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Background and Overview
The Georgia Public Service Commission’s (“GPSC” or “Commission”) Short Order Adopting Settlement Agreement as Modified in Docket No. 42516, dated December 17, 2019, adopted a Settlement Agreement among Georgia Power Company ("Georgia Power", "GPC", or "Company") and the (1) City of Atlanta, (2) Commercial Group, (3) Georgia Industrial Group (“GIG”), (4) Georgia Association of Manufacturers (“GAM”), (5) Metropolitan Atlanta Transit Authority (“MARTA”), and (6) Kroger Company, which, among other things, established a three-year Alternative Rate Plan ("ARP") with rates that became effective on January 1, 2020 and originally set to continue through December 31, 2022.  For Annual Surveillance Reporting (“ASR”) purposes, a provision of the Settlement Agreement established that beginning January 1, 2020, an earnings band range between 9.50% and 12.00% for retail return on equity ("ROE").  Specifically, Paragraph 4 (pages 5-6) of the Commission’s Short Order Adopting Settlement Agreement as Modified stated that:
For Annual Surveillance Reporting ("ASR") reporting purposes, beginning January 1, 2020, the earnings band shall be set at 9.5% to 12.0% ROE and the Company shall report earnings based on the actual historic cost of debt and approved capital structure.  The Company shall not file a general rate case unless its calendar year retail earnings are projected to be less than 9.5% ROE.  
Subsequent to finalization of PIA Staff’s review of the respective ASR, any retail earnings above 12.0% ROE shall be shared, with forty percent (40%) being applied to regulatory assets in the following priority: Accumulated CCR ARO, Retired Generating Plant, Obsolete Inventory, Environmental Remediation, and Storm Damage, forty percent (40%) being directly refunded to customers, allocated on a percentage basis to all customer groups including the base revenue contribution of Real Time Pricing (“RTP”) incremental usage, and the remaining twenty percent (20%) retained by the Company.  The Commission finds that is fair and reasonable that in the event the Company is earning above the top end of the earnings band, the portion of the excess earnings not flowing to the Company’s shareholders be devoted to customer rate reductions.
Georgia Power makes its ASR filings in order to determine its earned ROE and to address the return of excess amounts above the 12.00% upper end of the earnings dead band. The Company’s ASR filing for the twelve months ended 2021 in this proceeding is the Company's eighth annual filing since the ASR was adopted pursuant to the Settlement Agreement as approved by the Commission in its Order dated December 23, 2013 in Docket No. 36989 and extended by Commission Order in Docket No. 39971.  As shown on page 1 of Section 1 of the Company's 2021 ASR filing, Georgia Power reported a Retail Return on Equity of 12.09% for 2021 on its ASR.
The Company indicated that its retail surveillance report for 2021 has been prepared in accordance with the ratemaking principles established by the Commission in Dockets 4007, 6292, 6739, 9355, 14000, 18300, 19758, 25060, 31958, 36989, and 42516.
Pursuant to the Settlement Agreement and the GPSC’s Short Order Adopting Settlement Agreement as Modified dated December 17, 2019, issued in Docket No. 42516, earnings above the upper limit of the 9.50% to 12.00% ROE range are subject to sharing, with 40% being applied to regulatory assets, 40% directly refunded to customers and the remaining 20% retained by the Company.  
For the twelve months ended December 31, 2021, the Company reported earnings of 12.09% ROE, with excess revenues of $14.167 million.  Consistent with the Settlement Agreement and the GPSC’s Short Order Adopting Settlement Agreement, 40% (approximately $5.667 million) shall be applied to regulatory assets related to combustion coal residuals (“CCR”) asset retirement obligations (“ARO”), 40% (approximately $5.667 million) shall be refunded to ratepayers and 20% (approximately $2.833 million) shall be retained by the Company. 
Similar to the ASR for the 12 months ended December 31, 2020, the Company’s 2021 ASR filing omits making an adjustment to remove stock-based compensation expense that had been made in previous ASRs until 2019.  As discussed below, if an adjustment to remove stock-based compensation expense was made for 2021, the ASR results would be an equity return of 12.29%, which is above the top end of the earnings range and above the 12.09% reported by GPC in its 2021 ASR filing.  If an adjustment to remove stock-based compensation expense was made for 2021 on a retail jurisdictional basis, the Company would have earnings of 12.29% ROE, and excess revenues of $47.542 million.  Approximately 40%, or $19.017 million would be applied to regulatory assets related to CCR ARO, 40% or $19.017 million would be refunded to ratepayers, and 20%, or $9.508 million would be retained by the Company.  The refund to ratepayers would be $13.350 million more ($19.017 million vs. $5.667 million if the adjustment to remove stock-based compensation expense had continued to be made).
Scope of Review and Recommendations
The Staff conducted an extensive review of the Company’s 2021 ASR filing in order to:
· replicate and verify the Company’s return on equity calculation to ensure it placed within the Commission’s ordered ROE band,
· ensure that the Company’s regulatory adjustments were made in compliance with Commission orders, and
· identify issues and/or adjustments to the Company’s filing as appropriate.
Staff’s review implemented the following procedures, amongst others, to make its determination with respect to the Company’s reported Return on Equity:
· compared rate base and operating income components year over year, identified changes in adopted accounting methodologies, and identified new transactions,
· identified variances as a foundation for discovery questions, and
· prepared multiple rounds of discovery questions and reviewed responses.
The Company's 2021 ASR filing, at Section 5, Schedule 12, states that there were no major accounting or tax changes during 2021.
Stock-Based Compensation
The Commission had previously adopted a Settlement Agreement in its Order dated December 23, 2013 in Docket No. 36989.  In the Findings of Fact section of that Order, the Commission identified adjustments that had been recommended by Staff in GPC's 2013 rate case and included as provisions of the Settlement Agreement.  One of these adjustments related to the removal of stock-based compensation expense.  The Commission directed that this adjustment be reflected in the Company's next ASR filing.  Specifically, on page 9 of the its Order adopting the Settlement in Docket No. 36989, the Commission stated:
Paragraphs 2 and 3 of the Settlement Agreement describe and provide that the Annual Surveillance Report ("ASR") will be filed by the Company by March 15 of the year following the reporting year.  The Commission finds that the adjustments to the Company's initial filing agreed to in the Settlement Agreement, itemized in Exhibit A to the Settlement Agreement and further described above, shall be applied for ASR filing purposes for each year of the ARP.  Specifically, to be included in the ASR are the Stock Based Compensation adjustment (line 11)…The Stock Based Compensation adjustment would be reported as the actualized amount...
GPC had reflected the adjustment to remove stock-based compensation in its previous ASR filings through 2019[footnoteRef:1] in accordance with the Commission's Order.   [1:  GPC did not make an adjustment to remove stock-based compensation in the 2020 ASR.] 

