










March 21, 2013

Mr. Reece McAlister
Executive Secretary
Georgia Public Service Commission
244 Washington Street, SW
Atlanta, GA  30334-5701

RE:	Georgia Public Service Commission Staff’s Summary Report on Georgia Power Company’s 2011 Annual Retail Surveillance Report; Docket No. 31958 

Dear Mr. McAlister:

Georgia Power Company (“Georgia Power” or the “Company”) has reviewed a draft copy of the Georgia Public Service Commission (“Commission”) Staff’s Summary Report on Georgia Power Company’s 2011 Annual Retail Surveillance Report (“Staff Report”).  The Company’s 2011 Annual Surveillance Report  (“ASR”) is the first Annual Retail Surveillance Report reviewed by the Staff pursuant to the Commission’s final order in Docket No. 31958 (“2010 Rate Case”).  The Staff Report presents the Staff’s ultimate conclusion that Company earnings were within the dead band set by the Commission in the 2010 rate case and that, therefore, there are no excess earnings above the band that would qualify for sharing.  

In the Staff Report, Staff identified two issues, neither of which, if adopted, would change the ultimate conclusion in the Staff Report.  First, Staff recommends that the following principle be included and applied to the Company’s 2011 ASR and other ASRs filed pursuant to Docket No. 31958: “[p]ursuant to the Commission’s Order in Docket No. 25060, Stock Option Expenses attributable to Georgia Power Company, Southern Company Services, and Southern Nuclear employees were excluded from retail expenses.”  Secondly, Staff recommends that the Commission should consider in the 2013 base rate case limits on inclusion of Plant Held for Future Use (“PHFFU”) in rate base.  Although the two issues identified by Staff do not impact the conclusion of the 2011 ASR, the Company would like to take this opportunity to respond to the Staff’s recommendations, and specifically, to identify points of disagreement with one of the recommendations made by Staff.      

Plant Held for Future Use

Staff identified PHFFU as an issue in the Staff Report.  Specifically, Staff indicated a desire to evaluate in the 2013 base rate case certain PHFFUs whose utilization dates fall outside the ten- year planning horizon.  With respect to this recommendation, the Company is willing to discuss in the 2013 base rate case whether it is appropriate for the Commission to place limits on inclusion of PHFFU in rate base as recommended by Staff.  

Treatment of Stock Option Expense in the 2010 Rate Case
 
Staff recommends that the following principle be included and applied to the Company’s 2011 ASR and other ASRs filed pursuant to Docket No. 31958: “[p]ursuant to the Commission’s Order in Docket No. 25060, Stock Option Expenses attributable to Georgia Power Company, Southern Company Services, and Southern Nuclear employees were excluded from retail expenses.”  In the Staff Report, the Staff is recommending an adjustment of $10.66 million to reflect this principle.  The Staff derives this number from a $10.66 million adjustment agreed to as part of the settlement agreement reached between Commission Staff and the Company (“Settlement Agreement”) and adopted by the Commission’s Final Order in the 2010 Rate Case.  This adjustment was reflected on line 19 (Miscellaneous Income Adjustments) of the “Henkes Table” (which table was referenced in the Settlement Agreement) and incorporates settled positions related to three separate line items, and not just stock option expenses.  In addition, the $10.66 million was not specifically allocated between the three items, as the Commission itself noted in its Final Order: “the parties did not assign [the line 19] reduction to any particular line item.”  This $10.66 million adjustment incorporated settled positions concerning the following three line items: 

1) Incentive Compensation adjustments on line 18 of the Henkes table (See Settlement Agreement, Pg. 3, Second Para. “Line 18 of the Henkes Table: The Parties agree…that this adjustment will not be made and that the amounts stated in Line 19 of the Henkes Table will be adjusted to reflect the parties’ compromise.” (emphasis added)); 

2) Miscellaneous Income Adjustments on line 19 of the Henkes table; and 

3) Transmission Rate Base and Income Adjustments reflected on line 23 of the Henkes table (See Settlement Agreement, Pg. 3, Seventh Para. “Line 23 of the Henkes Table: The Parties agree…that this adjustment will not be made and that the amounts stated in Line 19 of the Henkes Table will be adjusted to reflect the parties’ compromise”). 

There are numerous flaws with Staff’s recommendation regarding stock option expense.  First,  and foremost the Company has already implemented the $10.66 million adjustment by reducing the Company’s revenue requirement on which the base rates were calculated.  To require the Company to reduce both its revenue requirements (which, all things being equal, results in the Company collecting $10.66 million less on an annual basis) and also its annual expenses for purposes of the ASR by $10.66 million (or some lesser portion thereof attributable to stock option expense) would result in an inequitable and unintended double counting of the adjustment.  The $10.66 million adjustment was intended to be a reduction to the Company’s revenue requirement that impacted revenues on an annual basis throughout the term of the three year accounting order.  This is made abundantly clear in both the Settlement Agreement and the Commission’s Final Order.  The Settlement Agreement states that, with respect to Line 19, “[t]he Parties agree that the Company’s revenue requirements will be reduced by $10.66 million.”  Settlement Agreement at 3 (emphasis added).  Similarly, the Final Order states that “the Stipulation includes an adjustment, entitled ‘Miscellaneous Income Adjustments,’ that reduces revenue requirement in the amount of $10.660 million.”  Final Order, at 9 (emphasis added).  Unlike in the 2007 Rate Case, where the Parties expressly agreed to remove the stock option expense from the retail jurisdiction, there is no evidence from the 2010 Rate Case that the parties intended the $10.66 million adjustment, let alone some unspecified portion of the adjustment related to stock option expense, to reduce both the Company’s revenue requirement for purposes of setting base rates and its expenses for purposes of the ASRs filed during the three-year period of the 2010 base rate case accounting order.  In addition, the fact that the Parties litigated and then settled on this issue in the 2007 Rate Case is clear evidence that supports a conclusion that each rate case stands on its own in regard to the treatment of stock option expenses.  It is not a principle, as has been suggested by Staff, that cannot, and has not, been revisited and revised in prior cases.  Indeed, the current case is an example of an alternatively agreed upon Commission approved treatment of this issue.  

