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GULF POWER COMPANY 

Before the Flor1da Publ 1c Serv1ce Comm1ss1on 
Rebuttal Testimony of 

Colen R. Lee 
In Support of Rate Rel1ef 

Docket No. 891345-EI 
Date of Filing May 21, 1990 

Q. Please state your name, business address and 

occupation. 

A. My name is Colen R. Lee and my hus1ness addre ss 1s 500 

Bayfro nt Parkway, Pensacola , Flor1da 32501 . I aM 

Gene r al Manag e r of Power Gene rat1on for Gulf Power 

Company. 

Q. Are you the same Colen R. Lee who testified previously 

in this proceeding? 

f... Yes. 

Q . What is the pu rpose of your testimony? 

A. My purpose 1s to rebut the test1mony of Mr. Helmuth w. 

Schultz, and ~s . Roberta S. Bass and the pos1t1ons 

taken by them with respect to 1ssues raised in th1 s 

case within the production function. 

Q. Have you prepared an exhibit that contains information 

to which you will refer in you testLm0ny? 

A. Yes. 

OOCU~ENT NL'""~· q-" ' - E 

Q441l2 M!T21 I~ 

, . ..,:-r.d,JIDS/F<E?ORm4G 
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Counsel: We ask that Mr . Lee's Exh1b1t, compr1s~u 

of 3 schedules, be marked for identif1cat1on as 

Exhibit (CRL-2). 

Q. Beginning on Page 18 of his testimony, Mr. Schultz 

talks about turbine and boiler inspections. ~. Lee, 

do you agree vith Mr. Schultz 's testLmony? 

A. No. Mr. Schultz makes a conclusory statement tha~ th~ 

$5.34 m1ll1on budgeted 1n 1990 for turb1ne and bo 1 I ~r 

inspections is not reasonable. His an a lys1s doe s no t 

even attempt to review the work that has been budget~d . 

Mr. Schultz has no experience 1n the construct1o n, 

operat1on or maintenance of power generat1on 

fac1lities. I have been employed in some area o t 

gPnerating plant engineering, ma1ntenance and 

supervision for twenty five years . My Department 

Management Staff collectively, has 1,793 years of 

generat1ng plant experience wh1ch averages 

approximately 20 years per person. 

Q. Mr. Lee, vhat should the Commission allow for turbine 

and boiler inspections? 

A. As I stated in my direct testi~ony, since 1984 Gulf hds 

performed cur turbine and boiler inspect1ons 

essentially as scheduled and all necessary work was 
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p e rformed . Gulf budgeted $5.34 mill1on for turb1ne anc 

boiler inspections for 1990. The 1990 budgeted amount 

is reasonable and s hould b e the amount allowed by t he 

Comm1ssion. We estima te that Gulf ' s actual t e rr1to r1 d : 

turbine and bo1ler inspection expense for 1990 w1 11 b e 

over the 1990 budget of $5.34 million . The se e xpenses 

are for turbine and boiler work that is nece s &ary 1n 

199 0 . There fore, I c an assure the CommlSSlo n that t he 

$5 . 34 mill1on that was budge ted f o r turb1ne and bo 1 :er 

1nspe ct1ons is not unreasonabl y o r unre al1 s t1 ca:ly 

hlg h. 

Q. Beginning on Page 19, of his test~ny, Mr. Schultz 

addresses Plant Daniel. Mr . Schultz testifies that 

Gulf does not have any control over the Plant Danie l 

expenses. Mr. Lee, do you agree? 

A. Absolutely not . Mr. Schultz has taken the d 1 scus s 1on 

of Plant Dan1el contained 1n Mr. G1lbert's depos 1 t1on , 

take n in Docket 881167-EI, out of context. Mr. G1lbe rt 

was explaining the difference 1n documentat1on produced 

in the 1989 b udget process fo r •corporate Controlled" 

items ; that is, expenses controlled external to Gulf's 

normal budget process. Mr. Schultz's misapplicat1on o ~ 

this discussion to the r easo nableness of the Plant 

Daniel expenses r esults in a d1storted and m1slead1ng 
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1 picture of the interaction between Gulf and MlSSlSSl p~l 

I 2 Power concerning the operation and ma1ntenance of ~h1s 

3 

I 4 

JOlntly owned facility. 