The Company’s 2021 ASR filing, did not include an adjustment to remove stock-based compensation expense, as it had done over the past several years in accordance with the Commission’s Order in Docket No. 36989.  In response to STF-ASR-6-29, as to why stock-based compensation costs were not removed from the 2021 ASR filing, the Company stated:
The 2019 base rate case settlement in Docket No. 42516 approved by the Commission provided for the inclusion of stock-based compensation within retail cost of service under the 3-year alternate plan.  Specifically, paragraph 33 in the Commission’s Order adopting the Stipulation states, “…PIA Staff’s recommendation to remove the stock compensation plan from rate base is denied.”  The Commission also found that “the Proposed Agreement does not include this adjustment and the Commission finds that the Settlement Agreement as Modified is reasonable as a whole.”  Consequently, the revenue requirement approved in the settlement reflected full recovery of stock-based compensation expenses.

It should be noted that the PIA Staff was not a party to the Company’s 2019 rate case settlement.  In the 2019 Rate case it was PIA Staff’s position that the Company incurs the costs of these incentive compensation programs in an effort to improve the Southern Company financial performance for the benefit of shareholders, not for the benefit of ratepayers.  Conversely, it was the Company’s position that the total compensation plan, including stock-based at-risk compensation is market competitive and appropriately balances operational with financial focus for both short-term and longer term to drive employee behavior in ways that balance the interests of customers and shareholders alike. As a result of the settlement agreement that did not include Staff as a representative of general ratepayer interests, ratepayers are now are currently bearing the cost associated with stock-based compensation expense, which had previously been borne by shareholders.
With regard to PIA Staff’s recommendation to remove the costs of stock-based compensation from retail cost of service in GPC’s recent rate case in Docket No. 42516, in its post-hearing brief, PIA Staff stated that the Company incurs the costs of stock-based compensation in an effort to improve Southern Company’s financial performance for the benefit of shareholders rather than for the benefit of ratepayers.  Specifically, PIA Staff stated:
For instance, the purpose of these incentives is not to improve customer service or meet other regulated utility service requirements.  To the contrary, the objectives of maximizing shareholder value on the one hand and minimizing costs to ratepayers on the other hand, are generally opposed to each other.  And the fact that maximizing shareholder value frequently does not serve the ratepayer interest of lower rates for the service shows the fatal flaw in the argument that these financial incentives should be seen as merely part of a compensation package, and as such, should be recovered from ratepayers.