Furthermore, there is simply no basis in the Final Order or the Settlement Agreement on which to conclude that it was the parties’ intention to reinstitute the principle identified by Staff (“[p]ursuant to the Commission’s Order in Docket No. 25060, Stock Option Expenses attributable to Georgia Power Company, Southern Company Services, and Southern Nuclear employees were excluded from retail expenses).  The $10.66 million adjustment was a compromise number that was not allocated amongst the three items identified and Staff has provided no explanation for why one specific portion of the stipulated adjustment should be carved out and carried forward for purposes of the Company’s ASRs.  Staff states in its report that “the 2011 Stock Option Expenses should have been excluded from GPC’s retail expenses in the 2011 ASR.”  This position contradicts the Settlement Agreement because it would allocate a portion of the $10.66 million to a specific line item (stock option expense) when the parties agreed that such allocation was not possible.  Furthermore, it is not clear by what amount the Company’s expenses would be reduced for ASR purposes if the principle was reinstated as recommended by Staff.  The $10.66 million includes amounts from three different line items, including incentive compensation.  Incentive compensation is, itself comprised of three different categories of costs, including stock option expense.  Not only does the Settlement Agreement provide no basis for allocation of the $10.66 million among the three primary line items, as discussed above, but the Settlement Agreement also does not provide any basis for allocation of some portion of the $10.66 million between the different categories of incentive compensation.  Staff’s recommendation would apparently allocate more than 50% of the entire $10.66 million (the Company’s 2011 stock option expense was $6.4 million) even though Staff has cited no basis for such allocation.  Furthermore, the Settlement Agreement specifically notes that the Incentive Compensation adjustment reflected on Line 18 of the Henkes Table “will not be made.”  Settlement Agreement, Pg. 3, Second Para.  Staff is now urging the Commission to adopt essentially the opposite position.

In summary, Staff recommends an ongoing reduction to expense for stock option expenses despite the fact that the particular expense adjustment was explicitly rejected, the Commission explicitly identified the $10.66 million adjustment (which contains the stock option adjustment) as a revenue requirement reduction only, and the parties and the Commission agreed that there was no way to allocate any particular portion of the $10.66 million adjustment to stock option expense.   

The inclusion of the principle in question in the Company’s 2008, 2009 and 2010 ASRs was appropriate in light of the settlement agreement reached and the pleadings contained in Docket No. 25060.  In that proceeding, it was clear that the parties intended both a reduction to revenue requirements for purposes of establishing base rates and a recurring reduction to O&M expenses in connection with stock option expense for purposes of ASR reporting (see e.g., Rebuttal Testimony of Ann P. Daiss and Robert B. Morris, Docket No. 25060 (“[t]he Settlement Agreement reflects that stock option expenses billed to Georgia Power by Southern Company Services and Southern Nuclear Operating Company will be excluded from the retail jurisdiction”) (emphasis added).  No similar agreement was reached in Docket No. 31958.  Staff contends that the principle in question is being “abandoned” when, in fact, there is no basis on which to assume that an agreed upon reduction in expense will automatically be carried forward into future accounting orders absent an express Commission order or the agreement of the parties.  Every base case results in the addition, modification or deletion of certain principles that govern ASR reporting for the term of the accounting order, and the mere fact that Commission adopted a particular principle for the term of one accounting order does not mean that such principles will by default be carried forward after the Commission revaluates the entirety of the Company’s revenue requirement in a full base rate case.    

As stated above, both the Company and the Staff agree that the resolution of this issue would have no material impact on the 2011 ASR because exclusion of the expenses in question would not result in retail earnings above the currently effective sharing band.  Thus, it is not necessary for the Commission to resolve this issue at this time.  To the extent that Staff is recommending in the Staff Report that the Parties should have a consistent understanding of how any compromise adjustments are to be reflected for annual surveillance report purposes, we agree, and we are willing to work with Staff in the next rate case to ensure that there are no misunderstandings in this regard.   Nevertheless, the Company maintains that Staff’s position on this issue is not supported by the text of the Settlement Agreement, the Final Order, or the various other pleadings in Docket No. 31958.  

Please call me at 404-506-7519 if you have any questions regarding this letter.

Sincerely,



Kevin Queen
Manager, Regulatory Affairs

cc:	Sheree Kernizan, Georgia Public Service Commission
	Robert Trokey, Georgia Public Service Commission



