of which were
allocated to all the System Operating Companies. 2 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 101, Account 183,
Preliminary Survey and Investigation Charges, state, in
part,

A. This Account sha'l be charged with all
expenditures for preliminary surveys, plans,
investigations, etc., made for the purpose of
determining the feasibility of utility projects
under contemplation. If construction results,
this account shall be credited and the appropriate
utility plant account charged. 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 §3

DISCUSSION: In late 1984, Gulf purchased 25% ownership
of Scherer Unit #3 from Georgia Power Company, an affiliate.
The sale price was the actual cost of the Scherer Unit #3
less AFUDC plus a Carrying Charge equal to incremental debt
and capital costs. The unit was still in Account 107,
Construction Work In Progress - Electric, at the time of the
sale. In determining the sales price, Georgia Power used
the cost recorded in Account 107 less the AFUDC accrual plus
a carrying charge amount based on its incremental debt and
equity costs. The difference of $6,58B7,440 represents an
amount in excess of actual costs incurred in the
construction of the generating unit. Gulf also accrued
AFUDC in the amount of $1,392,674 on this difference.

Carrying Costs $14,069,299
AFUDC on 25% 7,481,859
Excess Cost $ 6,587,440
AFUDC on Excess 1,392,674
Total Excess $ 7,980,114

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

COMPANY COMMENTS: Company will respond at a later date.

11




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 cof the aany 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 informaticnal
purposes. Again, these areas have not been 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 failing
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 and rental houses.

-Mr. Vogtle, former 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.

12




Audit Disclosure No, 1

Numerocus allegations have been made by both parties in this
issue.

2) Gulf spent many dollars on legal fees in the past
two years.

-Fred Levin, Attorney, hags handled many outside
investigations for Gulf. Gulf has charged $975,260 of
expenses to FPSC regulated accounts, billed from Mr.
Levin's firm over the past 2 years.

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

-Beggs and Lane Law Firm, Gulf has paid Beggs and Lane
approximately $515,911 in 1988 of which $510,178 was
charged to FPSC regulated accounts for regulatory legal
matters.

3) Senator W.D. 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 Jim Cronley, of receiving
preferential treatment from Gulf Power for the installation
of underground utilities for his development projects. A
report was issued by staff.

Gulf does do business with W.D. Childers Travel Agency. In
1987 Gulf paid the Agency approximately $84,588. 1In 1988,
that amount was $90,730. Gulf Power has represented that
Sen. Childers is no 1longer affiliated with this travel

agency.
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Audit Disclosure No. 1

4) 1In 1988, former utility manager Lamar Brazwell was
sentenced to nine years and fined $30,00¢ for evading taxes
on money and material he took from the utility. Brazwell's
schemes involved businesses such as:

-Southern Scrap, Gulf continues to do business with
this company. Gulf sells most of their scrap metal to
this company. Gulf represented that they discontinued
doing business with this company Dec. 31, 1988.

-West Florida Landscaping, Gulf continues to do
business with this company. Gulf paid this vendor
$202,127 in 1987 and $231,234 in 1988 for landscaping
services.

=Gulf Coast Paving and Grading, Gulf continues to do
business with this company. Gulf incurred expenses of
$61,066 in 1987 and $44,305 in 1988 from this company.
Gulf represented that they discontinued business with
this company December 31, 1988.

-Redco 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 Redco. Gulf represented that
they discontinued business with this company Dec. 31,
1988.

5) Kick-back Allegations

-Richard Leeper was sentenced to 12 months for lying to
a federal grand jury about his role in a kick-back
scheme involving three former Gulf Power employees.

-Peggy Miller, a partner in Self Window Cleaning,
accused Mark Rubenacker, accountant at Gulf who was
dismissed Feb. 24, 1989, of demanding $750 in kick-
backs after her company won a $20,600 contract to wash
windows twice last year at Gulf's new headquarters
building.

14




Audit Disclosure No. 1

6) Grand Jury Investigation, "An Internal Revenue
Service (IRS) report alleges that top financial officers of
the Southern Company and its subsidiaries, which include
Gulf Power, have conspired with the accounting firm of
Arthur Andersen and Co. since 1982 to avoid paying hundreds
of millions of dollars in federal taxes by establishing an
“off the books scheme" to hide the existence of spare
parts. "

7) Ray Howell, Design Associates, Mr. Howell was to
testify in the grand jury investigation in Atlanta regarding
PACs, until he disappeared December 8, 1988 hours before he
was to 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 for services. All of
those amounts were charged to regulatory accounts (including
conser-vation).

8) "Robert McRae, a former Gulf Power board member,
and his wife, were murdered in their Graceville home January
29,1989.

9) A 1983 warehouse inventory done by Carolyn Sirmon,
warehouse supervisor, stated that the warehouse was short
approximately $2,000,000. Gulf Power officials dispute this
and maintain that the correct 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 plane crash, arranged for
the John Appleyard Agency to bill Gulf for Kyle Croft's
health insurance premium shortly after Croft was fired in
1984.

11) The above article also indicated that Appleyard
also submitted phoney invoices to Gulf for some of the
agency's charitable contributions, and that Gulf fired
Apple ‘ard in early April, 1989. The Appleyard Agency
invoiced Gulf Power Company $906,911 in 1987 and $1,293,63°f
in 1988 for services.

15




AUDIT DISCLOSURE NO. 2

SUBJECT: DENIAL AND DEFERRAL OF ACCESS TO RECORDS

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

First, Gulf Power Company denied staff auditors access 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 for "overstated and overcharged
services and expenses and not all services invoiced were
rendered."

Second, audit staff asked the company for any information
regarding the recommendation that Vice President Horton be
"separated from the company." The company has stated that
“the minutes of the Audit Committee, 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."™ It was represented to me,
that the reason for the delay in preparing the minutes was
because Dr. Reed Bell, Chairman of the Audit Ccmmittee, has
been ill.

Gulf also stated 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." The question then exits, why was
Mr. Horton being "separated from the company?," and what was
the basis for the Audit Committee's recommendation? 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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Gulf Power
0_. A Fall tha SQuUIRCIN alectng Systam
Direcior of internal Accounting Corerols
May 1, 1989

Carrie Branch
FPSC Audlt Manager

The following information is furnished in response to FPSC
Document/Record Recuest Nos. 159 and 160.

Request No. 159

1. The minutes of the Audit Committee, wherein the Committee
recommended that Jake Horton be separated from the Company,
have not been finalized. At such time as they have been
pPrepared, they will be provided under number 3 below.

2. There is no Audit Committee report on Mr. Horton. There
exite no investigation of Mr. Horton's activities and
therefore there are no workpapers or supporting
documentation. The supporting workpapers and documentation
for internal audits conducted by the Company have already
been provided by the Company to the Commission Staff or are
part of a Motion for Protective Order.

3. Again, there has been no investigation of Mr. Horton.
Access and review of the minutes of all Audit Committee
meetings relating to the Company's internal investigation
will be provided on a confidential basis.

4. See Number 2 above,

Request No, 160:

There has been no investigation conducted by Gulf Power of
Vice President Jake Horton's activities. To the best of
our knowledge, there are no accounts or related amounts
which are included in the filed exhibits (MFR's) .

