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DIRECT TESTIMONY OF RICHARD A. BAUDINO 

I. QUALIFICATIONS AND SUMMARY 

I Q. Please state your name and business address. 

2 A. 

3 

1 Georgia 30075. 

My name is Richard A. Baudino. My business address is J .  Kennedy and Associates, 

Inc. (”Kennedy and Associates”). 570 Colonial Park Drive, Suite 305, Roswell. 

5 Q. 

6 A. I am a consultant with Kennedy and Associates. 

What is your occupation and by whom are you employed? 

7 Q* 
8 A. 

Y 

I O  

I 1  

12 

13 

14 

15 
P 

Please describe your education and professional experience. 

I received my Master of Arts degree with a major in Economics and a minor in 

Statistics from New Mexico State University in 1982. I also received niy Bachelor 

of Arts Degree with majors in Economics and English from New Mexico State in 

1979. 

I began my professional career with the New Mexico Public Service Commission 

Staff in October 1982 and was employed there as a Utility Economist. During my 

employment with the Staff, my responsibilities included the analysis of a broad range 
I . , ;  j .  . 
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of issues in the ratemaking field. Areas in which I testified included cost of service, 

rate of return, rate design, revenue requirements, analysis of sale/leasebacks of 

generating plants, utility finance issues, and generating plant phase-ins. 

In October 1989, I joined the utility consulting firm of Kennedy and Associates as a 

Senior Consultant where my duties and responsibilities covered substantially the 

same areas as those during my tenure with the New Mexico Public Service 

Commission Staff. I became Manager in July 1992 and was named Director of 

Consulting in January 1995. Currently, I am a consultant with Kennedy and 

Associates. 

Exhibit -(RAE- 1 )  summarizes my expert testimony experience. 

13 Q. On whose behalf are you testifying? 

I4 '4. 

15 ("SFHHA'). 

I am testifying on behalf of the South Florida Hospital and Healthcare Association 

16 Q. What is the purpose of your Direct Testimony? 

I7 A. 

18 

19 ("FPL' or "Company"). 

The purpose of my direct testimony is to address the allowed return on equity and 

capital structure for ratemaking purposes for Florida Power and Light Company 

20 Q. Please summarize your Direct Testimony. 

21 A. 
,-- 

I recommend that the Florida Public Service Commission ("Commission") approve a 

22 rate of return on equity ('.ROE') for FPL of 9.00%. This recommendation is based 
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on the results from my Discounted Cash Flow ("DCF)  analyses for a comparison 

group of electric companies that has similar bond ratings to FPL. I also employed 

the Capital Asset Pricing Model ("CAPM),  but did not directly incorporate the 

results into my recommendation. In my opinion, a return on equity of 9.00% is a 

reasonable, even generous estimate of the required return on equity for a low-risk, 

financially robust electric company such as FPL. As I will demonstrate in the 

following sections of my testimony, the market evidence I examined supports my 

ROE recommendation, 

Turning to the Company's tcstimony, the Commission should reject the return on 

equity recommendation of 11.25% of Dr. William Avera, witness for FPL. As I will 

explain in detail in Section IV of my Direct Testimony, the results from Dr. Avera's 

quantitative analyses do not support his recommendation. In particular, FPLs 

requested equity return simply exceeds the range of results calculated by FPL itself 

for its utility proxy group. Dr. Avera's recommended ROE only is supported by the 

ROE range from a group of non-utility companies. This non-utility group utterly 

Dr. Avera's 

recommended return on .equity of 11.25% would burden Florida ratepayers with 

excessive rate levels. Pvloreover. an objective evaluation of current evidence from 

the financial markets fails to stipport anything close to Dr. Avera's 11.25% ROE 

recommendation, 

f ' .  ails to reflect the lower risk, regulated utility operations of FPL. 
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Several FPL witnesses also supported the addition. of 0.25% to Dr. Avera's 

recommended ROE, raising the Company's requested ROE to 11.50%. I will explain 

later in my testimony that the addition of a ROE adder for "excellent performance" is 

unreasonable and should be rejected by the Commission. 

What exhibits are you sponsoring as a part of your Direct Testimony? 

I am sponsoring the following exhibits as a part of my Direct Testimony: 

Exhihit -(RAB-I) - Resume of Richard A. Baudino 

Exhibit -(RAB-2) - Historical Bond Yields 

Exhibit -(RAB-3) - DCF Dividend Yield Calculations 

Exhibit -(RAB-4) - DCF Growth Rates and ROE Calculation 

Exhibit -(RAB-5) - CAPM Analysis - Comparison Croup 

Exhibit -(RAB-6) - CAPM Analysis - Historic Market Premium 

Exhibit -(RAB-7) - Avera Utility Proxy Group Growth Rates 

Exhibit -(RAB-8) - Five Year VIX Chart 

Exhibit -(RAB-9) - NentEra Investor Presentations 

Exhibit -(RAB-lO) - Avera Prior Testimony 

Exhibit -( RAB- I I )  - FPL Data Responses 

Exhibit -( RAB- 17) - Credit Rating Agency Report 

Exhibit -(RAB-13) - Florida Corporate State Income Tax and Wage Data 
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11. REVIEW OF ECONOMIC AND FINAiCIAL CONDITIONS 

Mr. Baudino, what has the trend been in long-term capital costs over the last 
few years? 

Exhibit -(RAB-2) presents a graphic depiction of the trend in interest rates from 

January 2000 through December 2011. The interest rates shown are for the 20-year 

U.S. Treasury Bond and )he average public utility bond from the Mergent Bond 

Record. Exhibit ~ (RAB-2) shows that the yields on long-term Treasury and 

util i ty bonds have declined since early 2000, although not in an unbroken trend-line. 

Yields trended downward from 2002 through 2006, with the 20-year Treasury bond 

yield declining from 5.69% to 4.78% at the end of December 2006. The yield on the 

average public utility bond also decreased significantly over that time. falling from 

7.83% in March 2002 to 5.83% in December 2006, a decline of 200 basis points. 

Public utility bond yields fell far more than long-term Treasury yields over that four 

year period. 

1007 saw a rise in bond yields. fueled in part by investors' concerns over tunnoil and 

defaults associated with the sub-prime lending market. This accelerated in 2008. a 

year in which world financial markets experienced tumultuous changes and volatility 

not seen since the Great Depression. A s  noted in the SBBI 2009 Yearbook. both 

large and sinall company stocks declined around 37% for the year.' Investors. in a 

flight to quality and safety. also pulled their funds out of those corporate bonds that 

?MJY lbborsori SBBl Cinssic Yeorbonk. Morningstar. page I I I 
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were perceived to be higher risk and invested in the safety of Treasury securities. 

The 2009 SBBI Yearbook reported that long-term Treasury Bonds returned 25.87% 

during 2008, while long-term corporate bonds returned 8.78%. Thus, bonds 

significantly outperformed stocks in 2008. 

The stocks of electric utilities did not fare well during the financial market upheaval 

of 2008. The Dow Jones Utility Average was down from its opening level in 

January 2008 of 532.50 to 370.76 at the end of December, a decline of 30.4%. This 

decline was sinaller than the decline in the overall stock market. Utility bond yields 

d s o  increased significantly during the year, rising from 6.08% in January to a high 

of 7.80% in November. As investors tlocked to the safety of Treasury securities, the 

yield spread between long-term Treasury securities and the index of public utility 

bonds widened from 1.73% in January lo 3.69% in December, the highest spread 

during the entire period shown in Exhibit -(RAB-2). 

In 2009 and continuing through 201 I ,  utility bond yields fell significantly from 

November 2008 levels, as did the spread between public utility bond yields and long- 

term Treasuries. The average utility bond yield in December 201 1 was 4.47%. a 

decline of 333 basis points from the November 2008 level of 7.80%. At the end of 

December the yield spread between utility bonds and the long-term Treasury bond 

declined substantially to 1.80%. This is much closer to the historical spread. 
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4 On June 20, 2012, the Federal Reserve issued a Federal Open Market Committee 

S press release indicating that it intended to extend what has been termed "Operation 

6 Twist". This refers to the Federal Reserve maturity extension program whereby the 

7 Federal Reserve redeems or sells shorter-term treasury securities and uses the 

8 proceeds to buy longer-term securities. By reducing the supply of longer-term 

So far in 2012, bond yields have changed little from their December 201 I levels. As 

of June 13, the Moody's average public utility bond yield stood at 4.28%. 

9 Treasury securities, the prices of these securities will rise, putting downward 

pressure on long-term interest rates. The Fed hopes this accommodative monetary 

program will provide additional stimulus to the economy. Thus, it is reasonable to 

asstime that long-term interest rates will remain low in the near future. 

I O  

I1 
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Please compare current financial market conditions with the conditions that 
were present in FPL's last rate case, Docket No. 080677-EI. 

When I submitted my testimony in July 2009 in Docket No. 080677-EI, the financial 

markets were recovering slowly from the tumultuous volatility and substantial losses 

sustained in 2008 and the country had fallen into a deep recession. I reported in that 

testimony that as of June 30, 2009 the average public utility bond was yielding 

6.23%. almost 200 basis points higher than the yield as of.Jiine 13 this year. Since 

2009. financial markets have recovered from the tumult of 2008 and interest rates are 

near historic lows. The Dow Jones Utility Average, which closed at 357.81 in June 

2009, closed at 484.02 as of June 18, 20 12, a rise of approximately 35%. - 
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In addition the Chicago Board of Options Exchange (“CBOE”) VIX index, a well- 

known measure of stock market volatility that Dr. Avera cited in his Direct 

Testimony in FPL‘s last rate case, has declined significantly. A chart of the VIX 

over the past five years is provided as Exhibit -(RAB-8). At the end of Febniary 

2009, the VIX stood at 46.35. At the end of January 2012, the VIX has fallen to 

19.44, indicating far less stock market volatility in this proceeding vis-%vis FPL‘s 

last rate case. In FPL’s last rate case, Dr. Avera stated that VIX ”is a key measure of 

expectations of near-term volatility and market sentiment. . ,’” 

Also. FPL and NextEra Energy, Inc. (“NextEra”), FPL’s parent company, have stated 

in investor presentations that economic conditions in FPL‘s service territory have 

been improving. Please refer to pages 1 through 7 of Exhibit -(RAB-c)). Because 

Florida’s hourly wage rates and state corporate income tax rate are comparatively 

low. FPL’s service territory will likely experience continued economic development 

and growth in its employment. Exhibit -(RAB-l3) at pp. 1-2 (Florida’s corporate 

tax rate as compared to other states) pp. 3-4, row “All Occupations”. columns 

“Median hourly wage”, “Mean hourly wage”. and “Annual mean wage” (Florida’s 

wage rates as compared to the average rate in the United States). 