As an dCtlve participdnt on the Superv1sory 

I 5 

6 

Committee that reviews all of the operat1ng aspects of 

Plant Daniel, I can unequ1vocally tell ~h~ Commlsslon 

I 7 that we review the budgets submltted to Gulf from 

8 M1ssissippi Power for reasonableness . Throughou t the 

I 9 year, we rev1ew the budget comparison report regard1r.g 

I 
10 

11 

Plant Daniel expenditures versus b udget . 

I assure th1s Commiss1on that through my 

I 12 part1c1pation 1n the overs1ght of Plant Dan1el, Gulf 

13 does have input and control over the expenses budgeted 

I 14 by M1ssiss1ppi Power for Plant Dan1el. uur control 1s 

I 
15 

16 

not exclusive , nor should it be, s1nce MlSSlss1 pp1 ' s 

ownership in the Plant is equal to ours. 1 would also 

I 17 po1nt out that Mississippl answers to both Gulf a~d to 

18 their own commission with regard to the reasonableness 

I 1 J and appropriateness of the expenses related to Plant 

I 
20 

21 

Daniel. Mississippi Power has every lncentive to 

control these expenses. It 1s unreasonable to assume 

I 22 

23 

or imply that t he operation and maintenance ac tivities 

at Plant Daniel have been conducted on anything but 

I 24 the most professional dnd prudent bas1s. Based on my 

I 
25 experience in this area of electric operations, and my 

I 



I 
I 
I 

1 

I 2 

3 

I 4 

I 5 

6 

I 7 

8 

I 9 

I 
10 

11 

I 12 

1 3 

I 14 

I 
15 

16 

I 17 

18 

I 19 

I 
20 

21 

I 22 

23 

I 24 

I 
25 

I 

Docket No. 8 91345-El 
Witness: Colen R. Lee 

Page 5 

par t1c 1pation in the oversight process for Plant 

Danie l, I can assure this Commission that thls is th0 

case. 

Mr. Schultz's proposed adJustmen t for these 

expenses is nothing more than treati ng the b enchmar k as 

an absolute limit on spending. He makes no attempt to 

analy ze the JUstificat lons provided for the ~enchmarY. 

var1a~ce of $646,00 0 which he see ks to exclude . Thus 

Mr. Schultz 1gnores the Comm1ssion's character1zat1on 

of t ,e benchmark as an analytical tool. 

As shown in MFR C-57 , on page 4 4 of 94, Plant 

Dan1el has t h r ee benchmark variances l1 sted that total 

$8 77 , 000 . These variances are $2 31,000 more than the 

ove : all Plant Daniel total benchmark variance of 

$646, 000. Two of the three benchma rk var i ances for 

Plant Dan1el are items wh1ch are necessary due to 

regulatory requirements. The ash landfill 1s necessary 

d ue to new environmental regulations that make add1 ng 

a ~ h pond capacity virtually imposs1ble. The sodium 

f uel additive is utilized to meet environmental 

regulations concerning particulate emissions . 

The th1r d item discussed in the Company 's 

J UStification for the Plant Daniel variance , turb1ne 

and boi ler, is over the benchmark because the amount of 

work planned on Un lt 1 at Plant Daniel is muc h more 
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e x tensive than the work budgeted in 1984. The 1984 

amount formed the base for the benchmark ca1culat1on. 

A~ stated in MFR C-57, the 1984 allowed flyure 1ncluded 

o n ly a turb1ne valve inspect1on for Dan1el Unlt 1. As 

a~so stated 1n MFR C-57, the 1990 budget fo r Dan1el 

t u rbinL and boiler work includes work on the Un1t l o~ 

pressure turbine, boiler feedpump turb1ne and 

generator, all in add1tion to the turb1 ne valve 

lllSpection. From a rev 1ew of the rna ter 1a L 1 t 1 s 

a~parent that the overall benchmark var1ance for Plant 

Da n1el is more than JUStlfled. 