> 4 ﬁ.a’dﬂ
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AUDIT DISCLOSURE NO. 2

SUBJECT: NEW CORPORATE HEADQUARTERS BUILDING

DISCUSSION: The building itself can be described as a
five story structure with a basement parking garage for
company vehicles. Gross square footages of the floors is as
follows:

level Gross Area
Parking Level 57,057 sq.ft.
First Floor 46,094 sq.ft.
Second Floor 41,962 sqg.ft.
Third Floor 51,563 sq.ft.
Fourth Floor 51,563 sq.ft.
Fifth Floor 51,563 sq.ft.
Mechanical Penthouse 8,832 sq.ft.
Total Square Feet 308,634 sq.ft.

EOEESEmmINITEEL S

"All portions of the building are in use at the present
time. The third floor which was constructed for future
Gulf Power office space is presently being utilized as
building storage space and maintenance space to support
operations of the building." Component costs of the
new Gulf Power Corpcrate Headquarters office project
are outlined below.

I. Building Investment Costs

Cost Component Expenditure
a) Building Costs $15,148,000
b) A & E Costs 894,000

Subtotal $16,042,000

II. Related Investment Costs

a) Site Work Construction 1,233,000
b) Land Costs 3,906,000
c) Building Equipment Costs 2,444,000
d) Engineering and OH 2,985,000
e) AFUDC 1,423,000

Subtotal $11,877,000
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Audit Disclosure No. 3

TII. Support Investment Costs

a) Furnishings $ 3,612,000
Subtotal $ 3,612,000
TOTAL COST OF CORPORATE OFFICE PROJECT 531,533,000

A summary of the work orders with related costs can be found
in workpaper 12. Shortly after this audit is issued, Bill
Davis, FPSC Engineer, will issue a supplemental detailed
report on the costs and materials used in the construction

of this new building. This report is to be issued May 19,
1989.
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AUDIT DISCLOSURE NO. 4

SUBJECT: Plant Scherer Common Facilities

DISCUSSION: In November 1987, Gulf purchased Common
Facilities from Oglethorpe Power Company and the City of
Dalton Georgia. The adjusted purchase price as of February
29, 1988 was $29,131,850. An acquisition adjustment of
$8,680,507 resulted from this 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 to 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 of 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/D amount
was re-computed by the company using its own composite
depreciation rate times 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 the plant account depreciation
rate.

Therefore the acquisition adjustment of $8,680,507 may or
may not be the appropriate amount. Even if the amount is
determined to be correct, the Commission still needs to
decide whether they are willing to accept an acgisitcion
adjustment as part of rate base.
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AUDIT DISCLOSURE NO. 5

SUBJECT : Sale and Lease Back of Daniel Coal Cars

DISCUSSION: Southern Company Services' arranged the lease
agreement with Pitney Bowes for the lease of 495 aluminum
railcars to be used to transport coal to Piant Daniel.
Under the terms of the aluminum railcar lease, the lessor
will purchase at book value Mississippi Power/Gulf Power's
455 steel railcars currently in operation.

The book value of the steel railcars at the time of
retirement will be included in the aluminum railcar lease
agreement.

The market value of the steel railcars is somewhat lower
than their current book value. Based on an offer received
on the steel railcars, the market price is $19,250 per 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 will result in the
inclusion of a premium in the aluminum railcar lease
payments to be paid by MPC/Gulf.
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AUDIT DISCLOSURE NO. 6

SUBJECT: Accumulated Depreciation Methodology

DISCUSSION: Accumulated Depreciation is calculated
monthly using an actual beginning of the month plant in
service balance and an estimated end of month balance.
These two amounts are then averaged together to come up with
an average monthly balance. The average monthly balance is
then multiplied by the approved Florida Public Service
Commission rate for that account to come up with the monthly
accunmulated depreciation amount.

In the following month Gulf makes a true-up calculation.
They calculate the accumulated depreciation for all accounts
using the actual ending plant in service amount that was on
the books at the previous month's end. This true-up amount
is usually very small and immaterial.

The company is currently implementing a new on-line

depreciation system that will eliminate this true-up
calculation each month.
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AUDIT DISCLOSURE NO. 7

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

DISCUSSION: In the company's previous rate case, docket
840086-EI, $304,000 of land at the Caryville site was
disallowed for rate making purposes.

In that rate case order the Commission stated that "Gulf has
not adequately demonstrated that its plan to purchase
another 1,000 acres for its Caryville site is necessary and
prudent.® In the current rate case, Gulf has budgeted an
additional $50,000 in their 1989 budget for land to be used
for coal storage, substation and transmission facilities at
the Caryville site. According to Schedule 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 also stated that the Commission® 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 sites." As of this audit those guidelines
have not been developed.

Gulf states that "the reported PHFU is for property which
has been purchased to accommodate a 800 MW generating unit.*
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AUDIT DISCLOSURE NO. 8
SUBJECT: NEW UTILITY DEPOSITS IN WORKING CAPITAL

DISCUSSION: The utility proposes to include the following
deposits in its working capital allowance for its 1989
projected rate base; however, utility data filed to date
has not been sufficient to determine that the insurance
deposits are reqguired, and are not interest bearing. Each
of these deposits is with, or made through, a related party.

Account 1988 avg

Number  Description Amount

128-002 Blackwater Cooling Facility $250,000
Mississippi Power Co.

128-020 Energy Insurance Mutual $106,342
Reserve Premium

128-030 Reserve Premium Ace Ins. $ 31,613

128-040 Reserve Premium - XL Ins. $ 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 shculd be considered for exclusion from
working capital.

The remaining deposits 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: WORKING CAPITAL RECORDS

DISCUSSION: Records supporting the utility's allcwance 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 difflicult to compare the utility's
provision for 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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AUDIT DISCLOSURE NO. 10
SUBJECT: WORKING CAPITAL - PROJECT TURN KEY

DISCUSSION: The utility included the 13-month average
balance ($232,846) of account 165-912, Prepaid Turn Key
Project, in its calculation of working capital in its
December 1988 surveillance report. The costs included in
this account represent a contractual payment to Mitsui & Co.
(USA), Inc. for the Choctavhatchee Bay 138KV Submarine cable
crossing construction.

The project consists of contracting with a Japanese firm to
manufacture a special cable and lay that cable underneath
the waters of Choctawhatchee Bay. This will provide a
second service to Destin. A payment of $1,009,000 was
initially recorded in October 1988, reportedly 30 days after
the contract was signed and was still on the books as of the
last day of field work. The utility reports a second
payment of $4,540,500 will be paid wvhen the cable is
received (at that time both payments will be considered
Construction Work in Progress -- CWIP). A residual balance
of $4,540,500 reportedly will be paid 30 days after the
cable is installed. Installation is expected tc take
approximately 90 days with a completion date on or about
July 15,1989.

This project and future projects of this unigque nature and
relative significance could be considered plant cost
includable in the CWIP account. Such treatment appears to
be permitted. The description of account 154, Plant
Operating Materials and Supplies, 18 CFR 101, provides
permissive treatment in note B;

"When materials and supplies are purchased for
immediate use, they need not be carried through this
account (materials and supplies inventory) but may
charged directly to the appropriate utility plant or

expense account."