19 Q. What does this suggest for the return on equity in this proceeding? 

.- A v e r ~  Direct Testimony, Docket No. OXU677-E1 at p. 13 lines 6-7. 
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How does the investment community regard the electric utility industry as a 
whole? 

The March 23, 2012 Val~ie Line report on the Electric Utility (Central) group of 

companies noted the following regarding the effect of the current low interest rate 

environment on electric utilities: 

Interest rates are at their lowest level in inany years. Most of the effects of 

low interest rates on utilities are good, but there are drawbacks. too. As 

one wouki expect, many utilities have taken advantage of the low interest 

rate environment to refinance debt that was much more costly. The 

cnsuing reduction in interest expense will eventually be passed onto 

custoiners, if the debt is held at the utility level, but the companies will 

retain the savings if the debt is held at the parent company or a 

nonregulated subsidiary. Low interest rates inem a lower cost of capital, 

which is beneficid for utilities financing large constniction projects or 

acquiring assets-or entire companies. 

On the other hand. when interest rates are low, the allowed returns on 

equity that are awarded in rate cases trend downward. For instance, the 

two gas utilities in Illinois that are owned by Integrys Energy were granted 

an allowed ROE of just 9.45% for rate hikes that took effect at the start of 

2012. Also, when a company such as Centerpoint Energy is holding onto 

cash in anticipation of acquiring assets, it is earning a negligible return on 



Richard A. Baudino 
Page 10 

I 

7 - 

3 

4 

5 

6 
7 

x 

9 

I O  

I I  

12 
P 

13 

I4 

15 

16 

17 

18 

20 

71 

19 -- 
,--- 23 

these funds. Finally, pension expense for most utilities will increase this 

year because the interest rate used to discount future obligations has 

declined. Although a few companies have regulatory mechanisms that 

track pension costs, most will have to wait for their next rate case before 

recovering these increased expenses. 

Low interest rates also help utility stocks. Many investors have turned to 

dividend stocks such as utilities because the returns on CDs or money 

market funds are minuscule. Nevertheless, when interest rates finally 

begin to rise, we believe that won't be disastrous for these equities 

because rates will be advancing from such a low level and will still be 

relatively low. 

Value Line's May 1. 2012 review of the Electric Utility (West) group of  companies 

ah0  noted: 

The broader market averages have fared well so far in 2012, but electric 

utility stocks (as a group) have declined. This is a reversal from 2011, 

which was a very good year for utility equities. Perhaps the market is 

concerned about the possibility of a tax increase on dividend income. but 

we believe that the underperformance can be explained by a simple 

reversion to the mean. Electric uti l i ty equities now offer an average yield 

of 4.370, which is nearly twice that of all dividend-paying issues under our 

coverage. 

24 
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Briefly describe Florida Power and Light Company. 

FPL is a wholly owned subsidiary of NextEra. NextEra's other principle subsidiary 

is NextEra Energy Resources, which engages in the competitive energy business and 

produces its energy primarily from clean and renewable fuels. FPLs 201 I IO-K 

noted that NextEra is one of the largest electric power companies in North America, 

serving over 4 million customers and having over 41,000 megawatts ("inw") of 

generating capacity in 24 states and 3 provinces in Canada. As of December 31. 

201 1. FPLs resources for serving load consisted of 26,538 mWs, 21.460 of which 

are owned by FPL. On page 3 of the Company's 2011 IO-K report, it is stated 

' '1 wlith 85% of its power generation coming from natural gas, nuclear and solar, FPL 

is also one of the cleanest electric utilities in the nation." FPL also noted that it 

provided residential and commercial bills that were among the lowest in Florida and 

below the national average based on rates per k w h  in July 201 1. 

On page 6 of its 201 I IO-K report, FPL noted: "FPL relies upon a diverse mix of fuel 

sources for its generation facilities, dong with purchased power, in order to maintain 

the tlexibility to achieve a more econoniical fuel mix by responding to market and 

industry developments." FPL collects hiel costs through a recovery mechanism 

approved by the FPSC that enables the company to true-up differences between 

actual and projected costs. 

FPL derived approximately 62% of its 2011 generation from natural gas fired 

generating plants. Compared to electric utilities that rely on coal-fired capacity, 

FPLs risk is lower since it will not be as vulnerable to carbon-based environmental 
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rules and legislation. "Our 

htrategic focus on clean generation assets has resulted in one of the lowest emissions 

profiles among the nation's top 50 power producers ... which provides attractive 

upside given the continuing direction of U.S. environmental policy." Exhibit 

-(RAB-9) at pp. 12-13, 8-9, 11. Also, Dr, Avera previously stated in other 

proceedings (an example of which is provided in Exhibit -(RAB-IO) at p. 2 lines 5 

through 10) that utilities, unlike FPL, that rely on coal-fired generation faced higher 

risks because of existing and potential environmental regulations. 

In a recent presentation to investors, NextEra stated: 

In fact, FPL receives substantial benefits from a number of cost recovery clauses that 

have been approved by the FPSC. As the Company stated on page 1 I of its 201 1 10- 

K report: 

Cost recovery clauses, which are designed to permit full recovery of certain 

costs and provide a return on certain assets allowed to be recovered through 

the various clauses, include substantially all fuel. purchased power and 

interchange expenses. conservation and certain environmental-related 

expenses. certain revenue taxes and franchise fees. Beginning in 2009, pre- 

construction costs and carrying charges on construction costs for FPLs 

planned two additional nuclear units at Turkey Point and carrying charges on 

constniction costs for FPLs approximately 350 mw to 390 mw of additional 

capacity at St. Lucie and Turkey Point are also recoverable through a cost 

recovery clause. Also beginning in 2009. costs incurred for FPLs three solar 

- senerating facilities are recoverable through a cost recovery clause. Cost 
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recovery clause costs are recovered through levelized monthly charges per 

kwh or kw, depending on the customer's rate class. 

FPLs 201 1 IO-K noted that the Company would incur significant planned capital 

expenditures through 2016 that are expected to total $10.725 billion. 

With respect to capitalization, FPL's regulated utility operations are far less 

leveraged than NextEra's uiiregiilated operations. As of 201 I ,  FPL's uti l i ty 

(,perations were capitalized with 58% common equity compared to NextEra's 

Linregulated operations. which were supported by only 2 I .  1% common equity. In 

fact, NextEra's unregulated operations have increased their debt leverage from 73.8% 

in 2009 to 80.9% in 1-01 1. This data came from FPL's Schedule D-2. 

What are the current senior secured bond ratings for FPL? 

FPL's first mortgage bonds are rated A by Standard & Poor's ("S&P') and Aa3 by 

Moody's. These are basically the same bond ratings that the Company had during its 

last base rate case before this Commission. Docket No. 080677-El. 

FPL's rating changed for various reasons after the Commission's decision in the last 

rate case. According to Moody's Global Credit Research report published on April 

9, 2010 NextEra and F'PL's ratings reflected "higher risk throughout the consolidated 

organization resulting from increased leverage at the company's unregulated 

businesses, higher earnings and cash volatility, a growing energy trading and 

marketing business, and a deterioration in the political. regulatory, and economic 
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environment at its core Florida regulated utility.”’ Despite that deterioration, 

Moody’s described FPL’s regulatory framework as “characteristic of an civeroge 

re,qirlcrtory erzvironmerir”. not a high risk regulatory  environment.^' In particular, 

Moody’s assessment of FPL’s credit risk did not find the ROE granted FPL by the 

Commission in FPL’s last rate case to be a negative factor in its assessment. 

Moody’s stated, “[tlhe downgrade of [FPLI is attributed to . . . [hlistorically strong 

financial inetrics that may decline somewhat following the recent rate case decision. 

although Moody’s expects any decline to be modest as a high percentage of IFPL’sl 

revenues are recovered through riders or other cost recovery provisions that remain 

strong. In addition, [ FPL‘sl recently awarded I U %  ROE i s  consisterit w’ith tlrose 

,qrcmtetl to  some iitilities i n  other pcirts of the corrritry c i n d  its 59, 1 % eqciiq r d o  

renitrim m e  of the highest in the U . 5 .  miti~qciting the negtirive y&t of the relcitively 

/ow /mse rtite irmwise.,‘s FPL‘S more recent credit rate agency reports also 

demonstrate FPL’s risk environment. 

Moody’s April 10, 7012 report on FPL noted that the ratings drivers for the Company 

are: 

Stabilized political and regulatory environment with new base rate case 

1 M ~ x l y ’ s  Invehtors Service. “Rating Action: hloody‘s Downgndes t P L  Group to Baal And FP&L to 
.\1”. G/ohd Cwdir Resenrrli at p. I (Apr. 9. 2010). 

/d at p. Z (emphasis added). 

111. ai p.2 (emphasis added). 
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Strong credit metrics and low leverage 

Substantial capital expenditures program 

Strong liquidity 

More specifically, the Moody's report noted the following: 

FPL continues to exhibit some of the stronger financial performance 

measures and cash flow coverage ratios in the industry, with mtios that are 

generally well above the parameters required for its rating under our 

Regulated Electric and Gas Utilities rating methodology. These include 

CFO pre-working capital interest coverage in the 6 . 0 ~  to 8 . 0 ~  range and 

CFO pre-working capital to debt in the 30% to 35% range in recent years. 