It is Staff’s position that, as a regulatory principle, ratepayers should not be required to pay executive or management compensation that is based on the performance of Southern Company’s stock price, or which has the primary purpose of benefitting shareholders and/or to align the interests of participants in the stock-based compensation plans with those of such shareholders.  It is Staff’s position that for utility ratemaking purposes, the concept that stock-based compensation should be borne by shareholders, and not charged to utility ratepayers, had been applied in prior GPC ASR filings until 2019, and was an adjustment in all of the applicable GPC rate case settlements during that period to which the PIA Staff was a party.  The Company had reflected an adjustment to remove stock-based compensation expense in its previous ASR filings going back to 2014 in accordance with the Commission's Order from Docket No. 36989. 	
	Staff understands the Company’s position to be that previous Commission-approved agreements to remove stock-based compensation should not be used to imply that the Company supports the exclusion as a matter of principle. 
With regard to the 2021 ASR, we requested that the Company provide a breakout of the components of stock-based compensation included in retail operating income as well as the related ADIT in retail rate base.  In its response to STF-ASR-6-29, the Company provided the following breakout of 2021 stock-based compensation:
		[image: ]
As shown in the table above, the Company’s 2021 ASR filing includes a debit amount of ADIT in FERC Account 190 in rate base totaling $1.834 million.  In addition, the 2021 ASR retail operating income includes pre-tax stock-based compensation expense totaling $33.425 million and the related income taxes totaled $8.455 million. 
Recommendation  
Staff is not proposing an adjustment to remove the costs associated with stock-based compensation from the 2021 ASR filing, since stock-based compensation was not removed in the Company’s last rate case settlement in which Staff was not a signatory, but which was approved by the Commission.  However, for informational purposes, Staff calculated what the impact would be if the components of stock-based compensation shown in the table above were removed from the 2021 ASR retail rate base and retail operating income.  Specifically, removing stock-based compensation from the 2021 ASR would increase the Company’s Return on Investment – Retail from 8.32% to 8.44%.  This in turn would increase GPC’s reported 2021 ASR retail ROE of 12.09% to 12.29%, which would increase the Company excess earnings above 12.00% for the 12 months ended December 31, 2021, and would result in surplus revenues for sharing of $47.542 million, and would result in additional sharing specified in the Commission’s Order Adopting Settlement in Docket No. 42516.  
As noted above, such sharing would include (1) 40% being applied to the CCR ARO regulatory assets, (2) 40% being refunded to ratepayers, and (3) the remaining 20% being retained by the Company.  The impact of the sharing specified above is shown in following table:
	[image: ]
As shown above, the impact of removing the costs associated with stock-based compensation from the 2021 ASR (thus increasing the retail ROE to 12.29%) would result in an earnings surplus of $47.542 million above the top end of the earnings band.  In accordance with the sharing percentages discussed above, the $47.542 million surplus would result in (1) $19.017 million being applied to the Company’s CCR ARO regulatory asset balances, (2) $19.017 million being refunded to ratepayers, and (3) $9.508 million being retained by the Company.  
[bookmark: _Hlk76021332][bookmark: _Hlk76021695]The Company and PIA Staff agree that no adjustment should be made in this ASR for stock-based compensation.  PIA Staff and the Company agree that the upcoming rate case affords the next opportunity to address any disagreement over the rate treatment for stock-based compensation.  
Plant Held For Future Use  
[bookmark: _Hlk74739876]As shown in Section 2, page 1 of GPC's 2020 ASR filing, the Company included FERC Account 105, Plant Held For Future Use ("PHFFU"), totaling $114.631 million in rate base.  Staff requested that the Company identify how much of this PHFFU was related to projects that were (1) not included in the 2013 Integrated Resource Plan ("IRP"), (2) not included in the Company's 2016 IRP, and (3) not included in the Company's 2019 IRP.  In its response to STF-ASR-6-54, the Company provided an attachment that provided the requested PHFFU information, which Staff has replicated in the table below:
[image: ]As shown in the table above under column B, the Company included PHFFU totaling $114.631 million in the 2021 13-month average jurisdictional ASR rate base, of which approximately $80.8 million has a projected in-service date of 2040 or beyond.  
The Company provided the following explanations with regard to why certain PHFFU items were not included in its 2013, 2016 and/or 2019 IRPs:
· Lines 1-7: Items were not addressed in the Company's 2013, 2016 and 2019 IRP because they fell outside the 10-year Transmission planning horizon.  These amounts total $70.327 million.  Of that $70.327 million, $65.815 million is not anticipated to be in use to provide electric service prior to 2040.
· Lines 8-9: Items were included as part of the Company's 2013 IRP.  The use dates of these items have subsequently changed and they were not addressed in the 2016 or 2019 IRP because the anticipated use date fell outside the 5-year Area planning horizon.  Those projects, which total $1.388 million, and included in 2021 ASR rate base, is not anticipated to be in use prior to 2040.
· Lines 10-11:  Items were inadvertently omitted from the Company's 2013 and 2016 IRP filings.  The projects associated with these items were subsequently provided in the Company's response to 2016 IRP data request STF-2-25.  Items were not addressed in the Company's 2019 IRP because plant held date fell outside the 10-year Transmission planning horizon and the 5-year Area planning horizon.  Those projects, which total $683,372, are not anticipated to be in use prior to 2040.
· Line 12: Item was not addressed in the Company's 2013 IRP.  Item was addressed in the Company's 2016 IRP in Technical Appendix Volume I and Appendix G in the Resource Mix Study.  Item was addressed in the Company's 2019 IRP in Attachment G in the Main Document.  
This item is the $22.952 million of Stewart County land which GPC had initially indicated was purchased for a new nuclear plant site.  No “new nuclear” beyond Vogtle Plant Units 3 and 4 are presently authorized for GPC.  If some other type of new generating plant, such as a natural gas fuel combined cycle unit, is eventually built on this site, it is unclear whether the full amount of acreage needed for a new nuclear unit would be needed.  Thus, there is a concern that some of the land purchased for a new nuclear unit may end up being surplus land that is not needed, if a different type unit ends up getting built on the site.
· Line 13: Item was not addressed in the Company's 2013 or 2016 IRP because the land was donated to the Company in 2018 by the Effingham County Industrial Development Authority to be used as a future substation site to support anticipated load growth in the area.  Item was not addressed in the Company's 2019 IRP because the anticipated use date falls outside the 5-year Area planning horizon.  The $30,266 for this site is not projected to be in use prior to 2040.
· Line 14: Item was purchased in 2019.  It was not addressed in the Company's 2019 IRP as it is not directly associated with any specific Transmission or Distribution line and substation projects nor affiliated with any Generation projects.
· Line 15: Item was addressed in the Company's 2013 or 2016 IRP.  The use date of this item has subsequently changed and it was not addressed in the Company's 2019 IRP because the anticipated use date fell outside the 5-year Area planning horizon.  The $12.933 million for this site is not projected to be in use prior to 2040.
· Lines 16-17: Items were not addressed in the Company's 2013, 2016 or 2019 IRP because they fell outside the 10-year Transmission planning horizon.  However, the need dates were recently moved within the 5-year Area planning horizon.
· Line 18: Item was inadvertently omitted from the Company's 2013 and 2016 IRP filings.  The project associated with this item was subsequently provided in the Company's response to 2016 IRP data request STF-2-25.  The item was included in the 2019 IRP referenced in Volume 3 [F]. 
· Line 19: Items were not addressed in the 2013 or 2016 IRP because it fell outside the 5-year area planning horizon.  It was included in the 2019 IRP referenced in Volume 3 [F].
· Line 20: Item was not addressed in the Company’s 2013 IRP because it fell outside the 5-year area planning horizon.  It was included in the 2016 and 2019 IRP referenced in Volume 3 [F].
The issue of PHFFU was addressed in the Company's recent rate case in Docket No. 42516.  Pursuant to the Settlement Agreement reached in that case and as noted in Section 9 (pages 8-9) of the Commission's Short Order Adopting Settlement as Modified:
With the exception of easements and right of ways, Generation and Transmission property in Plant held for Future Use ("PHFFU") that has been held in PHFFU account for 15 consecutive years shall undergo review during the first IRP proceeding following the 15th year that such property has been held in PHFFU.  Distribution property in PHFFU that has been held in PHFFU account for 15 consecutive years shall undergo review during the first base rate proceeding following the 15th year that such property has been held in PHFFU.  In the respective proceeding, the Company will be required to present the specific plan for the property(s) that has exceeded 15 consecutive years in PHFFU.  The Commission will decide the matter in that proceeding.