Q. Mr. Schultz implies that Gulf does not have the right 

to audit Plant Daniel expenses or billings . Is this 

implication correct? 

A. Again, absolutely not. We certa1nly have the r1ght t o 

conduct an audit, or to have one conducted. For 

manpower efficiency purposes, we have re l1ed on the 

audits performed on our behalf by Southern Company 

Services. The results of these audits and our own 

direct involvement in the oversight process have not 

given us any reason to question the appropr1ateness of 

Plant Daniel expenses from any standpoint. Certa1nly, 

w1th ~his background, it would be unwarranted on our 

part to duplicate the audit performed by SCS. 
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Mr . Schultz does no t challenge any of the expens~s 

a t P l ant Dan iel. He criticizes the p r o c ess a s he 

und e r s tands it; an unde rstanding which i s clearly 

wr ong . The e xpe n ses at Pla nt Dan 1el a re reasonable , 

Justi fi e d, and should b e allowe d in th1s r ate case . 

Q. At page 26 of his testimony, Mr. Schultz que stions 

whethe r the Company has taken the appropria t e s t e ps to 

determine the propriety of the budget for Plant SchPre r 

ste am production expense s. Bas the Company taJten the 

•appropriate steps• ? 

A. Ye s. Each yea r Gu l f r e views t he b ud get for Plant 

Scherer , t hat wa s prepa r e d b y Geor g1a Power , f o r 

r easo nableness. Not only was th~ fi r st year ' s budge t 

r e aso nable , but a s shown i n my a ttac hed Schedule 3 

(CRL- 2 ) , t he budgeted expenditur es f or P lant Sc he r e r 

have dec r e ase d each year s 1nce the u n it started Uf 1 n 

198 7 . 

Q. Beginning o n Page 35 o f his tes~imony , Mr . Schu ltz 

p roposes an adjustment related to the Southe rn Company 

Services benchmar k v ariance for Generating Plant 

Electrical System Application . Mr . Schultz sugge sts 

disallowance of the $44,000 related to this work. 

Mr . Lee , do you a g ree? 
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A. No . As stated in MFR C-57 and the Company's res~vnsc 

to Public Counsel Interrogatory 231, attached a ~ 

Sche dule 2 (CRL-2), this type of work is specia11zed 

and Gulf cannot JUstify d1rectly employ1ng person .. :.:l 

for this type of specialized work. Our eng1neer1ng 

st~ ff 1s well educated, well trained, expcr1enccd and 

dedicated to thelr frofe sslon. They are knowled~ ~abl e 

in most areas of power plant work. Thls lS a un1que 

area 1n wh1ch our otherw1se qua.1f1ed eng1neers are net 

well trained and, therefore , spec1al1sts are needed. 

Gulf, due to our s1ze, cannot cost JUStlfy employ1ng 

personnel to perform this spec1alized work . Through 

the economies of scale a vailable to SCS by v1rtue o! 

its work throughout the Southern Electr1c System, th t• 

expertise of these specialists is made ava1lable at a 

much lower cost than would otherwise be poss1ble, t o 

the ultimate benef1t of our customers. 

Q. Beginning on Page 52 of his testimony, Mr. Schultz 

begins addressing ash hauling and storage at Plant 

Smith. Mr. Schultz states that the ash hauling a t 

Plant Smith is excessive. Mr. Lee, do you agree? 

A. No. We budgeted in 1990 for the amount of ash that we 

expec~ to d1g from the ash pond and haul to the ash 

landf i 11. In the past we had a contract to d1g, haul, 
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spread and compact ash at a cost of approximately $ 2 .4 8 

per cubic yard of ash. We utilized this amount w1th an 

1nflation factor times the amount of ash to b e hauled. 

For 1990 budgeting purposes, Gulf est1mated rough ly 

$2.65 per cubic yard since the previous hauling 

contract was ending and a new contract wou ~ d be b1d. 

Therefore, in reviewing our past expenses and present 

budget I strongly believe that these expenses are 

JUStlfied , not excess1ve and should be allo...,ed by tr1c 

Commission . 