Its debt to capitalization of  33.8% at December 31, 2011 is among the 

lowest in the industry and the company maintains a fully fiinded pension 

plan, contributing to this low leverage profile (as Moody's adds pension 

underfunding to debt). 

:i >k * 

Liquidity Profile . . . FPL's cash flow has been strong (totaling $2.2 

billion in 201 I )  and relatively stable in recent years due to the lack of 

regulatory deferrals that had affected the company's financials in some 

previous years as a result of storms and high fuel costs. With fuel costs 

remaining relatively low and exhibiting less volatility more recently, 
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regulatory deferrals have not been as significant.6 

Moody's currently maintains a \table rating outlook for FPL. 

S&P's April 23, 2012 Summary Report on FPL stated the following: 

Standard & Poor's Ratings Services' bases its ratings on [FPL] on the 

consolidated credit profile of its parent, diversified energy holding 

company [ NextEraI. The credit fundamentals on its regulated utility side 

have been among the strongest in the US., due primarily to low regulatory 

risk and an attractive service territory with healthy economic growth and a 

sound business environment. Both of those pillars have been shaken in 

recent years as Florida, and [ FPLI service territory in particular, suffered 

during the recession, and regulators have responded in  ways that retlect 

Srcater political influence over regulatory decisions. Although the utility 

has found inaintaining financial strength despite mild regulatory upheaval 

and a moribund economy in Florida to be challenging, its actions to 

rebuild its regulatory risk profile have been effective. More irq~ortcit~rly. 

the proportion of Ne.vtErcr 's rinreyirlcited hirsinesses--tiie riskier merchmzt 

grriercition. mcirketiri,q. and trodirtg cictivitie.s--coiild iricrecise, \v/iic/i could 

,firrther erode its corisolirkited h . s i m . w  risk profile. [italics added] 

Xhody ' s  Investors Services. "Credit Opinion: Florida Power 81 Light Company". Glohol Credif 
Rrs<wc/r. at pp. 1-2 (Apr. 10, 2012). 
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activities. and significant exposure at the utility to natural gas detract from 

credit quality. in our view 

Exhibit __ (RAB-12) at pp. I-?  

Sap's ratins outlook for NextEra and FPL is stable. 

19 Q. 
10 risk of FPL? 

2 I A. 
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11r. Baudino, what is your conclusion regarding the financial health and overall 

Since its last rate proceeding before the Commission, the Company has had nearly 

unfettered and low cost access to capital markets for its construction program and for 

other corporate purposes. In fact, in a recent presentation to its investors, NextEra 

noted that in June 2011, FPL issued $250 million of 30-year bonds at 5.125% and in 

December issued S600 million of 30-year bonds at 4.125%. NextEra noted that both 



Richard A. Bnudino 
Page 18 

issues were "oversubscribed representing investor confidence and demand for our 

debt." Exhibit -(RAB-9) at p. 19. Arid the December issuance of $600 million is 

at a rate less than the current average utility bond yield I cited earlier of J.2S%. In 

addition. FPL's short term debt costs have declined from 5.301% in January 2007 to 

0.220% in March 2012. Exhibit -(RAB-I I )  at pp. 1-2. 

FPL also benefits from several Commission-approved cost recovery clauses that 

significantly reduce its business and financial risk profiles and help stabilize its 

earnings. Its excellent bond ratings currently enjoy a >table credit outlook from 

Moody's and S&P. Overall FPL remains a low risk electric utility with rock solid 

finnncial health and overall better credit inetrics than its electric utility peers. 

8 

Y 

10 

I I  

I 2  

13 

1-1 

15 

16 

17 

c- 

Further. as I mentioned earlier. current interest rates are at or near historic lows. 

This suggests a nitich lower return on equity. other things equal, for FPL than in 

Docket No. 080677-EI. I expect the Federal Reserve to support the current low 

interest rate environment based on recent statements that indicate that the Federal 

Funds rate will remain exceptionally low throtigh at least late 2014.' In the next 

18 

19 

section of my testimony, 1 will discuss what rate of return I recommend the 

Commission should adopt for FPL in this proceeding. 
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1 111. DETERMINATION OF FAIR RATE OF RETURN 

2 Q. 
3 FPL. 

Please describe the methods you employed in estimating a fair rate of return for 

4 A. I employed a Discounted Cash Flow (“DCF”) analysis for a group of comparison 

5 electric companies to estimate the cost of equity for the Company’s regulated electric 

6 operations. I also employed several Capital Asset Pricing Model ( T A P M ’ )  

7 analyses using both historical and forwarti-looking data. 

Y Q. 
9 equity for a tirm? 

What are the main guidelines to which you adhere in estimating the cost of 

10 A. Generally speaking. the estimated cost of equity should be comparable to the returns 

of  other firms with similar risk and should be sufficient for the firm to attract capital. 

These are the basic standards set out by the United States Supreme Court in Frderczl 

Prtnvr Cottini’ti I,. Hope Ntrrwtrl Gtrs Co., 320 U.S. 591 (1944) and Blirefiekl W. W. & 

Itnprov. Co. IS. Pirblic Service Cortirti’n, 262 U.S. 679 (1923). 

,-- 1 1  

I 2  

13 

I4 

IS 

16 

17 

18 

19 

20 

21 

11 -. _ _  
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From an economist’s perspective, the notion of ”opponunity cost” plays a vital role 

in estimating the return on equity. One measures the opportunity cost of an 

investment equal to what one would have obtained in the next best alternative. For 

?:xample, let LIS suppose that an investor decides to purchase the stock of a piiblicly 

traded electric utility. That investor made the decision based on the expectation of 

dividend payments and perhaps some appreciation in the stock’s value over time: 

however. that investor’s opportunity cost is rneasured by what she or he could have 

invested in as the next best alternative. That alternative could have been another 
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c 

utility ctock, a utility bond, a mutual fund, a money market fund, or any other 

number of comparable investment vehicles. 

The key determinant in deciding whether to invest, however, is based on 

comparative levels of risk. Our hypothetical investor would not invest in a particular 

clectric company stock if it  offered a return lower than other investments of similar 

risk. The opportunity cost simply would not justify such an investment. Thus, the 

task for the rate of return analyst is to estimate a return that is equal to the return 

being offered by other risk-comparable firms. 

10 Q. 

I 1  A. 

12 

13 

What are the major types of risk faced hy utility companies? 

In general, risk associated with the holding of common stock can be separated into 

three major categories: business risk, financial risk, and liquidity risk. Business risk 

refers to risks inherent in the operation of the business. Volatility of the firm's sales, 

,-. 

I4 

15 

16 

17 

18 

19 

20 

21 

r- 
71 _- 
23 

long-term demand for its product(s), the ;amount of operating leverage, and quality of 

management are all factors that affect business risk. The quality of regulation at the 

5tate and federal levels also plays an important role in business risk for regulated 

utility companies. 

Financial risk refers to the impact on a firm's future cash Hows from the use of debt 

in the capital structure. Interest payments to bondholders represent a prior call on the 

firm's cash flows and must be met before income is available to the common 

shareholders. Additional debt means additional variability in the firm's earnings, 

leading to additional risk. 
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I 4  

15 
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A. 

Liquidity risk refers to the ability of  an in.vestor to quickly sell an investment without 

a substantial price concession. The easier it is for an investor to sell an investment 

for cash, the lower the liquidity risk will be. Stock markets, such as the New York 

and American Stock Exchanges, help ease liquidity risk substantially. Investors who 

own stocks that are traded in these markets know on a daily basis what the market 

prices of their investments are and that they can sell these investments fairly quickly. 

Many electric utility stocks are traded on the New York Stock Exchanse and are 

considered liquid investments. 

Are there any sources available to investors that quantify the total risk of a 
company:’ 

Assessments by credit rating agencies are tools that investors use to assess the risk 

comparability of firms. Rating agencies such as Moody’s and Standard and Poor’s 

perform detailed analyses of factors that contribute to the risk of a particular 

investment or enterprise. The end result of their analyses is a rating that reflects 

these risks. 

Discounted Cash Flow (“DCF‘) Model 

Q. 

A. 

Please describe the basic DCF approach. 

The basic DCF approach is rooted in valuation theory. It is based on the premise that 

the value of a financial asset is determined by its ability to generate future net cash 

tlows. In the case of a common stock, those future cash flows generally take the 

form of dividends and appreciation in stock price. The value of the stock to 



Richard A. Baudino 
Page 22 

1 

2 then is: 

3 

investors is the discounted present value of future cash flows. The general equation 

11 + ... IY R 
{ I  + rj*!  + il 

1:' = + (,I + i') 1.1 + r ) i  (1 + i.1.' 

i )  

I 0 

II 

12 

13 

16 

17 

CVliere: v = tr.s.set \Yrllre 
K = yvrrly ccish flows 
r = rliscortnt rote 

This is no different from determining the value of any asset from an economic point 

of view: however, the commonly employed DCF model inukes certain simplifying 

nssurnptions. One is that the stream of income from the equity share is assumed to 

be perpetual: that is, there is no salvage lor residual value at the end of  some maturity 

(late (as is the case with a bond). Another assumption is that financial markets are 

reasonably efficient; that is. they correctly evaluate the cash flows over time relative 

to the appropriate discount rate. Finally. the model I employ also assumes a constant 

growth rate in dividends. The fundamental relationship employed in the DCF 

method is described by the formula: 

Wllere: 



Richard A. Buudino 
Page 23 

3 

1 
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Under the formula, it is apparent that "k" must reflect the investors' expected return. 