As shown in the table above under column C, the Company included PHFFU totaling $80.8 million in the 2021 13-month average jurisdictional ASR rate base that is not anticipated to be placed into service until 2040 or beyond.
Recommendation
Based on the foregoing passage from the Commission's Short Order Adopting Settlement Agreement as Modified, Staff is not proposing any adjustments to PHFFU in the 2021 ASR filing.  However, Staff recommends that the Company continue to hold quarterly meetings to re-evaluate the uses of the items in the PHFFU account to determine if and when it will be used, and to maintain documentation for these quarterly reviews of PHFFU.  If it is determined that a parcel of land will not be used within a reasonable time period, such as 15 years since its acquisition date, it should be reclassified into non-utility property, and removed from jurisdictional retail rate base with notification to the Commission of such reclassification.   
Vegetation Management
Upon reviewing Section 5, Schedule 6 - Actual to Budget Non-Fuel O&M Expense Comparisons from the 2021 ASR filing, Staff noted that the budget to actual comparisons for the Transmission and Distribution functions reflected the following budget to actual variances:
[image: ]
As shown in the table above, the Transmission function reflected actual spending that was $1.879 million, or 1.51% higher than the amount budgeted.  In addition, the Distribution function reflected actual spending that was $58.035 million, or 20.04% higher than the amount budgeted.  Based on the information presented in the Company’s as-filed Schedule 6, for 2021, for Transmission and Distribution combined, the Company’s actual spending for asset management and vegetation management expense was $59.914 million or 14.46% higher than budgeted.  Under the Explanation of Variances column of Schedule 6, the Company stated that, among other things, the variance for Transmission was primarily attributed to asset management spending that was partially offset by parity payment receipts.  In addition, among other things, the variance for Distribution was primarily attributed to overruns in asset management and vegetation management spending.
Because the Distribution budget-to-actual variance was substantial, Staff requested that GPC explain in detail the reason(s) for the overruns which resulted in actual Distribution related vegetation and asset management as well as maintenance costs of $347.644 million being $58.035 million higher than the budgeted amount of $289.609 million.  In its response to STF-ASR-6-20, the Company stated:
The Section 5, Schedule 6 filed in the Company’s 2021 ASR filing contained budget data that was inadvertently misclassified between functions “Distribution” and “Administrative & General.”  The total budget amount did not change.
Pursuant to the passage above, the response to STF-ASR-6-20 included a corrected version of Section 5, Schedule 6, which reflects the revised budget-to-actual comparison for the Distribution function shown in the table:[footnoteRef:2] [2:  The budget and actual amounts for the Transmission function did not change between the as-filed and the corrected versions of Section 5, Schedule 6 from the 2021 ASR filing.] 

[image: ]
As shown in the above table, the corrected overrun amount between the budgeted and actual Distribution function for 2021 was $21.069 million, or 6.45%.  In its response to STF-ASR-6-20, the Company stated that corrected variance for the Distribution function were primarily related to overruns in maintenance expenses of $16 million, which was driven by maintenance and repair activities designed to help strengthen system reliability.  In addition, GPC asserted that the correct budget-to-actual variance for Distribution-related vegetation and asset management was an underrun totaling $2 million for 2021 and referred to the Company’s response to STF-ASR-6-18 (see discussion below).  
Staff requested that GPC provide the 2021 budgeted and actual amounts for (1) Distribution Asset Management, (2) Distribution Vegetation Management, and (3) Transmission Vegetation and Right of Way Management.  In its response to STF-ASR-6-18, the Company provided the requested information, which is summarized by total in the table below: 
[image: ]
As shown in the table for 2021 (1) Distribution Asset Management reflected an under-spending variance of $1.815 million, or 8.33% lower than budget; (2) Distribution Vegetation Management reflected an under-spending variance of $203,000, or 0.27% lower than budget; and (3) Transmission Vegetation and Right of Way Management reflected an over-spending variance of $5,000, or 0.02% higher than budget.  In total, for 2021, the vegetation management expense budget was underspent by $2.013 million, or 1.61%, which corresponds with the Company’s response to STF-ASR-6.20.  
The Company’s vegetation management plan during 2021 consisted of the following activities:
Transmission Herbicide – Work plan consists of one-third system miles to be sprayed each year.
Reclearing – Work plan is based on approximately one-sixth of system miles.
Yard Tree Removal – Scheduled based on the forester’s assessment of the condition of lines within their territories, with respect to planted incompatible species on the ROW.  Lines that are most heavily impacted, and where conductor clearance is approaching critical are prioritized highest.  In highly urbanized areas, yard tree removal should be performed approximately every ten years.

Danger Tree – At least one patrol on all transmission lines.

Transmission Side Tree Trimming – Established work plan determined by due date of next scheduled activity for each line and the criticality of the line; critical lines are high voltage bulk lines.  Cycle is 8-12 years based on vegetation type and right of way conditions.

Transmission Urban Tree Trimming – Established work plan determined by due date of next scheduled activity for each line.  Cycle is average of three years based on vegetation type and right of way conditions.

Distribution Herbicide – Work plan is based on a two-year cycle where approximately half of the system miles are sprayed each year.

Distribution Tree Trimming – Cycle typically ranges from 24-60 months, with an average of approximately three and a half years.  Cycles are based on vegetation type and right of way conditions.

