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 BRIEF OF RESOURCE SUPPLY MANAGEMENT

NOW COMES Resource Supply Management (“RSM”) and shows the Georgia Public Service Commission (“Commission”) that the amended application by Georgia Power Company (“Company”) should be modified to not allow recovery by the Company and not subject ratepayers to excessive and unjustified capital recovery or profits on dead power plants.
I. Introduction
The decisions the Commission makes in this case will mean billions of dollars in new capital spending and precedents that will affect billions of dollars of future rate recovery for every Georgia Power customer.  Many of the decisions the Commission makes are influenced by the new Federal regulations, but other decisions are completely within its discretion.

Since 2008 every single Georgian has been affected by the Great Recession.  People’s lives were changed.  Most businesses survived the economic downturn, but others did not.  The economy is beginning its long, slow recovery, but people and businesses are cautions about the future.  Rates will go up because of this case, but this Commission should apply conservative business principles when considering the evidence and critical policy issues before it.

Georgia Power Company is asking to: retire three coal plants, certify 1,562 megawatts of new purchase power contracts, approve an annual additional sum for each of the purchase power agreements (“PPAs”) and authorize a multi-billion dollar construction program to build 7 new bag houses on existing coal plants.  The costs for the bag houses alone will run from $2 to $3 billion.  While this may seem like a tremendous agenda, it is only the beginning of future requests to retire more coal plants, build new transmission facilities and further modify existing plants based on pending Federal regulations.

This case is not the end, but the beginning of more capital expenditures, retirements and rate increases.  Georgia Power stated it intends to file a similar case in January, 2013.  What is done today will affect this Commission’s future decisions, the nature of the Company’s future proposals and all Georgia Power ratepayers.

While allowing reasonable recovery of environmental remediation capital expenses the Commission should not allow the Company to artificially inflate its rate base and reap excessive profits.  The Company’s IRP application should be modified to prohibit:

1. Double recovery for purchase power agreements (“PPAs”) that are capital leases

2. Conversion of “unusable material and supplies” to regulatory assets

3. Conversion of nonperforming plants to regulatory assets

4. Conversion of retired plants with unrecovered net book value and useful life to regulatory assets

Regulated utilities earn a return or profit on the undepreciated book value of capital assets.  The term “regulatory asset” means the Company seeks to assign a dollar number to its book value or ratebase which will be expensed over an amortization period with a rate of return.  The amortizated amount and the return are collected as expenses from electricity using customers. Conversion of abandoned plants and their spare parts to regulatory assets means the Company wants to pretend the assets are still useful.
II. Ratepayers Should Not be Required to Provide Double Recovery for the PPAs Treated as
Capital Leases


Two of Georgia Power’s four purchase power agreements are capital leases.  If they are certified by the Commission they will be included in the Company’s rate base and the Company will earn a return on equity for those leases.  The Company should not be given an annual additional sum of $2.30 per kilowatt or $2,300 per megawatt for those certified capital leases which are also included in rate base.  This is nothing more than allowing double recovery and is excessive.


Additionally, the Commission should adopt the Staff’s original postion that the “. . .Company’s additional sum request should be reduced by 50%.” (Direct Testimony of Philip M. Hayet, p. 4).  Other than referencing prior decisions in which the $2.30 additional sum amount was granted, the Company provided no evidence or argument to support its current position.  The unique circumstances of this case, the current economic environment and the excess reserve margin the Company currently has are all relevant factors which support the Advocacy Staff’s position and grant the Company an annual additional sum of $1.15 per kilowatt for power from non-leased sources
III. Unusable Material and Supplies Should Not be Converted to Regulatory Assets
Prior to this case unusable material and supplies would have been treated as unrecoverable operation and maintenance expenses the Company would write off or sell for salvage value.  This is exactly what would happen if this same scenario occurred for a private business.