Use of the DCF method to determine an investor-required return is complicated by 

the need to express investors' expectations relative to dividends, earnings, and book 

value over an infinite time horizon. Financial theory suggests that stockholders 

purchase common stock on the assumption that there will be some change in the rate 

of dividend payments over time. We assume that the rate of growth in dividends is 

constant over the assumed time horizon, but the model could easily handle varying 

growth rates if we knew what they were. Finally, the relevmt time frame is 

prospective rather than retrospective. 

10 Q. 

I I A. 

12 

What was your first step in conducting your DCF analysis for FPL? 

,My first step was to construct a comparison proup of companies with a risk profile 

that is reasonably similar to FPL. 

,--- 

13 0. 
13 companies. 

15 A. 

16 

17 

Please describe your approach for selecting a comparison group of electric 

I used several criteria to select a comparison group. First. using the June 2012 issue 

of AUS Utility Reports. I selected electric companies that were rated at least A by 

Moody's and Standard and Poor's. FPL currently carries senior secured bond ratings 

18 of A from S&P and Aa3 from Moody's. so using the eithedor criterion for an A 

19 

30 similar to FPL. 

1 1  

rating assures that the companies in the comparison group carry bond ratings that are 

-- 
7 7  -- 
73 

From that group. I selected conipanies that had at least 50% of their revenues from 

electric operations and that had long-term earnings growth forecasts from Value Line 
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I and either Zacks Investment Research ("Zacks") or Thomson Financial. I will 

2 describe Zacks and Thomson Financial later in my testimony. From this group, I 

3 then eliminated companies that had recently cut or eliminated dividends, were 

4 recently or currently involved in merger activities, or had recent experience with 

5 significant earnings fluctuations. 

6 

7 

8 

9 

The resulting comparison group of 12 electric companies that I used in my analysis 

is h o w n  in the table below. 

I O  

FLORIDA POWER AND LIGHT COMPANY 
ELECTRIC UTILITY COMPARISON GROUP 

S&P Moody's - 
1 Alliant Energy Corporation A-l000+ A2lA3 
2 Consolidated Edison, Inc. A- A3lBaal 
3 DTE Energy Company A A2 
4 IDACORP, Inc. A- A2 
5 MGE Energy, Inc. AA- A1 
6 Nextera Energy A Aa3 
7 Pepco Holdings, Inc. A A 3  
8 Portland General Electric A- A 3  
9 SCANA Corporation A- A 3  

10 Southern Company A A2lA3 
I I Wisconsin Energy Corporation A- A1 
12 Xcel Energy Inc. A A 3  

11 Q. 
12 comparison group? 

13 A, I first determined the current dividend yield. D I P " ,  from the basic equation. My 

I4  general practice is to use six months as the most reasonable period over which to 

What was your first step in determining the DCF return on equity for the 

15 estimate the dividend yield. The six-month period I used covered the months from 
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December 2011 through May 2012. I obtained historical prices and dividends from 

Yahoo! Finance. The annualized dividend divided by the average monthly price 

represents the average dividend yield for each month in the period. 

The resulting average dividend yield for the group is 4.04%. These calculations are 

hhown in Exhibit -(RAB-3). 

8 Q. Mr. Baudino, did the dividend yield for your comparison group exhibit 
9 volatility over the six-month period you used in your analysis? 

No, not really. Page 2 of Exhibit ~ (RAB-3) shows the monthly average yields 

-- 11 for the comparison group, which ranged from 3.96% to 4.10%. ‘The 6-month 

10 4.  

I2 

13 

I 4  

15 Q. 
16 

17 A. 

I8 

19 

20 

21 

-. 22 

23 

average dividend yield for the comparison group, 4.04’70, is quite close to the April 

and May dividend yields. Monthly dividend yields for the comparison group have 

been relatively stable over this 6-month period. 

Having established the average dividend yield, how did you determine the 
investors’ expected growth rate for the electric comparison group? 

The investors’ expected growth rate. in theory, correctly forecasts the constant rate 

of growth in dividends. The dividend growth rate is a function of earnings growth 

and the payout ratio. neither of which is known precisely for the future. We refer to 

a perpetual growth rate since the DCF model has no arbitrary cut-off point. We must 

estimate the investors’ expected growth rate because there is no way to h o w  with 

absolute certainty what investors expect the growth rate to be in the short term, much 

less in perpetuity. 
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3 

In this analysis, I relied on three major sources of analysts' forecasts for growth. 

These sources are Value Line, Zacks, and Thomson Financial. 

4 Q. 

j A. 

6 

7 

8 

0 

IO 

I 1  

12 According to Zacks' website. Zacks "was formed in 1978 to compile. analyze, and 

13 distribute investment research to both institutional and individual investors.'' Zacks 

14 Sathers opinions from a variety of analysts on earnings growth forecasts for 

15 iiumerotis firms including regulated electric utilities. The estimates of the analysts 

16 responding are combined to produce consensus average estimates of earnings 

Please brietly describe Value Line, Zacks, and Thomson Financial. 

The Value Line Investment Survey is a widely used and respected source of investor 

information that covers approximately 1,700 companies. It is updated quarterly and 

probably represents the most comprehensive of  all investment information services. 

It provides both historical and forecasted information on a number of important data 

elements. Value Line neither participates in financial markets as a broker nor works 

for the utility industry in any capacity of which I am aware 
_- 

17 gowth.  

18 

19 Like Zacks. Thornson Financial also provides detailed investment research on 

20 numerous companies. Thomson Financial also compiles and reports consensus 

21 I obtained these forecasts from Yahoo! 

22 Finance. 

analysts' forecasts of earnings growth. 
-. 
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1 Q. 

2 A. Return on equity analysis is a forward-looking process. Five-year or ten-year 

3 historical growth rates may not accurately represent investor expectations for 

4 dividend growth. Analysts’ forecasts for earnings and dividend growth provide 

5 better proxies for the expected growth component in the DCF model than historical 

6 growth rates. Analysts’ forecasts are also widely available to investors and one can 

7 reasonably assume that they influence investor expectations. 

Why did you rely on analysts’ forecasts in your analysis? 

Y Q. How did you utilize your data sources to estimate growth rates for the 
4 comparison group? 

10 A. Exhihitp(RAB-J) presents the Value Line, Zacks, and Thomson Financial 

r- I I  

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 
-. 

forecasted growth estimates. ‘These earnings and dividend growth estimates for the 

comparison group are summarized 011 Columns ( 1 )  through (5) of Exhibit 

-(RAB-4). 

I also utilized the sustainable growth formula in estimating the expected growth rate. 

The sustainable srowth method, also known as the retention ratio method. recognizes 

that the firm retains a portion of its earnings to fuel growth in dividends. These 

retained earnings. which are plowed back into the firm‘s asset base. are expected to 

earn a rate of return. This, in turn, generates growth in the firm’s book value. market 

value. and dividends. 

The sustainable growth method is calculated using the following formula: 

23 
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13 Q. 

I 4  A. 
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20 

21 

7 7  _- 
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21 

CVliere: G = e.vpecretl retentiotz Lqrowt/z rate 
B = thefirin’s expectrd retention rcitio 
R = tlie rvpected return 

In its proper form, this calculation is forward-looking. That is, the investors’ 

expected retention ratio and return milst be used in order to measure what investors 

anticipate will happen in the future. Data on expected retention ratios and returns 

may be obtained from Value Line. 

The expected,siistainable growth estimates for the comparison group are presented in 

Column (3)  on page I of Exhibit -(RAB-J). The data came from the Value Line 

forecasts for the coinparison group. 

How did you approach the calculation of earnings growth forecasts in this case? 

For purposes of this case, I looked at two different methods for calculating the 

expected growth rates for my comparison group. For Method 1, I calculated the 

average of all the growth rates for the companies in my comparison group using 

Value Line, Zacks, and Thomson. For Method 2, I calculated the median growth 

rates for my comparison group. The median value represents the middle value in a 

data range and is not influenced by excessively high or low numbers in the data set. 

The median growth rate for each forecast provides additional valuable information 

regarding expected growth rates for the group. 

The expected growth rates produced from these two methods fail in a range from 

3.75% to 5.04%. 
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1 Q. 
2 comparison group? 

3 A. 

1 

5 

6 

How did you proceed to determine the DCF return of equity for the electric 

To estimate the expected dividend yield (DO for the group, the current dividend 

yield must be moved forward in time to account for dividend increases over the next 

twelve months. I estimated the expected dividend yield by multiplying the current 

dividend yield by one plus one-half the expected growth rate. 

7 

X 

'1 

I O  

I then added the expected growth rates to the expected dividend yield. The 

calculations of the resulting DCF returns on equity for both methods are presented on 

page 2 of Exhibit -(RAB-.I). 

7- t 1 Q. Please explain how you calculated your DCF cost of equity estimates. 

12 A. 

13 

Page 2 of Exhibit -(RAB-J) presents the DCF results utiliziiig the two different 

methods 1 described earlier. Method I utilizes the average growth rxes for the 

I4  

I5  

16 

17 

18 

19 

comparison group. I used the Value Line earnings and dividend growth forecasts 

and the consensus analysts' forecasts. The average for the comparison group is 

8.96% and the midpoint is '9.00%. 

Method 2 employs the median growth rates from Value Line, Zacks, and Thornson. 

The average DCF return on equity IS 8.72'% and the midpoint of the results is 8.50%. 

20 Caaital Asset Pricing Model 

2 I Q. Brietly summarize the Capital Asset Pricing Model ("CAPM") approach. 

22 A. The theory underlying the CAPM approach is that investors, through diversified 

23 portfolios, may combine assets to minimize the total risk of the portfolio. 

,-- 
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Diversification dlows investors to diversify away all risks specific to a particular 

company and be left only with market risk that affects a11 companies. Thus, the 

CAPM theory identifies two types of risks for a security: company-specific risk and 

market risk. Company-specific risk includes such events as strikes, management 

errors, marketing failures, lawsuits, and other events that are unique to a particular 

firm. Market risk includes inflation. business cycles, war, variations in interest rates, 

and changes in consumer confidence. Market risk tends to affect a11 stocks and 

cannot be diversified away. The idea behind the CXPM is that diversified investors 

are rewarded with returns based on markct risk. 