Staff requested that GPC identify and document all Company decisions in 2021 to defer or delay distribution and transmission vegetation management and right of way management.  In response to STF-ASR-6-18, the Company stated that there were no decisions to defer or delay either distribution or transmission management during 2021.  
Staff also inquired into the Company’s progress in 2021 in addressing the vegetation management backlog.  In its response to STF-ASR-6-71, the Company stated that the Distribution Vegetation Management backlog was 6,900 miles as of January 1, 2021 and 3,500 miles as of December 31, 2021.  In its response to STF-ASR-6-72, the Company stated that the Transmission Vegetation Management backlog was 68 miles as of January 1, 2021 and 0 miles as of December 31, 2021.
Recommendation
Staff is not recommending an adjustment to Vegetation Management expense included in the 2021 ASR.  As noted above, the Company’s Transmission related backlog was reduced to zero as of December 31, 2021.  Staff remains concerned about the remaining 3,500 miles of Distribution vegetation management backlog in terms of the potential impacts on reliability in areas of dense terrain and also from the standpoint of the future costs associated with allocating the additional resources that will be necessary to eliminate that remaining Distribution backlog.  Therefore, Staff recommends that the Company explain in detail its plans to address and eliminate the Distribution Vegetation Management backlog.
Preliminary Surveys and Investigations
GPC’s retail rate base for the 2021 ASR included costs for Preliminary Surveys and Investigations (“PS&I”).  In its response to STF-ASR-6-60, the Company stated that the Operating Reserves line item in Section 2, page 1 of 2 in the 2021 ASR includes a 13-month average balance of PS&I costs totaling $29.7 million.  Staff requested that the Company specifically identify and explain any amounts included in PS&I costs that relate to (1) Plant Vogtle Units 3 and 4, and (2) pursuing or maintaining an option to build new nuclear plants.  As it relates to Plant Vogtle Units 3 and 4, in its response to STF-ASR-6-61, the Company stated that the PS&I accounts do not contain amounts related to Plant Vogtle Units 3 and 4 since that project was certified by the Commission and the capital expenditures recorded to Construction Work in Progress (“CWIP”).  In addition, the response to STF-ASR-6-61 stated that there are no PS&I accounts included in the 2021 ASR related to preserving an option for new nuclear generation.    
The breakout of the PS&I costs included in the 2021 ASR retail rate base (provided in STF-ASR-6-61) is summarized by month in the table below:
[image: ]
Of the PS&I items listed in the table above, the following four line items are new PS&I accounts included in the 2021 ASR:[footnoteRef:3] (1) Georgia Deep Well Project, (2) Tall Wind Project, (3) PCC Building II, and (4) DCC Building II.  According to the response to STF-ASR-6-60, the descriptions for these four new PS&I accounts are as follows: [3:  See the response to STF-ASR-6-60.] 

· Georgia Deep Well Project – This is a study to determine if the geology of a site near Plant Bowen is suitable for carbon capture. 
· Tall Wind Project – This is a study to test the feasibility of wind in Georgia, more specifically, related to wind towers much higher than regular towers to capture more consistent wind at higher altitudes.
· [bookmark: _Hlk107331294]PCC Building II – This is a study to determine the feasibility of a new power control center in Alabama that, if feasible, will be co-owned along with Alabama Power Company and Mississippi Power Company.
· DCC Building II – This is a study to determine the feasibility of a new power control center in Georgia that, if feasible, will be co-owned along with Alabama Power Company, Mississippi Power Company, and Southern Linc.
Of these four new PS&I accounts that are included in the 2021 ASR 13-month average retail rate base, the most significant costs are related to the Georgia Deep Well Project, which total $1.249 million.  The costs related to the remaining three new PS&I accounts that are included in the 2021 ASR 13-month average rate base are relatively negligible and are as follows: (1) Tall Wind Project - $1,000, (2) PCC Building II - $2,000, and (3) DCC Building II - $6,000.  
Recommendation
Staff is not recommending any adjustments for PS&I costs in the 2021 ASR rate base.  The costs included in retail rate base for the four new PS&I items discussed above totaling $1.258 million comprise less than .01% of the total 2021 ASR 13-month average retail rate base of $21.647 million.   
Research and Development Tax Credits
The IRS provides specific instructions for businesses that perform qualified research and development (“R&D”) activities and that wish to reduce their tax liability using the federal R&D tax credit.  Specifically, the R&D guidelines are outlined in Internal Revenue Code (“IRC”) Sections 41 and 174.
With regard to IRC § 174, Staff requested that GPC identify any expenditures related to research and experimentation incurred during 2021 that were eligible for federal income tax deductions.  In its response to STF-ASR-8-1, the Company stated:
The Company is currently working on preparing the 2021 federal income tax return that will be filed later this summer.  Due to the complexities and tests involved with identifying eligible costs for purposes of claiming federal income tax deductions under § 174 of the Internal Revenue Code (IRC), the Company uses external consultants to assist with analyzing research and experimentation expenditures.  At this time, no expenditures have been identified as deductions under § 174 of the Internal Revenue Code for the 2021 tax year.

Staff made a similar inquiry with regard to GPC’s expenditures incurred for research in 2021 that the Company expects will be eligible for federal income tax credits under § 41 of the IRC.  In its response to STF-ASR-8-2, the Company stated that it currently estimates that $9.877 million of research expenditures associated with Electric Power Research Institute (“EPRI”) dues will be eligible for federal income tax credits under § 41 of the IRC.  Through an informal data request, Staff asked GPC whether it recorded a reduction to federal income taxes pursuant to the $9.877 million of expenditures associated with EPRI dues that GPC expects will be eligible for federal income tax credits under § 41 of the IRC in its 2021 results.  In response to Staff’s informal inquiry, the Company stated:
Yes, the Company included $1,287,160 of estimated R&E credits in the 2021 results of operations related to $9,051,755 of estimated eligible research expenditures associated with EPRI dues in 2021.  This amount is different from the $9,876,755 of research expenditures as identified in the Company’s response to STF-ASR-8-2 because the amounts used to calculate the R&E credit included in the 2021 ASR were an estimate.  The difference between the final 2021 R&E credits and the estimate included in the 2021 ASR will recorded in the 2022 operating results as part of the 2021 tax return to provision true up.