Q. On page 59 of his testimony, Mr. Schultz lists an 

amount of disallowance for fan and duct repair . 

Mr. Lee, do you agree? 

A. No. The amount budgeted of $1,109,00 0 1s the amount 

Gulf needs to properly ma1ntain our equ1pment. The 

full Justification for the increased spending 1n th1s 

area is set forth in MFR C-5 7, pages 54 through 56 of 

94 . I do not believe that the Commiss1on should mak~ 

any disallowances to the expenses bud0eted ic ~ fan and 

duct re~air. Mr. Schultz's pract1ce of us1ng a 

historical average analysis 1gnores th~ fact that , as 

our plants age, the need for this type of work 

1ncr~ases. Th1s practice should be reJected by the 

Commission. These expenses are reasonable, JUStified , 
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no t exces s 1ve and s hould b e allowed by the Comm1ss1on . 

Q. Beginning o n page 78 of bis t e stLmony , Mr. Schultz 

addresses condenser and cooling towe r corrosion at 

Plant Crist. Mr. Lee, s hould any disallowances be ma d e 

to t his item? 

A. No. Mr . Schultz in his test1mony cou ld not reconc1le 

the d1fference between the 1989 and 1990 budget for 

th1s work. The method used to calculate the reduct1on 

between 1989 and 1990 1s s h own 1n Schedule 1 of rny 

exhiblt (CRL - 2). Also shown in this schedule ar~ th~ 

actual expend1 t u r es for this wo r k by year for the 

per 1od 198 4 t h r o ugh 1989 . As c a n b e seen 1n ~h1s 

s c hedule, s1nc e 1984, we have cons1stently made th~st· 

necessary expend1tures. Our bud ge t fo r 1990 1s 

JUStlfled, not exces s ive and shou l d b e allowed by the 

Comm1ssion. 

Q. Ms. Bass questions Gulf's doing business vith Stock 

Equipment Company vhile its President is a aember of 

Gulf ' s Board of Directors. Ms. Bass acknowledges that 

such business should not be probLbite d , but s uggests 

that any transactions be at a rms length. Doe s Gul f 

Power maincain an arms length position in i ts 

transactions vith Stock Bqui~nt? 
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A. Yes . For va rious reasons, man y items of maJor 

equ~pment are best maintained wi th part s and serv1ce 

supplied by the original equipme nt manufacturer IOEMJ 

Stock Equ1pment ~s the OEM for several pieces of maJor 

equipmen t installed at Gulf's plants. 

Q. Bas Gulf purchased any new major equipme nt from Stock 

Equipment since Mr. Tannehill became a member of Gulf' 5 

board? 

A. No . 

Q. Can you 9ive me the names of a few of the other OEM 

from which Gulf Power purchases aaterial and/or ldbor? 

A. Gulf purcha ses mater~al and/or labor from Westlnghous~ . 

General Electric, Allis Chalm~rs , Allen Sherma n Hof!, 

Foster Wheeler , Combus t i on Eng1neer1ng , and Babcock and 

W~lcox . 

y. Do you o btain competitive bids on all purchases from 

these v endors? 

A. No. In many cases the parts or _erv~ces are only 

~va1lable from the OEM. 

Q. Does this aean you do not obtain bids from these 

vendor s? 
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A. No . Competitive bids are obta1ne d whe n o th~r vencors 

can supp l y the parts and/or serv1ces. 

Q. How long has Gulf Power been purchasing material from 

Stock Equipment? 

A. Stock Equipment has been supplying mater1al, e q u1pme nt 

and serv1ces to Gulf Powe r f o r mo r e t h a n 30 iea r s . 

Q. When Mr. J. B. Tannehill became a Director with Gulf 

Power in 1985, did Gulf Power make any changes in any 

way it transacts business with Stock Equipment? 

A. No . 

Q. Is there any difference in the way you transact 

b usiness with Stock Equipment as compared with other 

OEM vendors such as Westinghouse? 