Within the CAPM framework. the expected retun on a security is equal to the risk- 

free rate of return plus a risk premium that is proportional to the security’s market, or 

non-diversifiable, risk. Beta is [he factor that reflects the inherent market risk of a 

security and inensures the volatility of ;I particular security relative to the overall 

market for securities. For example, a stock with a beta of 1.0 indicates that if the 

market rises by I%, that stock will also rise by 15%. This stock moves in tandem 

with movements in the overall market. Stocks with a beta of 0.5 will only rise or fall 

50% as much as the overall market. So with an increase in the market of 15%, this 

dock will only rise 7.5%. Stocks with betas greater than 1.0 will rise and fall more 

than the overall market. Thus, heta is the measure of the relative risk of individual 

securities vis-h-vis the market. 
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Based on the foregoing discussion, the equation for determining the return for a 

security in the CAPM framework is: 

Where: K = Required Rrtirrii oii eiiitity 
Uf = Ri.sk:free rcite 
M R P  = illcrrket risk premiiitii 
p = Beto 

I 0 

I 1  

I -  7 

13 

I4 

15 

16 

17 

I8 

I9 

This equation tells Lis about the risWreturn relationship posited by the CAPM. 

Investors are risk averse and will only accept what they anticipate as higher risk if 

they expect to receive higher returns. These returns can be determined in relation to 

a stock’s beta and the market risk premium. The general level of risk aversion in the 

cconomy determines the market risk premium. If the risk-free rate of return is 3.0% 

and the required return on the total market is 12%. then the risk premium is 9%. Any 

stock’s required return can be determined by multiplying its beta by the market risk 

premium. Stocks with betas greater than 1.0 are considered riskier than the overall 

market and will have higher required retums. Conversely, stocks with betas less than 

1.0 will have required returns lower than the market as a whole. 

r- 

2 0  Q. 
21 return on equity? 

In general, are there concerns regarding the use of the CAPM in estimating the 
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13 A. 

14 

I 5  

16 

17 

I S  

19 

Yes. As briefly discussed earlier, there is some controversy surrounding the use of 

the CAPM.‘ There is evidence that beta is not the primary factor in determining the 

risk of a security. For example, Value Line’s “Safety Rank” is a measure of total 

risk, not its calculated beta coefficient. Beta coefficients usually describe only a 

small amount of total investment risk. Finally, a considerable amount of judgment 

must be employed in determining the risk-free rate and market return portions of the 

CAPM equation. The analyst’s application of judgment can significantly intluence 

the results obtained from the CAPM. M:y past experience with the CAPM indicates 

that it is prudent to tise a wide variety of data in estimating rettirns. Of course, the 

range of results may also be wide, indicating the difficulty in obtaining a reliable 

estimate from the CAPM. 

How did you estimate the market return portion of the CAPMI? 

The first source 1 used was the Value L.ine Lnvestment Analyzer, Plus Edition. for 

June 6, 2012. This edition covers nearly 7.000 stocks. ‘The Value Line Investment 

Analyzer provides a summary statistical report detailing, among other things, 

forecasted growth in earnings and book value for the companies Value Line follows. 

I have presented these two growth rates and the average on page 2 ,  lines 8 and 9 of 

Exhibit __ (RAB-5). The average growth rate is 10.74%. Combining this growth 

rate with the average expected dividend yield of the Value Line companies of 0.65% 

I For il more complete discussion of some of the controversy surrounding the use of the CAPM. refer to 
,4 Romfom Wrrlk Doirn IV(i1l Srreer by Burton Malkiel, pp. 229 - 239. 1999 edition. 
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the past. Indeed, evidence presented in the following sections 

indicates that relative expected returns should, and do, vary 

significantly over time. Empirically, the measured historic 

premium is sensitive both to the choice of estimation horizon 

and to the end points. These choices are essentially arbitrary. 

yet can result in significant differences in the final outcome.y 

I n  summary, the use of historic caincd returns should be viewed with a great deal of 

caution. There. is no real bupport tor the proposition that an unchanging, 

mechanically applied historical risk premium is representative of current investor 

expectations and return requirements. 

How did you determine the risk free rate? 

I used the average yields on the IO-year Treasury bond and five-year Treasury note 

over the six-month period from December IO11 through May 2012. Exhibit 

- (RAB-5) at p. 2. lines I through 7. The 20-year Treasury bond is often used by 

rate of return analysts as the risk-free rate, but it contains a significant amount of 

interest rute risk. The five-year Treasury note carries less interest rate risk than the 

20-year bond and is more stable than three-month Treasury bills. Therefore, I have 

employed both of these securities as proxies for the risk-free rate of return. This 

approach provides a reasonable range over which the CAPM may be estimated. 

Brigham. E.F.. Shome. D.K. 2nd Vinson. S.R.. "The Risk Premium Approach to Measuring il Utility's Cost 
of  Equity." Fiimilrinl ,Mmogei?renf. Spring I Y85. pp. 33-45, 
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Q. 
A. 

Q. 
A. 

Q. 

A. 

What is your estimate of the market risk premium? 

Exhibit -(RAB-5), lines 9 and 22 of page 1, presents my estimates of the market 

risk premium based on a DCF analysis applied to current market data. The market 

risk premium is 8.65% using the 20-year Treasury bond and 10.52% using the five- 

year Treasury bond. 

Utilizing the historical lbbotson data on market returns, the market risk premium 

ranges from 4.50% to 6.50%. This is shown on Exhibit -(RAB-6), line 3. 

How did you determine the value for beta? 

I obtained the betas for the companies in the electric company comparison group 

trom most recent Value Line rcports. The average of the Value Line betas for the 

electric group is .68. Exhibit -(RAB-5) at p. 2, line 20. 

Please summarize the CAPM results. 

The CAPM results using the 20-year and five-year Treasury bond yields and Value 

Line market return data range from 8.06% to 8.65%. Exhibit -(RAB-5) at p. 1. 

lilies I4 and 27. 

The CXPM results iising the historical Ibbotson data range from j 3 l %  to 7.18%. 

These results are shown on Exhibit -(RAB-6). line 7. 
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I Conclusions and Recommendations 

2 Q. 
3 

4 A. 

6 

7 

8 

4 

Please summarize the cost of equity you recommend the Commission adopt for 
FPL. 

I recommend that the Commission adopt the DCF model I developed and the cost of 

equity estimates for the comparison group of electric utility companies that I 

compiled. The results for the electric company comparison group using the constant- 

growth DCF model and the expected growth rate forecasts ranged from 8.50% to 

9.00%. Based on this 

range of results, I recommend that the Commission adopt a 9.00% return on equity 

Exhibit -(RAB-4) at p. 2. lines .’Midpoint of Results”, 

10 for FPL in this proceeding. Notwithstanding the lower level of risk FPL experiences 

.c-- I I  relative to my comparison goup,  for purposes of the ROE ranges I am 

recommending, I am placing FPL at the top o f  m y  range (a positioning that would 17 

13 

I4 

15 

16 

17 

18 

19 

20 

21 

not he justified using FPL‘s inflated ranges). I offer this recommendation to the 

FPSC as a just and reasonable estimate of investor return on equity requirements for 

ii lower risk electric utility such as WL. 

Finally. it should be rioted that the CAPM results are significantly lower than the 

DCF results in this proceeding. Exhibit _(RAB-j) at p. 1. lines 14 and 17 and 

Exhibit -(RAB-6) at p. I ,  line 7. This is the case with both the forward-looking 

and the historical versions of the CAPM. I do not rely on the CAPM for my ROE 

recommendation. but these results suggest that my recommended ROE of 9.00% is 

<- _- 7 9  reasonable, even generous. based on current capital market conditions. 
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I CaDital Structure and Weiphted Cost of Capital 

1 Q. 

3 A. 

4 

i 

6 

7 

Y 

I2 

13 

I4  

Did you review FPL’s requested capital structure? 

Yes. The Company‘s requested capital structure and weighted cost of capital is 

presented in Schedule D-IA and is supported by the Direct Testimony of FPL 

witnesses Avera, Ousdahl, Barrett, and Dewhurst. These witnesses supported an 

“adjusted” equity ratio of 56.3%. which includes the imputation of $949 million of 

off-balance sheet purchased power agreements (“PPAs”). It is important to note that 

this is not the capital structure the Company is using for ratemaking purposes, but is 

instead one that is designed to reflect how FPL off-balance sheet PPAs are treated 

for purposes of bond rating agency reporting. Dr. Avera presented the calculation of 

this so-called adjusted equity ratio in his Exhibit WEA- 14. 

FPL witness Dewhurst and Dr. Avera both testified that based on investor supplied 

capital, the Company’s equity ratio is 59.6%. 

15 Q. 
16 your comparison group? 

17 A. 

I Y  

19 

20 

Mr. Baudino. is FPL’s proposed level of equity comparable to the companies in 

No. FPL’s proposed level of equity is significantly higher than that used by the 

companies in my comparison group. Table 2 below presents the common equity 

ratios for the comparison group. 1 obtained the data from the Value Line Investment 

Survey and from AUS Utility Reports, June 1012. 
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TABLE 2 
COMPARISON GROUP CAPITAL STRUCTURES 

2011 
Value Line 
Common 
Eauity 

1 Alliant Energy Corporation 
2 Consolidated Edison, Inc. 
3 DTE Energy Company 
4 IDACORP, Inc. 
5 MGE Energy, Inc. 
6 Nextera Energy 
7 Pepco Holdings, Inc. 
8 Portland General Electric 
9 SCANA Corporation 

i o  Southern Company 
11 Wisconsin Energy Corporation 
12 Xcel Energy Inc. 