In response to Staff’s inquiry as to whether the Company calculated the R&E credit by multiplying the EPRI dues by the federal income tax rate of 21%, the Company provided the following calculations of the R&E credit estimate of $1.287 million, which reflects the IRS approved methodology:
			[image: ] 
As shown in the above table, the estimated research expenditures associated with EPRI dues of $9.052 million is comprised of EPRI dues totaling $6.909 million and other EPRI invoices totaling $2.143 million.  As noted in the passage above, the $9.052 million of EPRI dues is the estimated amount used to calculate the R&E credit.  In response to Staff’s informal data request, GPC stated that its current estimate of $9.877 million of EPRI dues (identified in response to STF-ASR-8-2) is comprised of (1) $6.909 million of EPRI dues allocated to GPC from Southern Company, and (2) EPRI invoices totaling $2.968 million that were directly billed to GPC.        
Staff requested that GPC identify by project its actual research expenditures incurred during 2021, which the Company provided in its response to STF-ASR-8-4 and summarized in the following table:
			[image: ]
As shown in the above table, the Company incurred expenditures on three projects during 2021, which totaled $9.007 million.  Staff also requested that GPC identify by project its research expenditures charged or allocated to GPC by affiliates (e.g., SCS) during 2021, which the Company provided in its response to STF-ASR-8-5 and summarized in the following table:
	[image: ]        
As shown in the above table, the Company’s affiliates incurred research expenditures for 11 projects, of which $11.390 million was allocated to GPC during 2021.  In addition, the Company stated in response to STF-ASR-8-5 that there were approximately $6.9 million of EPRI dues allocated to GPC from SCS during 2021.[footnoteRef:4]  Through an informal data request, Staff asked the Company whether the $11.390 million summarized in the above table and the $6.9 million of EPRI dues allocated to GPC from SCS are expected to be eligible for federal income tax credits under § 41 of the IRC.  In response to Staff’s informal inquiry, the Company stated that 100% of the $6.9 million of EPRI dues is expected to be eligible for R&E credits under § 41 of the IRC.  As it relates to the eligibility of $11.390 million identified above, GPC stated that the final 2021 R&E credit will be available upon the Company finalizing its 2021 federal income tax return in the third quarter of 2022.   [4:  The $6.9 million of EPRI dues identified in STF-ASR-8-5 reflects the amount allocated to GPC that was used to calculate the estimated R&E tax credit of $1.287 million that is reflected in the 2021 ASR.] 

Staff inquired as to whether the research expenditures direct charged and/or allocated to the Company (and summarized in the above tables) are expected to be claimed as credits by GPC for federal income tax purposes under § 41 of the IRC.  In its response to STF-ASR-8-2, the Company stated other than the aforementioned $9.877 million of expenditures related to EPRI dues, no additional expenditures have been identified as eligible for credits under § 41 of the IRC.  With regard to research expenditures being eligible for federal income tax credits under a section of the IRC other than § 41, the Company stated that it is currently not aware of any research expenditures in 2021 that qualify for federal income tax credits under section of the IRC other than § 41.[footnoteRef:5]  [5:  See the response to STF-ASR-8-3.] 

Recommendation
As discussed above, the Company has included an estimated R&E credit of $1.287 million in the 2021 ASR operating results pursuant to § 41 of the IRC.  Upon finalizing its 2021 federal tax return in the third quarter of 2022, the R&E credit will be trued-up and the results of this true-up will be recorded and reflected in the 2022 ASR.  Although it appears from the information provided that the true-up amount for the R&E tax credit could be higher than the estimated amount that the Company used for recording this item in its 2021 operating results, Staff believes the Company’s estimate was reasonable at the time it was made and is not recommending an adjustment to reflect a different amount for the reduction to federal income tax expense for the research and experimentation expenditures. 
Covid-19 Deferrals
Section 1 of the Company’s 2020 and 2021 ASR filings, specifically Item No. 39 of the Summary of Ratemaking Principles Used in Computing Retail Return on Equity, stated the following with regard to Covid-19 deferrals:
Pursuant to the Commission’s Order in Docket No. 42516, the incremental cost of bad debt resulting from the suspension of disconnects for nonpayment due to COVID-19 and certain other incremental COVID-19 costs are deferred to a regulatory asset with recovery of such costs to be determined in the Company’s next base rate case.
Based on the language in the foregoing passage from the Summary of Ratemaking Principles Used in Computing Retail Return on Equity, during the review of GPC’s 2020 ASR filing, Staff had asked whether Company included the Covid-19 related regulatory asset in retail rate base, and whether retail operating income included any incremental Covid-19 related costs.  In its response to STF-ASR-3-83 in the 202 ASR, the Company stated:
The incremental COVID-19 related costs are not included in retail operating income, but the Company included the regulatory asset balance of the deferred COVID-19 costs in retail rate base.  The language in the Company’s Summary of Ratemaking Principles regarding recovery is only intended to address the amortization of the regulatory asset to be recovered in rates in the next base rate case.  Pursuant to the Commission’s Order in Docket No. 42516, the incremental cost of bad debt resulting from the suspension of disconnects for nonpayment due to COVID-19 and certain other COVID-19 costs that were approved for deferral by the Commission in Docket No. 42516 to the storm damage regulatory asset are appropriately reflected in retail rate base until they are fully amortized as directed by the Commission.  There is no language in the Commission’s Order in Docket No. 42516 approving the deferral of these costs and including them in a regulatory asset that would suggest they should not be included in retail rate base as these costs have already been incurred by the Company and are subject to future recovery.
Based on GPC’s response to STF-ASR-3-83, while the Company has been accumulating Covid-19 related costs into the regulatory asset (which is included in retail rate base in the 2021 AS), the amortization of these costs is not yet reflected in retail operating income.  As noted in the Summary of Ratemaking Principles Used in Computing Retail Return on Equity, the recovery of Covid-19 related costs is to be determined in the Company’s next rate case.
Recommendation
Staff is not recommending any adjustments to the Covid-19 regulatory asset in the 2021 ASR.  Staff will investigate the components of the costs that are included the Company’s Covid-19 regulatory asset balance in detail and the amortization of the Covid-19 deferrals in the Company’s upcoming rate case.
Conclusion
Staff has made the following recommendations as a result of its review of the 2021 ASR: 
1. Staff is not proposing any adjustments to remove the costs associated with stock-based compensation from the 2021 ASR filing, since stock-based compensation was not removed in the rate case settlement in the Company’s base rate case.  Staff was not a signatory to that settlement, but it was approved by the Commission.  For informational purposes, Staff calculated the impact of removing stock-based compensation from the 2021 ASR, which would increase the Company’s Return on Investment – Retail from 8.32% to 8.44%, which in turn would increase GPC’s reported 2021 ASR retail ROE of 12.09% to 12.29%, which would put the Company further above the high end of the earnings range of 12.00% for the 12 months ended December 31, 2021.  The impact of removing the costs associated with stock-based compensation from the 2021 ASR would result in an earnings surplus of $47.542 million above the top end of the earnings band.  In accordance with the sharing percentages discussed above, the $47.542 million surplus would result in (1) $19.017 million being applied to the Company’s CCR ARO regulatory asset balances, (2) $19.017 million being refunded to ratepayers, and (3) $9.508 million being retained by the Company.  
2. Staff recommends that the Company continue to address land held in the PHFFU account by having quarterly meetings to re-evaluate the intended uses of the land and to determine if and when it will be used.  Staff recommends that the Company maintain documentation of those quarterly PHFFU reviews.  If it is determined that a parcel of land will not be used, it should be reclassified into non-utility property.
3. Staff recommends that the Company explain in detail its plans to address and eliminate the December 31, 2021 Distribution Vegetation management backlog of 3,500 miles.
4. With regard to PS&I costs included in the 2021 ASR rate base, Staff is not recommending any adjustments.  The costs included in retail rate base for the four new PS&I items totaling $1.258 million comprise less than .01% of the total 2021 ASR 13-month average retail rate base of $21.647 million. 
5. [bookmark: _GoBack]The Company has included an estimated R&E credit of $1.287 million in the 2021 ASR operating results pursuant to § 41 of the IRC.  Upon finalizing its 2021 federal tax return in the third quarter of 2022, the R&E credit will be trued-up and the results of this true-up will be recorded and reflected in the 2022 ASR.  Staff is not recommending an adjustment to this item in the 2021 ASR.
6. Staff recommends that the components of the costs that are included the Company’s Covid-19 regulatory asset balance, as well as the amortization of those deferred costs, be investigated in detail in the Company’s upcoming rate case. 
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Amount