Electric plant instruction 3 (A) (1) in describing components
of plant cost provides:

"Contract work includes amount paid for work performed
under contract by other companies, costs incident to
the award of such contracts, and the inspection of such
work."®

Reportedly this particular item would not accrue AFUDC, it
is a work order lasting less than one year.

COMPANY COMMENT: The transaction was recorded properly.
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AUDIT DISCLOSURE NO. 11

SUBJECT: Working Capital - Acid Rain

DISCUSSION: Gulf Power Company 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 -
Expenditures for Certain Civic, Political and Related
Activities each December. We agree that charges related to
Acid Rain Legislation should be below the line. But, the
company included the deferred debit in their calculation of
working capital. This accrual results in an over-statement
of total company working capital of $32,000 in the Company's
projected 1989 test year on a 13 month average.
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AUDIT DISCLOSURE NO. 12
SUBJECT: CONSERVATION AND FUEL OVER RECOVERY

DISCUSSION: On MFR Schedule B-10a, page 2 of 4, line 30,
and MFR Schedule A-10, page 2 of 4, line 17, Gulf proposes
to remove the over recovery of fuel and conservation charges
from working capital. This is contrary to the treatment of
these items in the utility's last rate case.

Because the utility budgets these amounts as zero in the
projected 1989 test year, there is no dollar effect in
sett rates, but there would be a dollar impact in
report future rate base balances.

For the month of December 1988, inclusion of the liability
for over recovery of conservation revenues in working
capital decreased December 1988 rate base by $176,000.

Also for the month of December 1988, exclusion of the under
recovery of fuel reduced working capital by $1,218,000.

Both adjustments reflected by the utility in 1988 are
consistent with the policy set in the prior rate case.

COMPANY COMMENT: The company may respond at a later date.
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AUDIT DISCLOSURE NO. 13
SUBJECT: UPS WORKING CAPITAL

DISCUSSION: For the month of December 1988 the utility
deleted $12,572,252 from working capital because it was unit
power sales (UPS) related from a reported UPS working
capital total of $18,288,982. Examination of an internal
report of the utility showed the amount of total dollars
allocated to UPS working capital was $30,062,045 -- almost
$12,000,000 more than the amount used as a basis for reports
to the Commission. These balances are calculated in an
attached schedule.

The utility calculates its UPS working capital reported to
the Commission using a 13-month average balance sheet
approach wheruin the UPS contract uses primarily a 1/8 cost
of O & M apprcach. The result of this disparity is that the
utility bills more working capital to its UPS customers than
it reports to the Commission.

The ESTIMATED impact of this item on annual revenues
follows. Audit time was not sufficient to determine the
exact difference:

Revenue 1988 » 1989

— Multiplier Impact _ Impact
Rate Base Decrease: $12,000,000 $6,220,675 $1,061,951
Rate of Return: 8.63%
Subtotal: $1,035,600
Tax Multiplier: 1.632064
Revenue Overstatement: $1,690,165 $876,163 $149,573
Revenue Multiplier .140847

* Rate base effect was determined by first calculating the
13-month average UPS rate base reported to the Commission in
1988 as $22,077,442 based upon UPS working capital schedules

from the utility. Then, unreported working capital
percentage was the estimated to be 36.17% ($30,062,045/
$22,077,442)-1. Estimated decrease in rate base was

calculated using reported working capital adjustments in the
utility's 1988 surveillance calculation ($17,198,440 x .3617
= $6,220,675) and in the utility's 1989 projected rate base
($2,936,000 x .3617 = $1,061,951).

COMPANY COMMENT: This practice is consistent with the
utility's last rate case and subsequent reports.
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AUDIT DISCLOSURE NO. 14
SUBJECT: 1988 AND 1989 WORKING CAPITAL - PENSION COST

DISCUSSION: The utility included account 165-911,
Prepayment of Pensions in its calculation of working capital
in its 1988 surveillance report and in its projected 1989
rate base for the current rate case. Staff's 13 month
average balances for this item are $1,293,446 in 1988 and
$1,758,441 in the projected rate base for 1989. Staff
balances are calculated on the immediately following
schedule.

There are two issues associated with this item:

1) Pension prepayments reduce the tax liability, future
pension costs, but someone must finance any prepayment.
An issue in this case is whether the rate payer will
finance any prepayment receiving associated tax
benefits or whether the utility will finance the
prepayment and receive the tax benefits below the line.
Prepaid pension costs represent costs of pensions to be
incurred in the future.

2) The method 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 for pension costs existed
in 1986 and when the liability was paid. The attached
extract from 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 1liability existed in 1986, the
valuation of any prepayment could be overstated.

COMPANY COMMENT: The company may respond at a later date.
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Determination of Actuary's Book Value as described fn Section 2.3D

1)

2)

3)
&)

5)

6)

7)

8)
9)
10)

11)

12)

Actuary's Book Value at
December 31, 1985

Receipts:

a) Contributions allocated
to 1986

b) Earnings - Dividends and
Interest

¢) Total Receipts
Disbursements: Pension Payments

Preliminary Actuary's Book Value
December 31, 1986: (1)+(2¢)-(3)

Market Value of Assets
December 31, 1986: Trust Fund

Held by Retirement

Board

Appreciation Capitalized in
Current Year: 20% of ((5)-(4))

Actuary's Book Value at
December 31, 1986: (4)+(6)

B0% of Market Valua
1202 of Market Value

Actuary's Book Value: (7), but not
less than (8) or more than (9)

Total Investment Increment:
(2b)+(6)

Annual Rate of Return

$930,350 of this amount was contributed in 1986
$1,583,838 vas contributed in 1987 and applied to the 1986 plan year.

$ 59,055,824

$ 2,514,188+

3,323,261
$ 6,037,429
$ 1,589,198

$ 63,504,055

$ 80,087,740
134,878

$ 80,222,618
¢ 3,343,713

$ 66,847,768
$ 64,178,099

$ 96,267,142
$ 66,847,768

$ 6,866,954
11.772

the balance of



AUDIT DISCLOSURE NO. 15
SUBJECT: NEW RATE BASE RECONCILING ITEMS

DISCUSSION: For the 1989 projected capital structure, the
utility has added 3 new reconciling items to the capital
reconciliation. These items were not present in the
December 1988 surveillance report, nor were these items used
in the rate base reconciliation in the prior rate case.
Amounts reported without an account number on MFR schedule
B-3c are as follows:

DESCRIPTION AMOUNT PAGE
Plant-In-Service Base Coal ($312,000) Page 4 of B8

Base coal written-off

Depreciation Reserve $289,000 Page 4 of 8
Base coal written-off

Depreciation Reserve-JDITC $245,000 Page 4 of 8

Exclude reserve amounts
related to current year
depreciation expense from
JDITC adjustment.

Depr Reserve Imbalance $199,000 Page 5 of 8

Exclude reserve amounts
related to current year
expense on the reserve
balance which will be
zero at the end of the
(1989) test year.

These items are adjustments to capital structure pro rata
and to rate base at the above values.