50.9% 
52.5% 
49.4% 
54.4% 
60.4% 
41.8% 
53.3% 
50.4% 
45.7% 
47.1% 
46.0% 
48.9% 

Average 50.1% 

AUS 
Common a 

51.2% 
51 .O% 
47.1% 
51.8% 
60.6% 
38.8% 
45.3% 
49.3% 
42.1% 
46.59 
43.9% 
45.5% 

47.8% 

Source: Value Line Reports 2012; AUS Utility Reports, June 2012 I 

It is abundantly clear that FPLs equity ratio greatly exceeds the comparison group 

equity ratio. Only MGE Energy has a common equity ratio anywhere close to FPLs. 

Please summarize FPL's presentation of its capital structure and common 
equity ratio. 

Both Dr. Avera and Mr.  Dewhurst support an adjusted equity ratio of 56.3%. Dr. 

Avera supported this presentation as being reasonable based. in pait. on the premise 

that rhe rating agencies take PPAs into account when evaluating financial strength 

rind bond ratings. 

Does FPL need to maintain an unadjusted equity ratio of 60% to maintain its 
bond and credit ratings? 
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4 

In my opinion, it does not, The utilities in my comparison have similar bond ratings 

to FPL and have much lower common equity ratios, even when FPLs PPAs are 

factored into the capital stmcture equation. In my view, this suggests that FPL could 

reduce its equity ratio by several percentage points and likely be able to maintain its 

5 

6 

7 

8 

9 

I O  

I I  

12 

13 

I4 

15 

16 

bond ratings. 

S&P described how it assigns three key financial ratios in developing and assigning 

bond ratings using a business risk and financial risk matrix. These ratios are as 

follows: 

I {I 

Funds from Operations ("FFO') Interest Coverage 

Funds from Operations /Total Debt 

Total Debt / Total Capital 

S&P explained how these key ratios are used by it to develop a "Business Risk 

Profile" and "Financial Risk Profile" for the companies that it is rating. The 

Financial Risk Profile is assessed based on the three key ratios cited above. The 

Business Risk Profile encompasses S&P's qualitative assessnient of factors such as 

17 the quality of regulation. the markets in which the company operates, operations, 

18 

19 

competitiveness, and management. Business Risk Profiles are characterized by S&P 

as Excellent, Strong, Satisfactory, Fair, Weak, or Vulnerable. Financial Risk Profiles 

' 0  

21 Highly Leveraged. 

:ire characterized as Minimal, Modest, Intermediate, Significant, Aggressive. or 

Please refer to "Business RisWinancial Risk M m i x  Expanded". originally published by S&P on May 
26. 2009 and updated on November 30. 201 I .  

1U 
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I 2  Another important factor to consider is that FPL's PPA obligations are going to 

13 decline significantly in 2015. Dr. Avera and FPL's 2011 IO-K report noted that 

I4 FPLs take-or-pay purchased power contracts with the Jacksonville Electric 

15 Authority iind subsidiaries of the Southern Company provide 1.330 mWs of power 

16 through 2015 and then decline to 375 mWs thereafter through 2021. This means that 

17 the 949 mW of imputed debt from the PPAs will decline significantly within the next 

18 2 - 3 years. 

The April 24, 2012 S&P report I cited earlier in my testimony assigned an 

"excellent" business risk profile to FPL and an "intermediate" financial risk profile 

to NextEra. According to S&P, the adjusted debt/total capital ratios to support these 

ratings wo~ild fall into a range of 35% -. 45%. The corollary is an adjusted equity 

wtio range of 55% - 65%. 

SIYCP noted that its ratio analysis matrix serves as a guide and that it does not anive at 

ratings by rote. Other factors may lead its rating committee to a different conclusion 

than what would otherwise be indicated by the matrix. 

19 Q. 
20 obligations? 

21 A. 

Does FPL have a capacity cost recovery clause that mitigates the risk of its PPA 

Yes. Page I 1  of the Company's 2012 10-K stated that "[clapacity payments to other 

,- 22 utilities and generating companies for purchased power are recovered from 

The capacity clause assures FPL of 23  customers through the capacity clause." 
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15 

16 

complete recovery of its purchased power obligations and is much less risky than 

including these costs in base rates. 

Do you have any other concern regarding FPL's equity rich capital structure? 

Yes. An excessive FPL common equity ratio could result in ratepayers subsidizing 

NextEra's unregulated affiliate activities,, It is unlikely that NextEra would be able 

to support and maintain a single '4' credit rating on a corporate-wide basis without 

the support of an excessive FPL common equity ratio because NextEra Energy 

Resources is extremely highly leveraged. And, as I noted in Section II of my Direct 

Testimony, NextEra's unregulated operations have actually increased leverage over 

the last few years to over 80% debt. 

Second, it is an economically inefficient outcome for ratepayers to support a higher 

than necessary equity ratio for FPL. There is a transfer of income in the form of 

cconomic rents being paid by FPL's customers to FPL, a monopoly provider of' 

electric service. Regulation should prevent this kind of income transfer. which 

Ilenefits shareholders to the detriment of ratepayers. 

17 Q. 
I8 

I?, 4. 

20 

21 

_- 77 

23 

What is your recommendation in this proceeding for FPL's capital structure 
and weighted cost of capital? 

I recommend that the FPSC adopt the Company's requested test year capital 

stnicture. but only if it adopts my recommended return on equity of 9.00%. It would 

certainly be reasonable to reduce the Company's excessive common equity ratio in 

this case: however. the Commission declined to accept my recommendation to 

reduce the Company's common equity ratio in the last base rate case Order in 2009. 
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So for purposes of this case only, I am proposing use of FPL's proposed common 

equity ratio, and the result of my DCF computations. If a higher ROE is adopted, the 

capital structure issue would warrant much greater skepticism, because it means that 

ratepayers are not getting one of the prime benefits of a thick equity cushion, namely 

the benefit of the lower resulting risk. Please refer to Table 3 below for the 

calculation of my  recommended weighted cost of capital for FPL, which is 5.85%. 

ect 
LongTerrn Debt 

Prderrd Stck 

$ 6,199,550 29.46% 5.26% 1.55% 

0.00% 0.00% 0.00% 

cusm€fDeposts $ 426,531 2.03% 5.99% 0.12% 

Comma E y t y  $ 9,684,101 46.03% 9.00% 4.14% 

Sbr t -@rmW $ 360,542 i.7i0/o 2.1101~ 0.040~ 

Ceferrd IrcaneTax $ 4,369 074 20.76% 0.00% 0.00% 

ITC $ 923 0.00% 9.06% O.OOo/; 

ITdals $ 21,040,721 100.00% 5.85% 

8 

4 Q. If the Commission chooses to adopt a higher ROE than your recommendation 
of 9.00%, then what is your recommendation with respect to FPL's common 
equity ratio for ratemaking purposes? 

I recommend that the Commission reduce FPL's common equity ratio if it adopts a 

10 
1 1  

12 A. 

13 return on equity higher than 9.00%. One reasonable way to make this adjustment 
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12 

would be for the Commission to reduce FPLs equity ratio by two percentage points 

for every 0.50% increase in the ROE over 9.00%. So for example, if the 

Commission adopted a ROE of 9.50%, the Company's equity ratio could be reduced 

by 2% to 57.6% of investor supplied capital. See Table 4 below for the calculation. 

TABLE4 
SfflHA ALlERUATIVE\IVEGHlEDCOSTOFCAPlr/U- 

W W d  

LorgTerm Debt $ 6,526,996 31.02% 5.26% 1.639 

Prderrd Sbck $ 0.00% 0.00% 0.004 

€33 ccst ccst 

CusbmaDepOsits $ 426,531 2.03% 5.99% 0.124 

Comma Ewity $ 9,356,655 44.47% 9.50% 4.224 

SM-termDebt $ 360,542 1 . 7 1 ~ ~  2 . n ~ ~  0 .04~ 

Deferre3 InccmeTax $ 4,369,074 20.76% 0.00% 0.00t 

ITC $ 923 0.00% 9.06% 0.00' 

Tdals $ 21,040,721 100.00% 6.01 

In this example, I moved common equity into long-term debt in order to reduce the 

comnion equity ratio to 57.60%. This reduced the amount of common equity for 

ratemaking purposes to S9.356.655.000, a decrease from the Company's requested 

amount of equity of 9337,436,000. The Commission could also accomplish this by 

allocating a pro-rata share of the $327.446 million between long-term debt and short- 

temi debt. This would slightly lower the overall weighted cost of capital. This 
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2 financial risk profile. 

3 

4 This is one alternative I recommend to the Commission. The importance of this 

5 exercise is that if the Commission decides to raise FPL's ROE above my 

6 recommendation, it is reasonable to reduce the equity ratio so as not to increase the 

7 overall weighted cost of capital that must be supported by ratepayers. My market 

X evidence suggests that a 9.0% ROE would be reasonable even with a lower equity 

9 ratio than FPL's 59.6% based on the equity ratios from my comparison group of 

10 companies. However, a higher ROE award in this case .should only coincide with a 

r- I I  lower equity ratio for FPL. This appropriately balances the interests of shareholders 

eqliity ratio is still within the S&P guidelines for a company with an intermediate 

12 and ratepayers. 

13 Q. 
I4 

I5 A, Yes. 1 reviewed the portion of Commission Order No. PSC-12-0179-FOF-E1 that 

16 discussed return on equity and the weighted cost of capital for Gulf Power Company. 

17 'The Commission's Order adopted a 10.25% return on equity. In addition, the 

I8 Commission's adjusted capital stnicture included the following percentages of 

19 investor-supplied capital. 

%lr. Baudino are you aware of the Commission Order in Docket No. 110138-EI, 
which is the most recent Gulf Power rate proceeding? 
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TABLE 5 
GULF POWER INVESTOR SUPPLIED CAPITAL 

Pct. Amount - 
Long-Term Debt $ 657,374,442 47.21% 

Preferred Stock $ 72,956,634 5.24% 

Common Equity $ 644,159,245 46.26% 

Short-term Debt $ 17,925,426 1.29% 

Total $ 1,392,415,747 100.00% 
I 

2 

3 

J 

5 

6 

7 

Y equity ratio. 