Description $000's

Retail Rate Base 

21,645,217 $ 

Weighted Average Cost of Capital @ 12.00% ROE 

8.27%

Required Return @ 12.00% ROE

1,791,046 $   

Retail Operating Income

1,826,562 $   

Income (Surplus)/Deficit

(35,516) $       

Tax Expansion Factor

0.74704         

Revenue (Surplus)/Deficit

(47,542) $       

Applied to CCR ARO - 40% of Revenues over 12.00% ROE

(19,017) $       

Customer Refund Portion -- 40% of Revenues over 12.00% ROE

(19,017) $       

Company Portion -- 20% of Revenues over 12.00% ROE

(9,508) $         
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Year of Anticipated Anticipated 

Line Use in  13-Month In Service in

No. Description Providing Electric Service Average 2040 or Later

(A) (B) (C)

1 South Dahlonega - Clermont Junction 500kV Transmission Line Site >2040 28,188,653 $          28,188,653 $              

2 South Dahlonega - Clermont Junction 230kV Transmission Line Site >2040 17,268,413 $          17,268,413 $              

3 Dawson Crossing - South Dahlonega 500kV Transmission Line Site >2040 10,977,832 $          10,977,832 $              

4 Dawson Crossing - South Dahlonega 230kV Transmission Line Site >2040 5,671,691 $            5,671,691 $                

5 Bethabara - East Walton 230kV Transmission Line Site >2040 3,708,308 $            3,708,308 $                

6 Wallace Dam - Klondike 500 KV >2031 3,628,989 $           

7 South Hall - Winder Transmission Line Site >2035 883,035 $              

8 Boyd Avenue Substation Site >2040 1,334,192 $            1,334,192 $                

9 New Hampstead Substation Site >2040 53,836 $                 53,836 $                     

10 Utoy Springs Substation Site >2040 594,185 $               594,185 $                   

11 McDonough - East Point 230 KV >2040 89,188 $                 89,188 $                     

12 St. Joe Timber Land/Stewart County >2030 22,951,794 $         

13 Savannah Portside International- Old River Road Substation Site >2040 30,266 $                 30,266 $                     

14 Northwest Region Operating HQ Site  2022 529,886 $              

15 Piedmont Substation Site >2040 12,933,362 $          12,933,362 $              

16 Coal Mountain Substation Site 2021 1,392,133 $           

17 Coal Mountain 230kV Transmission Line Site 2021 910,455 $              

18 Medical Arts Center Substation Site 2026 1,236,066 $           

19 Lewiston Road Substation Site 2024 1,968,390 $           

20 North Thomson Substation Site >2023 280,159 $              

Total 114,630,833 $        80,849,926 $              

Source: STF-ASR-6-54
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Actual Budget Variance

Function ($000's) ($000's) ($000's) Percent

Transmission 126,613 $       124,734 $       1,879 $           1.51%

Distribution 347,644 $       289,609 $       58,035 $         20.04%

Totals 474,257 $       414,343 $       59,914 $         14.46%

Source: Section 5, Schedule 6 from 2021 ASR Filing (totals are computed)
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Actual Budget Variance

Function ($000's) ($000's) ($000's) Percent

Distribution 347,644 $       326,575 $            21,069 $         6.45%

Source: STF-ASR-6-20
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2021 2021

Actual Budget Variance

Description ($000's) ($000's) ($000's) Percent

Distribution Asset Management 19,978 $         21,793 $              (1,815) $         -8.33%

Distribution Vegetation Management 75,516 $         75,719 $              (203) $            -0.27%

Transmission Vegetation and Right of Way Management 27,153 $         27,148 $              5 $                  0.02%

Totals 122,647 $       124,660 $            (2,013) $         -1.61%

Source: STF-ASR-6-18 (totals were added for the above information)
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Description Dec-20 Jan-21 Feb-21 Mar-21 Apr-21 May-21 Jun-21 Jul-21 Aug-21 Sep-21 Oct-21 Nov-21 Dec-21

13 Month 

Average

Total Company

TSA, Wholesale 

Blocks, and 

Dalton & Tri-

County Solar

13 Month 

Average

Total Retail

Wetlands Mitigation Permits 693 $              693 $              693 $              693 $          693 $          693 $          693 $          693 $          696 $          696 $          696 $          696 $          697 $          694 $                   - $                             694 $            

New Generation 3,978 $           4,076 $           4,167 $           4,233 $       4,300 $       4,353 $       4,382 $       4,426 $       4,443 $       4,265 $       4,282 $       1,548 $       1,548 $       3,846 $                (160) $                       3,686 $         

New Renewable Generation Studies 2,135 $           2,185 $           2,264 $           2,447 $       2,546 $       2,676 $       2,775 $       2,902 $       2,954 $       3,203 $       3,342 $       3,439 $       3,602 $       2,805 $                - $                         2,805 $         