COMPANY COMMENT: These items were not an issue in the

utility's last rate case and therefore were not reconciling
items in company reports.
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AUDIT DISCLOSURE NO. 16
SUBJECT: NON UTILITY CAPITAL

DISCUSSION: In preparing the 1989 projected capital
structure, the utility did not remove capital associated
with non utility assets from equity, instead the utility
removed $17,067,000 from equity, debt and preferred stock as
indicated on MFR schedule D-la, page 2 of 2. This practice
is not consistent with the treatment of this item in the
utility's last rate case.

In the utility's filing for the projected test year 1989,
the utility included the cost of the Leisure lakes project
in rate base ($143,000). The utility justified including
this item in rate base on MFR 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 item.

COMPANY COMMENT: Company may respond at a later date.




AUDIT DISCLOSURE NO. 17
SUBJECT: PREFERRED STOCK PREMIUM AND STOCK ISSUE COSTS

DISCUSSION: In its 1988 surveillance report and in its
filing for the projected 1989 year, the utility calculated
its cost of preferred stock by adjusting the amount of
preferred stock outstanding by the premium received for the
preferred stock and by the cost of issuing the preferred
stock MFR Schedule D-4c, columns E,G,I,J, K and L.

The utility, when reporting the balance of preferred stock
in its capital structure, excluded premium and the issue
cost from the preferred stock balance (MFR Schedule D-1la,
page 1 of 4, line 14) but used the adjusted cost rate after
further correction for Unit Power Sales.

Furthermore the cost of issuing the preferred stock was
written off the books in prior years, and the preferred
stock premium was accounted for as equity in the capital

structure. This treatment increases the cost of capital to
the rate payer.

The 13 month average amounts involved are as follows:
1988 preferred premium: $88,151

1988 preferred issue cost: $1,087,700

1988 deferred tax credit: Unknown

1989 preferred premium: $88,151
1989 preferred issue cost: $1,061,197
1989 deferred tax credit : Unknown

COMPANY COMMENT: This practice is consistent with the
utility's last rate case and subsequent reports.
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AUDIT DISCLOSURE NO. 18
SUBJECT: COST OF CUSTOMER DEPOSITS

DISCUSSION: The utility has requested an 8.00% return on
customer deposits; MFR Schedule D-la, page 1 of 4, line 16.
Actual cost of customer deposits as found reported on the
company's books for 1987 and 1988 are as follows:

—2987 1988
(cco's omitted)
Account 431-100 $1,127 $1,198
December 31 balance
Customer Deposit Interest
Divided by:
13-month avg balance $15,277 $15.699
Customer Deposits
Cost Rate 7.38% 7.63%

The balance of customer deposits includes a number of
inactive accounts upon which no interest accrues or is paid,
thus the Commission should consider allowing less than 8.00%
as a cost of customer deposits.

COMPANY COMMENT: The company may respond at a later date.
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AUDIT DISCLOSURE NO. 19
SUBJECT: COST OF DEBT AND PREFERRED STOCK

DISCUSSION: The company in preparing its cost of debt and
preferred stock uses l3-month average balance of preferred
stock and debt with an annualized interest (preferred
dividend) amount.

1) It appears that Unit Power Sales (UPS) adjustments
made to the capital structure do not agree with the
terms of the UPS contract. Investment tax credits have
been imputed into the UPS capital structure, but income
tax e of the period does not appear to recognize
these ted investment tax credits.

2) In its 1988 surveillance report, Gulf has reported
its cost of capital using the cost methodology
described above rather than using the actual interest
cost of the period.

3) Because of the complexity of calculating the actual
interest expense due to a number of pending factors --
Peabody Buyout, Unit Power Sales, Preferred Stock
Issues, -=- it is not feasible for the auditor to
calculate the period interest expenses which would be
applicable to 1988 or to 1989.

COMPANY COMMENT: This practice is consistent with the
utility's last rate case and subsequent reports.
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AUDIT DISCLOSURE NO. 20
SUBJECT: CRIST WASTE TO ENERGY

DISCUSSION: This project (Account Numbers 183-140 and
183-738) is first removed pro rata from capital structure
and rate base in the projected 1989 test year at a 13-month
average value of $328,000. The balance in this account at
December 31, 1988 is $264,306. These costs were not removed
from the rate base reported in the December 1988
surveillance report.

The utility represents this waste to energy study is being
excluded from rate base for possible future development as a
non utility operation. Other than disclosing the existence
of the reconciling item and taking the utility's
representation, no audit work was performed regarding this
iten.

COMPANY COMMENT: The company may respond at a later date.



AUDIT DISCLOSURE NO. 21

SUBJECT: BUDGET VARIANCES

DISCUSSION: Gulf Power Co.plni does not true-up their
current year budgets for any variances that were noted at
the end of the previous year. In response to document

request § 124 regarding this subject, Gulf Power stated:

The various planning units have access to the
current budget variance reports and those of prior
years at the time they are preparing their
budgets. The 1988 and previous years' budget
variance reports affected the 1989 budget to the
extent that this historical data serves as one of
the inputs to the Planning Units in determining
the resources necessary to provide the service to
our customers.

The Reference Level is the level from which
Planning Units must explain and Jjustify the
increases and decreases resulting in their 1989
Budget Requests. The 1989 reference Level is
based upon the 1988 Budgat and is not affected by
1988 Budget Variance Analysis.

Also, each year Gulf tells the departments affected by
inflation, what inflation factor to use in building their
budgets for the coming year. This factor is never trued
up. If the factor is too high or low, it is automatically
built into the base of the next year's budget. Eventually,
over time Gulf could have a base of expenditures which is
over or under inflated, i.e. not actually representative of
history. Gulf used a projected 4.7% 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 these concerns.

Staff believes that failure to take fulily into account the
prior year's budget variances and to not true-up the
inflation factors when developing the current year's budget
may produce a budget that is over or under stated
considering the circumstances.

Audit staff does not have the expertise to determine what
the budget amounts should be. These concerns are provided
for further consideration when reviewing Gulf's budget and
budget process.

COMPANY RESPONSE: Company may respond at a later date.
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AUDIT DISCLOSURE NO. 22

SUBJECT: UNSUPPORTED INCREASE FOR LEGAL FEES

DISCUSSION: Gulf has currently budgeted an increase in
legal fees related to Rates and Regulatory Matters (listed
as a recurring amount) of $75,000 over the amount budgeted
in the prior year. The company was asked to provide
specific support for this proposed increase, but could only
provide a general explanation for the increase which was
purely subjective in nature which was largely a narrative of
the regulatory and general business environment that Gulf
operates in today. At the same time, <Culf is also
increasing the above amount for inflation in the amount of

$8,222.
COMPANY RESPONSE: Company may respond at a later date.
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AUDIT DISCLOSURE NO. 23

SUBJECT: EXCESSIVE EXECUTIVE DEVELOPMENT

DISCUSSION: Gulf currently has budgeted $25,800 for top
level executive development courses and seminars for 1989.
The bulk of these dollars budgeted, however, are for one
single program for Mr. A. E. Scarbrough. The company plans
to spend $20,800 (listed as a recurring amount) to send Mr.
Scarbrough to the Stanford Executive Program in San
Francisco, California.