It is important to note that Gulf Power's current S&P bond rating is A and Moody's 

rating is A3. The common equity ratio approved by the Commission was 46.26%, 

with the total equity ratio being 5 1.5%. 'This is a substantially lower equity ratio than 

FPL is requesting in this case. Indeed. it would be reasonable for the Commission in 

this proceeding to approve a significantly lower ROE than it did in the Gulf Power 

case. given that FPL's common equity ratio is so much greater than GLIM Power's 

I-. 
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iV. RESPONSE TO FPL TESTIMONY 

2 Q. 

3 A. Yes. 

Have you reviewed the Direct Testimony of Dr. William Avera? 

1 Q. 
5 return on equity recommendation. 

6 A. 

I 

Y 

Please summarize your conclusions with respect to Dr. Avera’s testimony and 

Dr. Avera’s approach to estimating the cost of equity for FPL has some parallels with 

the approach he used in FPL’s last base rate case, Docket. No. 080677-EL which was 

largely rejected by the FPSC in that case. 

9 

I O  

I I  

I? .  

13 

I4 

I5 

16 

17 

I8 

I9 

20 

21 

_- ?? 

First, Dr. Avera’s rccoimnended 11.25% return on equity is grossly overstated, relies in 

essence entirely on the results of an inapposite non-utility proxy group and, just like the 

last hase rate case, fails to reasonably track the majority of  the results from his Utility 

Proxy Group analyses (not subject to iinjiistitied adjustments), which range from 9.6% 

to 10.8%. As I shall demonstrate later in my testimony, even this range overstates the 

investor required return for FPL. Furthermore. equity return computations that exceed 

the upper end of this range are fatally tlawed and should be rejected for reasons that I 

will explain later in my testimony. 

- 

Second. Dr. Avera made largely subjective changes to the results of his DCF analysis 

by excluding individual company DCF results that he considered to be either too hi& 

or too low. His results are skewed toward including DCF results that are still excessive, 

resulting in an overstatement of the average adjusted results from his Utility Proxy 
,- 

7 3  Group. 
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Third, Dr. Avera failed to include forecasted dividend growth in his DCF analyses. 

Failing to include this important information overstated his DCF results. 

1 

5 

6 

7 

8 

9 

I O  

Fourth, Dr. Avera overstated the Market Risk Premium in his CAPM analysis because 

of a faulty approach to estimating the market return portion of the CAPM. My CAPM 

results incorporate a more sound method of estimation. Regardless, any defensible 

analysis on this issue wo~ild produce a lower ROE than that proposed by FPL. 

Fifth. Dr. Avera included a size adjustment to his CAPM formulations that is incorrect 

,- I 1  ~ind inappropriate. This size ad,jiistment resulted in a significant overstatement of his 

12 CAPM results. 

13 

I4 

15 by the Commission. 

16 

Sixth. Dr. Avera's expected earnings approach is inappropriate and should be rejected 

17 

18 rejected. 

19 

70 

Seventh. Dr. Avera.'s adjustment for flotation costs is inappropriate and should be 

Dr. Avera's ROE Range and Recommendation 

2 1 Q. 

22 A. 

23 

Please summarize the results of Dr. Avera's ROE analyses. 

Dr. Avera used four methods to estimate the cost of equity for FPL a DCF model, a 

CAPM, a risk premium model, and an expected e m i n g  approach. He applied a DCF 

,. 
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19 

70  

21 

22 

23 

11 

25 

26 

21 

model to two groups of companies, one composed of regulated electric utilities ("Utility 

Proxy Group") and another using unregulated companies ("Nan-Utility Proxy Group"), 

which completely excluded utility operations. The results from his various methods 

are as follows: 

Utility Proxy Group: 

DCF - 9.6% to 10.3% 

CAPM Size Adjusted - 1 1.2'70 - 1 I .6% 
Utility Risk Premium - 9.6% - 10.4% 
Expected earnings - 10.5% - 12.0% 

Nan-Utility Proxy Group: 

DCF - 11.5% - 12.3% 

Notably. the group containing non-utility enterprises not surprisingly produced 

significantly higher upper range returns than the utility group. 

CAPM - 10.4% - 10.8% 

Dr. Avera also recommended a 15 basis point adjustment for flotation costs. Finally. 

Dr. ..\vera supported an additional 0.2556 adder tor excellent management 

performance. 

Based on these results, Dr. Avera recommended a range for FPL cost of equity of 

10.25% - 12.25%. His recommended R.OE was 11.25% "before any adder for low 

rates and excellent management". Adding 0.25% for these factors resulted in his 

final ROE recommendation of 11.5%. 
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1'4 

Q. In your opinion, do the results of Dr. Avera's various analyses support his 
recommended 11.5% ROE for FPL? 

No. Most of Dr. Avera's results from his Utility Proxy Group suggest a much lower 

ROE. The size-adjusted CAPM results. while higher than the DCF results suffer 

from several serious infirmities and should be disregarded by the Commission. I will 

discuss this later in my testimony. The Non-Utility Proxy Group DCF results 

support an ROE above 11.0%. but these results should be rejected as well. 

A. 

Q. Is it appropriate to use a group of unregulated companies to estimate a fair 
return on equity for a low-risk regulated electric company such as FPL? 

Abwlutely not. Dr. Avera's use of non-utility companies to estimate a fair rate of 

return for FPL i b  completely inappropriate. 

A. 

Utilities have protected markets, e.g. service territories. exclusive franchises granted 

by Florida municipalities, and may increase the prices they charge in the face of 

falling demand or loss of custorners. This is contrary to competitive. unregulated 

companies who often lower their prices when demand for their products decline. 

Generally. the non-utility companies simply do not have these characteristics and 

tilust compete with other firms selling the same product for sales arid for customers. 

Obviously, the non-utility companies have higher overall risk structures than a lower 

risk electric company like FPL and will have higher required returns from their 

shareholders. It is not at all surprising that Dr. Avera's ROE results for his Non- 

Utility Proxy Group were substantially higher than the results for his Utility Proxy 

Group. Given the higher business risk for the non-utility group of companies, this is 

exactly the result that would have been expected. However, these results do not 
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4 utility segment. 

form any kind of reasonable basis to estimate the investor required ROE for FPL. 

Quite the contrary, the returns from the non-utility proxy group are a good measure 

of returns that are, by definition, substanti.ally in excess of those to be expected in the 

5 Q. 
6 

7 A. 

8 

9 

10 

Are the DCF returns For the Non-Utility Proxy Group comparable to the DCF 
returns for Dr. Avera’s Utility Proxy Group? 

No. The DCF results for the Non-Utility Proxy Group are presented in Dr. Avera’s 

Exhibit WEA-7. It is instructive to note that DCF returns are uniformly higher for 

this group of companies than one would expect for regulated electric utilities. For 

example, the DCF results for Kellogg range from 11.6% to 17.5’70 and the results for 

r- 1 1  McCormick “k Co. range from 10.6% to 22.8%. Dr. Avera attempted to eliminate 

what he considered to be excessively high DCF results from the DCF averages for 

the Non-Utility Proxy Group. but he still included returns ranging from 12.0% to  

16.8%. retuins that are clearly excessive when applied to electric utilities such as 

FPL because the Company experiences lower risk than non-utility enterprises. 

12 

13 

I 4  

15 

16 

17 

18 

19 electric companies 

I n  my opinion, Exhibit WEA-7 clearly shows that DCF results for the Non-Utility 

Proxy Group have no bearing whatsoever on investor expected returns for regulated 

20 Q. 
21 Avera? 

Do you have any concluding remarks for this section of your response to Dr. 

,- 22 .A. Yes. In my mbsequent response to Dr. Avera’s DCF analyses, I will confine my 

remarks to the results from his Utility Proxy Group. I will not further address the 23 
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Nan-Utility Proxy Group because I have already explained why the Commission 

should reject the use of this group in estimating the cost of equity for FPL 

5 Q. 

6 A. 

I 

8 

9 

I O  

I 1  

Please summarize Dr. Avera’s approach to the DCF model and its results. 

Dr. Avera utilized the constant growth form of the DCF model to estimate the fair 

return on equity for a group of what he considered to be comparable risk utility 

companies, which he referred to as the LJtility Proxy Group. The criteria he used to 

sclect companies to include in this g o u p  are discussed and enumerated on pages 33 and 

34 of his Direct Testimony. He employed analysts’ earnings growth forecasts from 

Value Line, IBES. and Zacks to estimate the growth component ot’the DCF model. 
J- 

I 2  

13 

I4 

15 

16 

17 

Dr. Avera adjusted the results of his DCF analyses by eliminating what he considered 

to be high and low outliers from the group average DCF results. Dr. Avera discussed 

the criteria he used for making these adjustments on pages -19 through 53 of his Direct 

Testimony. He presented the results of his Utility Proxy Group DCF estimates in 

Exhibit WkA-4. page 3 of 3. The results ranged from 9.6% to 10.3%. 

18 Q. 
I9 

20 A. Yes. Exhibit WEA-4 shows that Dr. Avera included DCF results that ranged from 

21 14.3% to 16.0%. These results are clearly outside the range of investor required 

-- 7 7  returns for electric utility companies. For example, according to Dr. Avera’s Exhibit 

23 WEA-1 I ,  page 3 of 3, the average allowed ROES for titilities since 2002 ranzed from 

Did Dr. Avera include unreasonably high DCF results in his adjusted DCF 
calculations for the Utility Proxy Group? 

--. 
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11.16% (2002) to 10.22% (201 l) ,  and the trend is downward. There is no sound 

reason for including ROES above 14% in Dr. Avera’s DCF analyses and, therefore, 

their inclusion merely serves to inflate the ROE results presented in Exhibit WEA-4. 

Excluding the extreme DCF results I mentioned earlier lowers Dr. Avera’s Utility 

Proxy Group results as shown in Table 6 .  