A. No. We purchase materia l , equipment and s e rv1 ce 

ava1lable only from West1ngho use w1thout c ompetltlve 

b1ds. We also competitively bld material, equ1pmen t 

and service that is available from other v e ndo r s . 

Transactions with Stock Equipment are coordlnated 1n 

exactly the same manner. 

Q. What about the three invoices reviewed by the FPSC 

auditors in their review of Gulf ' s transactions with 
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Stock Equipment? 

A. Two 1nvoices were for mater1al supplied only by Sto ck 

Equipment for OEM equ1pment p u rchased befo re 

Mr. Tannehlll bec ame a member o f Gulf's Board. The 

third invo1c e was for material and fabrica t 1on of a 

coal hopper. Two loc al vendo rs were contac t e d by t he 

Smith Plant for b1ds on thi s 1tem. The two b 1d s we r e 

for $29,875.00 and $45,070.20, r e spect1vely . I n o r de r 

t o s a v e the d1ffe r e nce of $15,195.20 , Gul f a c cvpted 

Stock Eq u 1pme nt's l ow b1d. 

Q. Mr. Lee, how do Gulf'~ annual expenditures with Stock 

Equipment compare before and after Mr . Tannehill became 

a member of Gulf's board? 

A. Mr. Tanneh1ll became a membe r o f Gulf's Board o f 

D1rectors 1n 1985. Gulf's a n nual expe nd1tures t o Stock 

Eq u1pment for the three yea r s before Mr . Tanneh11 : 

b e came a member of the Board of Directors wer e 

$267,00 0 . Gulf ' s annual expenditures to Stock 

Equipment for the four years since Mr. Tanneh1ll bec ame 

a member of the Board of Dlre~tors have been $226,0 00 . 

Q. Mr. Lee, please summarize your test~ny. 

A. My testimony cont1nue s to demonstrate that the Po wer 

Generation Department efficiently and effect1vely 
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1 have defended the O&M 

test year budget for areas within my respons1b1l1ty. 

have also demonst r ated that Gulf ' s management carefully 

considers and evaluates all O&M expense related 

decis1ons. The decisions ultimately made by the 

Company are prudent, )USt1f1ed and neces~ ary for 

optimal efficie ncy and production 1n ut1l1ty 

operat1ons. 

Q. Mr. Lee, does this conclude you r testimony? 

A. Yes. 
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AFFIDAVIT 

STATE OF FLORIDA Docket No. 89134~ EI 

COUNTY OF ESCAMB IJ\ 

1\P fn re mf"' Lhe undc>rRiqncd <~uthority, personally apreared 

Colen R. Lee . who beinQ first dul { sworn . 

deposes and says th~ t he /she is the General Manager o f 

Power Generation of Gulf Power Company and that t~e !or Pgc ing 

is true and correct to the best of his/her knowledg P. inf o r~ation 

and be l1ef. 

Sworn to and subscribed before me this day of 
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Crist Condenser and Cooling Tower Corrosion 

Re conc1l iation of 1989 Budge t to 1990 Budget 

1989 Budget 
1989 Escalated 1990 

Budget To 1990 Reductl.on s 

Labor 131,868 135,048 0 
Mater1al 1,236!000 1!290!000 (12 9,000) 

Total 1,36 7 !868 1!425!048 (129,000) 

Comparison of Actual Expendl.tures Since 1984 

1984 
1985 
1986 
1987 
1988 
1989 

Actual 

1,025,688 
1,159,772 
1,018,592 
1,714,515 
1,133 , 664 
1,244,642 

1990 
Budget 

135,048 
1,161,000 

1,296, 048 
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Florida Public Serv1ce CommlSSlO~ 
Docket No. 891345-EI 
GULF POWER COMPANY 
Witness: C. R. Lee 
Exhibit No. (CR~ - 2) 

Schedule 2 
Page 1 of 2 

Public Counsel's Fourth Set 
of Interrogatories 
Docket No. 891345-EI 
GULF POWER COMPANY 
Harch JtJ , 1990 
It em No . 2 31 
Page 1 of 2 

Refer to Schedule C-57, page 31 of 94 . The 

Company's justification for this expense states : 

"Gul f's plant personnel and engineering personnel 

1n the corporate office do not possess the 

expert1se to 11eet these esse:-.tial requ1rea~ents . " 

a . Provide a list of Gulf plant personnel and 

engineering personnel a nd their r espective 

qualiflcations and iden tify to what extent 

Southern Company Services' personnel are 

more qualified. 