Originally, the companies response to questions regarding
this expenditure did not provide sufficient detail, such as
how long the program would last or, when it is scheduled,
the subject matter presented or the benefits Gulf would
receive from Mr. Scarbrough attending this course would be,
in order to determine whether this is an appropriate
regulatory expenditure. However, during the audit exit
conference held at the utilities corporate headquarters
April 27, 1989, the company presented copious explanation as
to the scope of the course. The only question remaining
regarding this expenditure is one of cost verses benefit.

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

SUBJECT: NONRECURRING ITEMS

DISCUSSION: Gulf Power currently has budgsted in its 1989
O & M expenses $8,127,629 of non-recurring expense items as
listed below. During Gulf's budget process, some items
were added late and are not reflected in the planning and
resource summary sheets (B-3). Since these items do not
show up on the summary sheets, whether they are recurring or
non-recurring is not readily determinable. These amounts
are shown below as "Reconciling Items".

Not all of the items listed as "Nonrecurring" below are
truly non-recurring as thought of by regulators. Many of
the items are listed as non-recurring solely for company
planning purposes . Those items will occur again either
within the same planning unit or another.

Since determining whether any or all of these items are non-
recurring for regulatory purposes is based on technical
knowledge of the items involved, the auditor did not attempt
to make any such distinction.

Nonrecurring Reconciling

Rivision Amount = __ Items
Eastern $ 51,000 $ 93,026
Central 77,860 115,627
Western 387,769 1,132
General Services 320,000 (150,000)
Powver Delivery 25,000
Plant Crist 3,970,000
Plant Smith 2,814,000
Plant Scholz 334,000
Employee Relations 30,000 (1,193,000)
Internal Accounting

Controls 5,000
Accounting - Corporate 8,000
Public Relations 105,000
Electric Operations ( 85,924)
Security (226,513)
Rates & Regulatory Matters 250,000

Total $8,127,629 ( $1,195,652 )
(continued)



AUDIT DISCLOSURE NO. 24

Total budget amount for Southern Company Services, Plant
Daniel and Plant Scherer are allocations and no indication
vas given as to their nonrecurring amounts.

COMPANY RESPONSE: Company may respond at a later date.
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AUDIT DISCLOSURE NO. 25

SUBJECT: SUPPORT OF ADVERTISING & MARKETING INVOICES

DISCUSSION: Staff was not able to review invoices and
supporting documentation in one location. Some invoices
(not many) had descriptions of the services provided on
them, many did not. After determining which invoices
required further documentation, the company had to go find
copies of the ads, billboards, site signs, scripts, etc.
Staff does not know where the information was obtained from.
The information and documentation just appears.

Staff recommends that Gulf be required to make vendors
supply a detailed invoice and require Gulf to maintain their
invoices as a package of documentation - i.e. all supporting
documents be together in one place, readibly accessible to
auditors.
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AUDIT DISCLOSURE NO. 26

SUBJECT: TRANSNISSION LINE RENTALS

DISCUSSION: Several times during the course of the audit,
documents were requested to support the amounts shown in the
companies filing for rents; specifically, transmission Line
Rental ( account § 567 ). Both oral and written requests
were made for the line rental contracts. The documents
requested were contracts which would support the amounts
currently being paid. On April 24, 1989, three days before
the audit exit conference, Gulf Power provided copies of
several letters of agreement and schedules to support the
amounts paid for Daniel line rentals . Also, it has been
represented to the audit staff that there is no contract for
plant Scherer.

Since the contract data was provided late in the audit
regarding Daniel 1line rental payments, it has not been
possible for staff to determine the propriety of the amounts
being paid or to trace thes amounts paid to supporting
documents provided. Also, since contract negotiations are
apparently still under way regarding plant Scherer, there
was no actual data to audit.

For the test year, $1,742,000 is being accrued for plant
Scherer line rentals ( $1,500,000 for 1988 ) and no amounts
have actually been paid in any year. The amounts currently
being accrued for line rentals was represented to staff as a
"best guess" of what the actual amount will be. Staff
requested the methods and assumptions by which Gulf arrived
at the amount which it is accruing Scherer line rentals each
month, but they have not been provided to date.

When asked, Gulf had no prediction as to the outcome of the
contract negotiations for plant Scherer, or the effect that
the ocutcome would have on the current accrual being made.

COMPANY RESPONSE: Company may respond at a later date.
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AUDIT DISCLOSURE NO. 27

SUBJECT: Account 912 - Demonstrating and Selling Exp.

DISCUSSION: A substantive test was performed to determine
the amount of non-utility and image building items included
in account 912. In the test, every transaction above $1,500
was examined (accounting for $336,973.23 of the $557,496.32
included in the test) and a statistical sampling methodology
was used on the remaining transactions (95% confidence
interval with a precision of plus or minus $35,200.18).

From the transactions over §1,500, $324,258 of the
$336,973.23 was found to be image building or non-utility in
nature. From the transactions under $1,500, an estimated
$113,573.62 of the $220,523.09 was found to be non-utility
in nature.

Vouchers examined in the test produced numerous image
building and non-utility items such as golf tournament
greens fees, golf balls, tote bags, T-shirts, glasses, and
scratch pads comprise the dollars in this account. There
was also an invoice from Southern Company Services billing
Gulf for their portion of a Good Cents Banquet held in Texas
which featured entertainment by Louise Mandrell. Thesc
expenses do not appear to be necessary to furnish the public
with adequate electric service.

Based on the above statistical analysis, the total amount
believed to be non-utility on a total company basis for 1988
is $437,831. A proportionate amount should be disallowed in
the 1989 projected test year for this account.
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AUDIT DISCLOSURE NO. 28

SUBJECT: Account 913 - Advertising

DISCUSSION: In order 6456, after an investigation to
review the promotional practices of electric utilities under
Commission Jjurisdiction, advertising was classified into
four categories: informational, promotional, community
affairs, and image building. The Commission indicated that
only informational advertising would be an allowable
expense. Florida Power & Light Company, Order No. 7843,

p. 1 (6/16/77).

A substantive test was performed to determine the amount of
non-utility (goodwill or image) advertising included in
account 913. In the test, every transaction above $1,750
was examined (accounting for $300,817.33 of the $371,845.19
included in the test) 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 was found to be non-utility, goodwill or image
building in nature. From the transactions under $1,750, an
estimated $65,019 of the $71,027.86 was 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 for expenditures
relating to industry relocation advertising, 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: ECCR PROGRAMS

DISCUSSION: Gulf Power currently has budgeted to transfer
from its conservation program to base rates $978,000
($838,000 Good Cents Home and $140,000 WeatherGUARD).
These items are conservation in nature and should be
recovered through the ECCR program.

The WeatherGUARD program should be excluded from base rates
and the conservation program due to the fact that this
program is not available for all rate payers forced to pay
for it. This program is specifically designed to be
available only to low income households. Rate payers may
also disapprove of this item due to the fact that it
duplicates similar programs offered by the U.S. Department
of Housing and Urban Development (HUD) and the Florida
Department of Health and Rehabilitative Services (HRS)

COMPANY RESPONSE: Company may respond at a later date.
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AUDIT DISCLOSURE NO. 30

SUBJECT: Heat Pump Program

DISCUSSION: Gulf Power Company is requesting $717,000 of
expenses be allowed in base rates in their projected 1989
test year for a Heat Pump Program. Gulf states that this
program "is cost effective to the ratepayers based on FPSC
approved methodology contained in the Rules of the Florida
Public Service Commission Chapter 25-17.008." If this
program is cost effective and promotes the conservation of
energy, costs should be presented in an approved FPSC
conservation program and not in base rates.