NOX ERC Certificates 8,145 $           8,145 $           8,145 $           8,145 $       8,145 $       8,145 $       8,145 $       8,145 $       8,145 $       8,145 $       8,145 $       8,145 $       8,145 $       8,145 $                (338) $                       7,807 $         

ELG Studies - Effluent Guidelines 2,242 $           2,498 $           2,843 $           2,994 $       8,724 $       9,036 $       9,062 $       9,351 $       9,245 $       9,257 $       9,292 $       9,270 $       9,369 $       7,168 $                (297) $                       6,871 $         

Goat Rock Modernization Project 378 $              378 $              378 $              378 $          378 $          378 $          378 $          378 $          378 $          378 $          378 $          378 $          378 $          378 $                   - $                         378 $            

316b Compliance Studies 12 $                12 $                (11) $               (11) $           (11) $           - $           - $           - $           - $           - $           - $           - $           - $           (1) $                     - $                         (1) $               

Hydro Fleet Modernization 342 $              455 $              562 $              699 $          799 $          842 $          849 $          872 $          897 $          915 $          915 $          925 $          926 $          769 $                   - $                         769 $            

Plant Wansley FGD Waste Water Study 423 $              423 $              423 $              423 $          423 $          423 $          423 $          423 $          423 $          423 $          423 $          423 $          423 $          423 $                   0 $                            423 $            

Georiga Deep Well Project - $               - $               - $               - $           - $           - $           3,159 $       3,159 $       3,291 $       3,296 $       3,333 $       (4) $             0 $              1,249 $                - $                         1,249 $         

Tall Wind Project - $               - $               - $               - $           - $           - $           - $           - $           1 $              1 $              1 $              1 $              1 $              1 $                       - $                         1 $                

PCC Building II - $               - $               - $               - $           - $           - $           - $           - $           - $           - $           - $           - $           28 $            2 $                       - $                         2 $                

DCC Building II - $               - $               - $               - $           - $           - $           - $           - $           - $           - $           - $           - $           78 $            6 $                       - $                         6 $                

Distribution D.O.T Projects 1,792 $           1,859 $           1,949 $           2,144 $       1,946 $       2,098 $       2,278 $       2,134 $       2,333 $       2,373 $       2,550 $       2,510 $       2,549 $       2,193 $                - $                         2,193 $         

Transmission Land 927 $              1,047 $           853 $              944 $          965 $          947 $          579 $          694 $          834 $          864 $          967 $          790 $          885 $          869 $                   - $                         869 $            

Miscellaneous Transmission 2,872 $           2,343 $           2,384 $           2,396 $       2,280 $       1,471 $       1,615 $       1,553 $       1,455 $       1,455 $       1,203 $       926 $          934 $          1,761 $                (66) $                         1,695 $         

Transmission Studies (Relocation & Interconnection) 426 $              474 $              472 $              250 $          253 $          256 $          245 $          254 $          131 $          131 $          160 $          97 $            100 $          250 $                   (9) $                           240 $            

FAA Compliance Program 1 $                  8 $                  12 $                9 $              22 $            33 $            5 $              8 $              8 $              12 $            47 $            48 $            3 $              17 $                     (1) $                           16 $              

Generation Land Acquisition/Surveys 0 $                  0 $                  0 $                  0 $              - $           - $           - $           - $           - $           - $           - $           - $           - $           0 $                       (0) $                           0 $                

Total PS&I 24,366 $         24,596 $         25,135 $         25,744 $     31,462 $     31,351 $     34,589 $     34,993 $     35,234 $     35,417 $     35,736 $     29,194 $     29,667 $     30,576 $              (871) $                       29,705 $       

Source: STF-ASR-6-61 (amounts in thousands of dollars)
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Estimated

R&E Tax

Description Credit in ASR

EPRI Dues 6,908,755 $       

EPRI Other Invoices 2,143,000 $       

Total Qualifying EPRI Expenditures 9,051,755 $       

Credit Percentage 20%

R&E Credit 1,810,351 $       

Less 21% Deduction Addback (380,174) $         

R&E Credit Net of Addback 1,430,177 $       

Allocation Reduction Estimate 10% (143,018) $         

Net R&E Credit Reduction to Income Tax Expense 1,287,160 $       

Source: Informal Staff Data Request
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FERC Amount

Project Account $000's

Hydrogen Fuel Blending Project 549 8,000 $    

CO2 Allam Technology 506 1,000 $    

High Wind 553 7 $           

Total 9,007 $    

Source: STF-ASR-8-4


image10.emf
Research Area FERC Accounts GPC Allocation

Generation Fleet Modernization 506, 524 398,267 $               

Generation Fleet: Carbon Capture Use and Storage 506 2,503,914 $            

Generation Fleet: Environmental Controls and Sustainability 506, 512 505,285 $               

Advanced Energy Systems 506 3,350,810 $            

Energy End of Use Research

557, 585, 908, 

910, 912, 923 986,892 $               

Energy End of Use Research

585, 903, 908, 

910, 912 883,048 $               

Power Delivery 566, 923 305,113 $               

Power Delivery 566, 588 655,891 $               

Power Delivery 566 394,623 $               

Power Delivery 566 544,011 $               

Renewables, Storage and Distributed Generation 506, 553 862,360 $               

Total 11,390,214 $          

Source: STF-ASR-8-5
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Amount

Description $000's

Retail Rate Base

ADIT Balance (Account 190) 1,834 $    

Retail Operating Income

Generation - Fixed 7,345 $    

Generation - Fuel and Variable O&M 41 $         

System Control & Load Dispatching 365 $       

Transmission 1,112 $    

Distribution 1,706 $    

Customer Accounting 655 $       

Customer Assistance 885 $       

Energy Services 1,158 $    

Administrative & General 20,159 $  

Total Retail Operating Income 33,425 $  

Income Taxes

Federal Income Taxes Payable (3,784) $   

State Income Taxes Payable (1,002) $   

Deferred Income Taxes (3,669) $   

Total Income Taxes (8,455) $   

Source: STF-ASR-6-29