The vague reference in the Stipulation incorporated into the Order in Docket 31958 has no basis in the rate case testimony and was never described in any detail.  “Under the Stipulation, if the Commission approves such changes, than the associated costs, including any impairment losses and any unusable materials and supplies inventories at such units, will be deferred as a regulatory asset to be recovered over a period of time deemed appropriate by the Commission.” (Docket No. 31958, Final Order, page 12, par. 11)  As a “regulatory asset” the unusable material and supplies will be included in the Company’s rate base and earn a profit or return on equity.
There was no evidence in Docket 31958 that specifically identified what assets and their value might be converted to a regulatory asset in the future.  This open ended provision was inserted in the Stipulation at the end of the case with only Georgia Power understanding the scope and significance of the provision in the future.  In the ordering language it acknowledges the Commission has the discretion whether to “approve such changes” and the Commission should not feel bond or obligated to unsupported and vague language in a prior case.
IV. Plant Mitchell Unit 4C Has Been A Dead Plant Since December 2009 When It “Experienced A Significant Equipment Failure” Which Was Never Repaired 
Georgia Power Company was forthright in its August 4, 2011 Application when it stated,

“In December 2009, the unit experienced a significant equipment failure and the Company made the economic decision to delay repairing the unit.” (Docket 34218, Application, p. 3)  Unit 4C is a dead generation plant which the voodoo priests in the Company’s regulatory department are trying to reanimate and make a zombie plant, one that pretends to live for rate making purposes but in reality is dead.  They are trying to use their economic spells and accounting incantations to convince this Commission that a dead generation plant should be treated as if it were a viable, operational plant and its remaining net book value converted to a regulatory asset.

The Commission should ignore the Company’s regulatory voodoo, and use undisputed evidence and reason to make a decision.  It is uncontroverted that Plant Mitchell Unit 4C has been out of service since December 2009, and incapable of generating any electricity.  The Company has not repaired nor attempted to repair the unit, yet it wants the Commission to treat the plant as if it is a viable asset and convert its remaining net book value to a regulatory asset for collection of its remaining depreciation schedule and the associated profit.  Even if the remaining net book value of this plant was only $1 it should not be converted to a regulatory asset because of the harmful precedent it would create that the Company could exploit in the future to include additional worthless plant and equipment in rate base at ratepayer expense.
V. Retired Generation Assets Should Not be Converted to Regulatory Assets
The new Federal emission regulations make the retirement of some of Georgia Power Company’s older coal plants inevitable based on economic evaluations.  Plants Branch Units 1 & 2 and Mitchell Unit 4C are the first of several coal plants the Company will ask to be retired.  The Company is asking the Commission to allow it to convert the unrecovered net book value of these plants to regulatory assets.  The ironey here is that if the Commission approves the Company’s proposal in a weak economony, the electrcity cost increase caused by Georgia Power’s collection for useless assets will close down other businesses causing the abandonment of productive assets.
VI.  Commission Approval of Allowing Collection for These Obsolete Plants Will Encourage Additional Requests for Other Plants to Receive Similar Treatment
If the Commission’s oder in this case grants what the Company asks it will set a terrible precedent. The Company has a list of plants that must either be fixed or replaced.  If the Commission allows recovery and profit on the abandoned plants while also allowing recovery and profit on the new replacement plants, then there is little doubt the Company will have a bias to replace rather than fix. 
VII. The Rate Impacts of the Company’s Proposal Are Unknown
Commission approval of the Company’s proposal would be tanamount to writing a blank check.  The Company says the actual cost recovery for matters in this case will be dealt in rate making procedure.  The assertion is misleading, they don’t mean the next rate case.  The cost of environmental expenditures are not recoverd in base rates but rather through a special rate tracker used especially for that purpose.  Such adjustments to the Environmental Compliance Cost Recovery “ECCR” rate are proposed each November for implementation in January of each year.  These compliance filings have limited discovery and no hearing testimony.  The Commission should order that adjustments to the ECCR be part of general rate case and the total of the Company’s expenses be considered.  The Company in its next rate case may be over earning from base rate revenues.  These excessive revenues from base rates can be applied to reduce the revenues required by the ECCR rate.
VIII. Conclusion
Resource Supply Management requests that the Georgia Public Service Commission modify the Company’s application to prohibit double recovery for purchase power contracts that are capital leases, conversion of “unusable material and supplies” to regulatory assets, conversion of nonperforming plants to regulatory assets and conversion of retired plants with unrecovered net book value and useful life to regulatory assets.  
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