This program appears to be striving to replace inefficient
heating and cooling appliances with energy efficient
appliances. Staff believes that this program is no
different than any other ECCR replacement program and that
it should be recovered through the ECCR program.

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

SUBJECT: Frequent Flyer Program

DISCUSSION: According to Gulf Power the Good Cents
Incentive Program was designed to encourage energy efficient
construction and installation of high eificient HVAC
equipment in residential dwellings.

Gulf Power has implemented a program called Frequent Flyer
Program which "provides an opportunity for builders and HVAC
contractors to receive awards as &n incentive to increase
the efficiency and quality of installation and energy saving
technologies." All homebuilders and heating/air
conditioning dealers are eligible to participate.

Charges to this program in 1987 and 1988 were approx.
$19,409 and $5,047 respectively. These expenses were
charged to base rates account 912-1008. These expenditures
appear to be related to the Good Cents Incentive Programs
and therefore should be charged to Conservation.
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AUDIT DISCLOSURE NO. 32

SUBJECT: Conservation vs. Non-Conservation Exp.

DISCUSSION: During the course of this audit, a sample of
administrative and general expenses was made. Due to the
lack of detail for each record listed in the company's
general ledger detail file, the auditor was unable to
determine whether expenses charged to accounts 907, 908 or
909 were utility or conservation expenses. The company
stated the only way to tell the differenco was from looking
at the PISA or CISA numbers. This number is not included in
the detail general ledger detail file.

The company should be required to keep their records so that
an easy identification of these charges can be made from the
general ledger. CFR General Instructions for Electric
Utilities states "Each utility shall keep its books of
account, and all other books, records, and memoranda which
support the entries in such books of account so as to be
able to furnish readily full information as to any item
included in any account. Each entry shall be supported by
such detailed information as will permit ready
identification, analysis, and verification of all facts
relevant thereto." Some 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 its monthly 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 mailing the monthly billings and inclosed flyers
to non-utility accounts. The utility claims that cince
utility postage expense is not increased any by including
these non-utility flyers, there is no reason to allocate the
postage cost among non-utility and ECCR progranms.

Including these flyers is a good opportunity to reduce
postage expense to the rate payer. If Gulf Power's
appliance sales division had made similar arrangements to
have its flyers placed in the monthly billing of another
business, Gulf would have been charged for a portion of the
postage incurred. This would be an arrangement whereby
both parties could reduce their postage cost.

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

COMPANY RESPONSE: Company may respond at a later date.
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AUDIT DISCLOSURE NO. 34

SUBJECT: Legal Fees - Beggs and Lane

DISCUSSION: In 1988, Gulf Power charged legal fees
associated with non-utility business to regulated expense
accounts. Charges include legal advise on such issues as
the Gulf Power Foundation, PACs, Political Contributions,
Southern Sod Contracts, Energy lLoans, Acid Rain Legislation,
and Micro Computer World. A more in-depth review of these
and all legal expenditures probably would be beneficial to
the rate case. Due to time limitations, a more in-depth
review by the audit staff was not possible. Therefore, a
dollar adjustment was not made.

The 1989 budget probably includes the same type of
expenditures. Even if specific non-utility amounts were not
budgeted, the 1989 budgets are based on historical expenses
which include these non-utility amounts.
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AUDIT DISCLOSURE NO. 35

SUBJECT: Legal Expenses

DISCUSSION: The company charged legal expenses associated
with the conservation programs and the fuel clause through
base rate legal expenses. According to the Electric and Gas
Division, companies charge legal fees associated with these
programs in different places. A standardized way of dealing
with legal expenses associated with the conservation and
fuel clauses should be addressed.

COMPANY COMMENTS: The Company has not identified any
specific authority for allowing legal fees associated with
fuel adjustment and conservation cost recovery clauses to be
recovered through the respective recovery mechanisms. It
does not appear that passing legal fees through these
recovery mechanisms would be consistent with the FERC
classification of accounts.
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AUDIT DISCLOSURE NO. 36

SUBJECT: Non-Utility Expenditures

DISCUSSION: For the past two years, 1987 and 1988
respectively, Gulf Power Company has purchased a Corporate
Sponsorship Package to support the Pensacola Tornados
Professional Basketball team. These costs have been charged
to the same FERC and sub-accounts for ths past two years.
The expenditures of $10,000 in 1987 and $5,000 in 1988 were
both charged to account 909.4 -~ Safety Advertising which is
an above the line, non conservation related account.

These amounts are part of the base of expenses for account
909.4 Safety Advertising for the 1989 budget.
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AUDIT DISCLOSURE NO. 37
SUBJECT: EMPLOYEE PAC

DISCUSSION: Gulf Power employees, at the supervisor level
and above, are solicited in the work place to contribute to
a related party Political Action Committee (PAC) for the
purpose of making political contributions. The PAC has been
in existence for some time. Accordirg to reports filed with
local, state and federal authorities, the employee
contributions to this PAC were $22,342 in 1987, and $26,480
in 198s. The PAC officials budget $18,000 in employee
contributions for 1989.

If an adjustment is made in this area, it should also
consider: (1) the reported amounts are monies from employees
contributed to a PAC -- these contributions are not on the
books of Gulf Power, (2) the full payroll cost for the
employee making the contribution should be considered if an
adjustment is made, (3) certain salaries are capitalized to
plant accounts and (4) certain salaries are associated with
non utility activities.

COMPANY COMMENT: The company may respond at a later date.

62



AUDIT DISCLOSURE NO. 38

SUBJECT: Affiliated Transactions

DISCUSSION: Mr. J.K. Tannehill is on the Board of
Directors of Gulf Power Company. Mr. Tannehill is also an
Officer of Stock Equipment Company. Gulf Power has and is
doing business with Stock Equipment Company. Gulf paid
Stock Equip $344,791 in 1988 and $278,977 in 1987 for
materials and supplies.

A review of Stock Equipment transactions was made. Of the
invoices reviewed, we chose to trace three invoices back to
the company's bid lists to insure the lowest price was paid
for the specified merchandise. According to Gulf, two of
the invoices selected were not bid because the maintenance
to be done on the plants in question "could only be done by
Stock Equipment Company because the machines to be worked on
were Stock Equipment Company machines and only they could
work on their machines."

The third invoice was traced back to a bid package of which
their was only one other bid submitted. This bid was twice
as much as the Stock Equipment Co. bid. However, the Gulf
could not furnish a copy of the list of vendors who were
notified of the project. We could not verify how many
notices if any were sent out to notify other companies of
the impending work that was needed.

Because of time limitations in this audit we were not able
to conduct a more extensive review of the relationships
between Gulf's Board of Directors and outside vendors. Even
when the transactions between affiliated companies are
legitimate, without documentation that proves without a
doubt that the affiliate bid chosen was the best or lowest
bid, the transaction does not give the appearance of being
an arms length transaction.