See Attachment. 
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Florida Public Service CommlS Slor. 
Docket No . 891345-EI 

f}!J?loyee Name 

Babbitt, James A. 
Bro.m, Alvin C. 
Dixon, Olin L. 

Cd:lbs, Joseph H. 
Daniney, John M. 
Fonta.ine , George D. 
Hansford, David w. 
Hardin, David c. 
Haskew,~ A. 
Kelly, c. J. 
Kraynak, carl R. 
Lee, Colen R. 
Lyford, William T. 
May , Craig A. 
Parker, Patrick 
Putnal , la'\ald J. 
Richardson , Kenneth L. 
Stapleton, Albert A. 
Talty , 'Ib::nwJ F. 
Terry , Gregory N. 
Tugwell, Charles A. 
Witt, HeJ:man L. 

GULF POWER COMPANY 
Witne ss: C. R. Lee 
Exhib~t No. (CRL-2) 
Schedule 2 
Page 2 of 2 

Public Counsel's Fourth Set 
of Interrogatories 
Docket No. 891345-EI 
GULF POWER COMPANY 
March,3(), 1990 
Item No. 231 
Page 2 of 2 

PCH:R GENERATICN DEPAR'IMENI' EN;lNEERS 
AS OF 02/16/90 

Jet> Title Education I.eve l 

lot]r Plant ~ th B.S. -Elect. ~ 
ProJect ~ineer B.S. - Elect. ~ 
lot]r Pwr Gen Coost B.S. -Civil~ 

M.S. -Civil~ 
Coord Pwr Gen Plan B.S. - Mech. ~ 
Plant ~ineer B.S. - Mech. ED; 
Perf Test Specialist B.S. - Mech . ~ 

SUpt Engr ' Mn B.S. - Mech. ~ 
Sr Plant Engineer B.S. - Civil ED; 
Project ~ineer B.S. - Mech . ~ 
SUpv Pwr Gen Eng B.S. - Mech. ~ 
SUpv Haintenanoe B.S. - Mech. ED; 
Dir PcMu" Generation B.S. - Mach. ED; 
M;r Plant Crist B.S. -Elect. ~ 
Associate Engineer B.S. - Mech. ~ 
M;r Plant Scholz B.S. - Mech. Eng 
Coord Pwr Gen Saf Trng B.S. - Mach. Eng 
Perfoonance Engineer B.S. - Clem. ED; 
Ca'l.atructial Eng B.S. - Mech . Eng 
Aast Plant Manager B.S. - Mech. ~ 
Perfonnance Engineer B.S. - Elect. ~ 
Aast Plant Ma.nager B.S. - Mech. ED; 
M;r PWr Gen Eng Const B.S. - Mech. ED; 

Ql!f CNUlOt, due to its size, justify eap~ 
personnel in such a special i z.ed area. Southern 
catpany Se.Ivioes, by intent, is staffed to supply 
personnel ~ specialize in such areas to provide 
technical assistance to the entire SOuthern Caqlany 
5ystelll, therefore reducing Mrf duplication in the 
Southern cmpany System. 

Year 
Cbt.a.l..ned 

1964 
1979 
1956 
1964 
1963 
1981 
1980 
1975 
1979 
1981 
1964 
1980 
1965 
1965 
1989 
1975 
1973 
1981 
1964 
1971 
1984 
1974 
1961 
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Florida Public Service Commiss1on 
Docket No. 891345-EI 
GULF POWER COMPANY 
Witness: C. R. Lee 
Exhibit No. (CRL- 2) 
Schedule 3 
Page 1 of 1 

Plant Scherer Unit 3 Production O&M Budget 

Year Budget 

1987 2,203,004 

1988 2,026,872 

1989 2,003,232 

1990 1,957,305 
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