COMPANY RESPONSE: See following page.
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AUDIT DISCLOSURE 38

-

STOCK EQUIPMENT IS ONE OF MANY ORIGINAL EQUIPMENT MANUFACTURERS (OEM)
GULF DOES BUSINESS WITH ON A REGULAR BASIS. IT IS A PREVALENT INDUS-
TRY PRACTICE TO AWARD PURCHASE ORDERS FOR WORK DONC ON, AND MATERJALS
TO BE USED IN, THE REPAIR AND REFURBISHMENT OF EQUIPMENT TO THE OEM.
THE OEM NORMALLY HAS THE EXPERTISE, PROPER T00LS, AND DIAGRAMS TO
PERFORM REPAIRS WITHOUT INCURRING LONG AND COSTLY LEARNING CURVES.
THEIR PARTS ARE DESIGNED AND TESTED FOR USE IN THE EQUIPMENT OR
SYSTEM BEING SERVICED. 1IN SOME CASES THEIR REPLACEMENT PARTS ARE
NECESSARY TO PRESERVE THE EQUIPMENTS INTEGRITY AND ADHERE 10 THE

TERMS OF THE WARRANTY.

USING PARTS OR LABOR OF THE DEM IS COST EFFECTIVE IN BOTH THE SHORT
AND LONG TERM. AWARDING WORK ON A SOLE SOURCE BASIS T0 THE DEH IS
A RESPECTED AND PROVEN COMMERCIAL PRACTICE. THESE AWARDS ARE RECOG-
NIZED AS "“ARMS LENGTH". THE AWARD OF THE AGREEMENTS RESTS SOLELY ON
THE TECHNICAL AND WARRANTY PARTICULARS OF THE ACTUAL PIECE OF EQUI

MENT OR SERVICE.

PBC
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AUDIT DISCLOSURE NO. 39
SUBJECT: PEABODY COAL BUYOUT

DISCUSSION: Gulf paid $60,000,000 to buy out (Peabody
Buyout) of an unfavorable coal contract in 1988 and
successfully petitioned the Commission tc allow the total
cost of the coal contract in the fuel adjustment clause.

A) The 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
contains a return for this debt, a return for this
equity, and income tax coverages for the equity
return.

B) The $35,000,000 debt financing occurred May 3,
1988 after the April 1, 1988 date indicated by
Gulf in its fuel filing.

C) In reconciling capital structure to rate base for
this item, Gulf has specifically identified the
buyout carried on the books with specific issues
of debt and the amortized value of equity. Since
the balance of the corresponding asset is valued
in part by the amount of coal received and coal
burned, the asset and the financing capital
balances do not agree. The difference between the
financing and the asset was approximately negative
#$416,000 in 1988 and a positive $2,777,000 in the
projected 1989 test year. These differences were
accgunt.d for in capital structure on a pro rata
basis.

In 1989, the utility is proposing to receive a guaranteed
return on equity for an average investment of approximately
$24,000,000 including income tax coverage through the fuel
clause, and has budgeted an increased rate base in this rate
case by $2,777,000 more than its capital costs.

The 1989 debt coverage in the fuel clause for the buyout is
for an investment of approximately $32,750,000.

The potential issues present are: Should equity or debt
returns for this coal buyout be removed from the fuel clause
and placed in base rates; and if the coal buyout remains
entirely in the fuel clause, how should this item affect the
capital structure?

COMPANY COMMENT: These costs were allowed into the fuel
clause pursuant to Order 19042 (Auditor's copy attached).
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ORDER MNO. 19042
m NOS. 880001-El, 880002-EG & 880003-GU

recovery, what is the amount that should be projected f(or the
April-September, 1988 cost recovery period?” This 1ssue
requires no decision at this time, since the Cuommissinn has not
taken any action to approve the load retuntion rate nor has
Gulf projected any costs to be recuvered for the
April-September, 1988 recovery period.

The next issue concerning Gulf was whether Gulf's Plant
Scherer cosl contract buy-out costs shoul! be allowed for cost
recovery. More specifically, the issue concerned whether Gulfl
should be allowed to recover its share of cousts imcCutred when
its Southern Company affiliate, Georgia Power Company, bought
out three existing coal supply contracts for Plant Scherer.
Gulf currently owns 8.3) percent of the total plant.

Culf sponsored testimony of Mr. M. L. Gilchrist on the
Plant Scherer buy-out issue. Mr. Gilchrist detailed Georgia
Power's arrangement to buy out the three contracts and
discussed the potential savings in fuel costs which resulted.
Mt. Gilchrist testified that the net effect on the weighted
average price of coal supplied to Plant Scherer was to decrease
it from $71.76 per ton in May, 1987, to $42.65 per ton as of
October, 1987. Mr. Gilchrist stat=d his belie{ that efforts to
lower the fuel costs of Plant Scherer had been successful and
in the best interest of the ratepayers. He urgea that Gulf's
share of the buy-out costs, approximately §$2.9 million., be
included in fuel cost recovery.

There was no specific opposition to Gulf's proposed
recovery of the Plant Scherer coal contract buy-out costs at
hearing. However, the Industrial Intervenots (INDUS). whi le
taking no position on the issue, did so with the understanding
resched at prehearing that they would maintein the right to
challenge the apportionment of the buy-out costs between
wholesale and retail customers at some later date, il they
believed it appropriate to do so. The basis for this position
is more fully explained in the challenge of INDUS to Gull's
Schedule R Sales discussed below.

Having reviewed the testimony of Mr. Gilchrist and wupon
the recommendation of the Staff, we (ind that Gulf's Plant
Scherer coal contract buy-out costs should be appioved (for
recovery through the fuel adjustment clause. In appioving the
recovery of these costs, we acknowledge that INDUS may wish at
some time to revisit the issue so far as the allocation of
costs to its members may be affected. We note that INDUS had
originally taken the position that this issue should be
deferred pending completion of its discovery and that
acknowledgement of its ability to revisit the issue was in lieu
of its further pursuit of a motion tu def=r.

The primary issue raised by INDUS was one which had been
deferred from the August, 1987 fuel hearings. That is3sue wis
stated as follows: Do Gulf Power's Schedule R Sales to uUmit
Power Sales (UPS) customers cause retail ratepayers to Do
inappropriate fuel chirges? This wuitimate issue i1s simple
enough;: however, to put the issue I1n proper perspuctive, we
will repeat a portion of rhe background xaterial contained in
the prehearing order.

Gulf Power Cowpany has Unit Power Salus contracts with
Florids Power and Light (FPL), Jacksonville Electii= Authorivy
(JEA), and Gulf States Urilities that cover Plants Daniwi and
Scherer. The UPS CONIrACLL rueguite W) Jnimaes  endi gy
purchases: (1) a pra rate share o eneigy when the units are
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AUDIT DISCLOSURE NO. 40

SUBJECT: Electronic Data Interchange

DISCUSSION: "Several U.S. utilities are edging into
electronic data interchange (EDI) programs with their
vendors and discovering -aging- of time and money. Georgia
Power, a Southern Company affiliate, expects annual savings
of $1.2-million from inventory carrying costs alone.

EDI programs involve the electronic exchange of information
between two parties, generally replacing paper
communications, such as requests for proposals or orders for
goods and services. EDI is almost always a computer-to-
computer exchange.

Southern Company unit Georgia Power is operating an advanced
EDI program. Of its 1,200 vendors Georgia Power is now
trading electronically with about 200. Each of the Southern
Company utilities - including Gulf Power - also has an EDI
program underway but not as advanced as that of Georgia
Power.

Savings for the utilities come from reduced inventory
expenses and reduced overhead for processing purchasing
functions. EDI shortens purchasiag cycles so that you can
reduce your supply of safetv stocks. Processing expenses
drop sharply. Currently Georgia Power spends about $70 for
each paper purchase order it issues. With EDI the cost
falls to about $35.

Georgia Power's annual savings will approach $1.2 million of
inventory carrying costs, plus many intangibles, such as
fewer keyboard errors and a better relationship between
utility buyers and trading partners."

Source: ELECTRIC UTILITY WEEK - March 13, 1989




AUDIT DISCLOSURE NO. 41

SUBJECT: Separation Factors

DISCLOSURE: We did not audit the separation factors that
Gulf Power has used in their MFRs. These factors are
requested percentages. They have not been audited, they
have been accepted in this audit subject to a more intensive
review by the Electric and Gas Division.

67




AUDIT DISCLOSURE NO. 42

SUBJECT: Tax relat=d work

DISCLOSURE: Tax related issues were not resecrched as part
of this audit. The Tax Bureau of The Division of Auditing
and Financial Analysis is conducting their own investigation
of these issues. The Tax Bureau will be issuing a separate
report discussing their findings. It is hopeful that this
review will be completed in the near future and will be
issued as an addendum to this audit report.
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AUDIT DISCLOSURE NO. 43
SUBJECT: REFERENCE LEVEL

DISCUSSION: Gulf Power begins building the current year’s
O & M budget through the use of a "Reference lLevel"” . A
"Reference Level"™ represents the prior year’s budgeted
amount for any given "Planning Unit" (a budget area), less
all nonrecurring and corporate controlled items. Each of
the companies "Planning Units"™ is budgeted separately and
has its own "Reference Level." The current year’s budget
is a combination of the "Reference Level™ plus or minus the
current year’s adjustments. The "Reference Level"
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" for 1989, one would
have to audit the prior year’s budget (1988), since the
"Reference Level" is based on that budget. However, it
doesn’t stop there, because that budget (1988) is also based
on a "Reference Level®” -~ which is also based on a prior
budget (1987) - and so on. There appears to be no end (or
beginning) to the "Reference Level."

COMPANY RESPONSE: Company may respond at a later date.
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AUDIT DISCLOSURE NO. 44
SUBJECT: 1988 OUT OF PERIOD EXPENSES - UPS

DISCUSSION: Testing of unit power sales expenses revealed
several out of period items. These items increase 1988 UPS
expenses ~- with a subsequent decrease in 1988 utility
expenses to Florida rate payers:

Remove 1987 costs: ($46,613)
(2/88 JV 2072)

Remove 1987 costs: ($47,976)
(4/88 JV 2032)

Remove 1987 adjustment: $34,059
(2/88 JV 2072)

Remove 1983 adjustment: $23,193
(4/88 IV 2072)

Add 1988 costs: $25,558

(2/89 IV 2032)
(3/89 IV 2072)

Add 1988 costs: $188,616
(4/89 JV 2032)

subtotal $176,837

Jurisdictional factor .967

Jurisdictional expense $171,001

Less Income Tax Impact S64.348)
(@ 37.63%)

1988 Revenue Impact $106,653

COMPANY COMMENT: The company may respond at a later date.
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Plant in Service
Accum. Depr. & Amort.
Set Plant in Service
e

PHFU

Working Capital

Total Rate Base Per Co.

Audit Adjustments:
Exception ¥o. 1 - Plent
Exception No. 2 - PHFU
Exception No. 3 - Plant

Exception No. & - Plant

Total Co. Rate Base per Audit

Gulf Power Company
Rate Cese Audit
1989 Projected Test Yeer

Totsl Co.
1,268,030
436,139
831,900
11,588

3,536

Reta Base
(*000)
Totsl Co. Comparry
Per Books  Adjustments  Adjusted
1,426,35¢ (158,315)
456,927 (20, 788)
99,427 asr.s2m
%,476 (2,888)
3,53 0
211,5% (131,074)

SEsssEsERsEEE SESsssERSesES

34)
(100)
(346)

(7,980)

(27,48%)

------ Sssssss Emesssssssssss

$1,190,538

(5271,489)
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927,509

34)

(100)

durisdictional
factor

0.9763753

0.9735537

0.9768061

0.9783397

0.973113

0.9713487

0.9763753

0.9751131

duris. Totsl

.............

.............

ooooooooooooo

(33

(338)

.............

$897,309
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Commissioners: suu of noﬁd‘

KIGHEI.LM. WILSON, Chairman -

Gcm.n'. . (JEPTY) GUNTER . &I‘ :{E\:e"rlls:u.;cmmur

JOHN "lm. vision o ords & Report|
THOMAS ‘M. BEARD (904) 488-8371 i

1 Y

Public 5zrbi Commission

May 4, 1989

Gulf Power Company

Attn: Bonnie Sprinkle
post Office Box 1151
Pensacola, FL 32520-1151

Dear Ms. Sprinkle

pocket No. 881167-El -~ Gulf Power Company Audit Report
for 12-Month Test Period Ending December 31, 1989

The enclosed report is forwarded for your review.
The audit report and any company response filed with this office within
ten (10) work of the above date will be forwarded for consideration

by the staff analyst in the preparation of a recommendation for this
case.

Thank you for your cooperation.

Sincerely,

Steve Tribble

ST/FD/sp
Enclosure

FLETCHER BUILDING - 101 EAST GAINES STREET - TALLAHAS
“An Affimmative Action/Equal Opportunity ;:ﬁ ;,2_ 32399-0870

o —




BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In re: Petition of Gulf Power Company) DOCKET NO. 891345-EI

for an increase in its rates and )
charges. )
)

CERTIFICA OF SERVICE

I HEREBY CERTIFY that a true and correct copy of the
Prefiled Testimony of Robert Alan Freeman has been served by
First Class U. S. Mail, postage prepaid, on Edison Holland,
Jr., Esquire (Gulf Power Company), Beggs and Lane, Post Office
Box 12950, Pensacola, Florida 32576, with copies to the

following parties of record, this 27 day
of /L‘\.;L.;p ") 19 ‘?o .

Federal Executive Agencies (FEA) Qffice of Public Counsel
Gary A. Enders, USAF Attn: Jack Shreve, Esquire
HQ USAF/ULT 111 West Madison Street
Stop 21 Suite 801

Tyndall, AFB FL 32403-6001 Tallahassee, FL 32399-1400

Joseph A. McGlothlin, Esguire
Lawson, McWhirter, Grandoff

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

.

o SUz BROWNLESS
N Statf Counsel

FLORIDA PUBLIC SERVICE COMMISSION
101 East Gaines Street

Fletcher Building - Room 226
Tallahassee, Florida 32399-0863
(904) 487-2740

(6762L)SBr: bmi
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