TABLE 6 
AVEAAADJUSTED UTILITY PROXY GROUP DCF RESULTS 

Company 
Value br+sv 
- Line - IBES Zacks Growth 

1 Alliant Energy 11.4% 9.3% 10.4% 10.0% 
nsolidated Edison 7.1 % 7.8% 7.4% 8.0% 

4 lntegrys Energy Group 
5 ITC Holdings Corp. 
6 NextEra Energy, Inc. 8 
7 OGE Energy Corp. 9.6% 11.3% 
8 PG&E Corp. 10.5% 1-1 
9 SCANACorp. 7.7% 9.3% 

I O  Sempra Energy 7.3% 11.2% 
11 Southern Company 10.5% 10.4% 
12 Vectren Corp. 10.4% 10.9% 
13 Wisconsin Energy 12.2% 11.5% 
14 Xcel Energy, Inc. 9.1% 9.4% 

Average (b) 9.4% 9.8% 

9.9% 
8.5% 
8.9% 

10.8% 
9.6% 
9.6% 

11.2% 
9.2% 

9.6% 

10.1% 
10.4% 

9.7% 
9.9% 

10.1% 
8.8% 
8.4% 
8.4% 

9.491 

Please note that the DCF values that were excluded are shown in rectangular boxes 

in Table 5. Excluding the remaining implausible DCF calculations from Dr. Avera’s 

analysis results in a range of 9.4% - 9.870, which is close to my recommended 9.0% 

ROE for FPL. 
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5 

Did Dr. <\vera consider dividend growth forecasts in his DCF analysis? 

No. Dr. Avera failed to include dividend growth forecasts in his analysis 

On page 44 of his Direct Testimony, Dr. Avera opined that dividend growth rates "are 

not likely to provide a meaninghl guide to investors' current growth expectations." 

6 (1. 

7 A. 

Y 

9 

I 0 

I 1  

I 2  

13 

14 

15 

16 

17 

I8 considered the only factor. 

Should Dr. Avera have included dividend growth forecasts in his DCF analyses? 

Yes. Dr. Avera erred in failing to include dividend growth forecasts from Value Line in 

his DCF analyses. With respect to regulated utility companies, dividend growth 

provides the primary sowce of cash flow to the investor. It is certainly the case that 

camings growth fuels dividend growth and should be considered in estimating the ROE 

using the DCF model. However. Value Line's dividend growth forecasts are widely 

available to investors and can reasonably he assumed to influence their expectations 

with respect to growth. Because I used three earnings growth estiinates and one 

dividend growth estimate in my average growth rate calculation. I weighted earnings 

3 crrowth 75% and dividend growth 25%. ESxhibit -(RAB-4) at p. 2, cols. 1 through 5, 

line "DCF Return on Equity". Therefore, I agree to some extent with Dr. Avem that 

cminys  growth is the primary factor ccinsidered by investors. But it should not be 

19 Q. 
10 Proxy Group? 

2 1 4. 

What are the average and median dividend growth rates for Dr. Avera's Utility 

The average and median dividend growth rate forecasts are shown below in Table 7 
r-- 
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Alliant Energy 5.50% 

Dominion Resources 6.00% 
lntegrys Energy Group 0.50% 

8.005: 
8.005: 
4.50% 
2.00% 
2.00% 
9.00% 
4.00% 
2.50% 

13.50% 
5.00% 

5.1 1 % 
4.75% 

ITC Holdings Corp. 
NextEra Energy, Inc. 
OGE Energy Corp. 
PG&E Corp. 
SCANA Corp. 
Sempra Energy 
Southern Company 
Vectren Corp. 
Wisconsin Energy 
Xcel Energy, Inc. 

Average 
Median 

Source: 2012 Value Line Reports 

Consolidated Edison 1 .OO% 

r- 

TABLE 7 
AVERA UTILITY PROXY GROUP 

VALUE LINE DIVIDEND GROWTH FORECASTS 

Company 
Value Line 
Div. Growth 

Please refer to Exhibit -(RAB-7), which shows the average and median earnings 

L_ cyrowth rates for the Utility Proxy Group used by Dr. Avera. The average earnings 

a wrowth forecasts for this group range from 5.8% to 6.6% and the median growth 

rates range from 5.1% to 5.9%. Since the average growth rates are unduly 

intluenced by unusually high growth rates for certain companies in this group, the 

median growth rates are more indicative of investor expected earnings growth for 

this group of companies. in any case. Dr. Avera's exclusion of forecasted dividend 

prowth serves to overstate the DCF ROE for the companies. Adding Dr. Avera's 
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I 

- 7 

3 

4 

5 

6 

7 CaDital Asset Pricing Model 

4.1% dividend yield for the Utility Proxy Group to Value Line's forecasted dividend 

growth results in the following DCF ROE estimates: 

4.1% % ( I  + (0.5 * 4.75%) + 4.75% = 8.95% 

4.1% :X  ( I  + (0.5 :F 5.11%) +5.11% =9.31% 

R Q. 
9 analysis. 

Please present your conclusions regarding the results of Dr. Avera's CAPM 

I O  '4. t disrigree with Dr. Avera's formulation of the CAPM and in particular with his 

/-- I I  estimate of the cxpected market return. Dr. Avera estimated the market return 

portion of the CAPM by estimating the current market return for dividend paying 

stocks in the S&P 500. This limited his "market" return to only 373 companies. 

12 

13 

I 4  

I5 The market return portion of the CAPM should represent the most comprehensive 

16 estimate of the total return for all investment alternatives, not just a small subset of 

17 publicly traded stocks. In practice, of icourse, finding such an estimate is difficult 

18 and is one of the more thorny problems in estimating an accurate ROE when using 

19 the CAPM. If one limits the market return to stocks. then there are more 

20 comprehensive measures of the stock market available, such as the Value Line 

31 Investment Survey that I used in my CAPM analysis. Value Line's projected 

,- -- 7 7  earnings growth used a sample of 2.455 stocks and its book value growth estimate 

23 used 1570 stocks. These are much broader samples than Dr. Avera's limited sample 



Richard A.  Raudino 
Page 56 

,- 

I of dividend paying stocks from the S&P 500. 

The forward-looking CAPM results I present in Exhibit --(RAB-5) using a broader 

market index suggest much lower required rates of return than Dr. Avera 

recommends in his testimony. 

6 Q. 
7 
8 

9 4. 

On page 57 of his Direct Testimony, Dr. Avera explained that he incorporated a 
size adjustment of 81 hasis points to his CAPM results, which increased the 
CAPbl cost of equity to 11.2%. Is this size adjustment appropriate? 

No, The data that Dr. Avera relied upon to make this adjustment came from the 

I O  flihorson SBEA ,201 I Vtrlurrtin~i Yetrrbook published by Morningstar. Dr. Avera 

I 1  

12 

13 

14 

15 

16 

17 

18 

19 

' 0  

71 Q. 
12 

23 A. 

24 

supplied the source document from this publication with his work papers in response 

to Staffs Request for Production of Documents. The group of companies from 

which Dr. Avcra took the 81 basis point adjustment contains many unregulated 

companies and the group has an average beta of 1.03. This beta is greatly in excess 

of my utility comparison group heta of 0.68 and Dr. Avera's Utility Proxy Group 

heta of 0.70. There is no evidence to suggest that the size premium used by Dr. 

.\vera applies to regulated utility companies, which on average are quite different 

from the group of companies included in the Morningstar research on size premiums. 

I recommend that the Commission reject Dr. Avrra's size premium in the CAPM 

ROE. 

Dr. Avera also recommended using forecasted interest rates in the formulation 
of the CAPM. Do you agree with using forecasted interest rates? 

No. I recommend that the Cornmission reject the use of forecasted Treasury bond 

yields. Current interest rates embody all of the relevant market data and expectations of 
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1 

2 

3 

-4 

5 

6 

7 

8 

9 

I O  

I 1  

12 

13 

I4 

I5 

,-- 

16 

17 

18 

19 

20 

-. 21 

7 7  
_ &  

investors, including expectations of changing future interest rates. The forecasted 

interest rates used by Dr. Avera xe speculative and may or rnay not come to pass. 

Current interest rates present tangible market evidence of investor return requirements 

today, and these are the interest rates that should be used in the CAE'M. 

Risk Premium 

Q. 
A. 

Q. 
.A. 

Please summarize Dr. Avera's risk premium approach. 

Dr. Avera developed an historical risk pl:emium using Commission-allowed returns 

for regulated utility coinpanies and average public utility bond yields from 1974 

through 201 I .  He also used regression analysis to estimate the value of the inverse 

relationship between interest rates and risk premiums during that period. On page 66 

of his Direct Testimony. Dr. Avera calculated the risk premium return on equity to 

he '3.60% using a public utility bond yield as of December 201 1. Dr. Avera also 

used a forecasted bond yield of 6.00% and, as he explained on page 67, calculated a 

risk premium ROE of 10.6%. 

Please respond to Dr. Avera's risk premium analysis. 

The bond yield plus risk premium approach is imprecise and can at best provide very 

3 wneral guidance on the current authorized ROE for a regulated electric utility. Risk 

premiums can change substantially over time and with varying risk perceptions of 

investors. As such. this approach is a "blunt instniment", if you will, for estimating 

the ROE in regulated proceedings. I n  my view, a properly formulated DCF model 

using current stock prices and growth forecasts is far more reliable and accurate than 
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the bond yield plus risk premium approach, which relies on an historical risk 

premium analysis over a certain period of time. In addition, Dr. Avera's study 

assumes that this Commission should rely on the decisions of other regulatory 

commissions for its ROE award in this case. I do not agree with this implied 

assuinption and I recoinmend that the Commission rely upon valid current market 

evidence presented in this proceeding to support its ROE decision. 

Y 

9 

10 

I 1  

12 

13 

I4 

I j Expected Earnine APDrWdch 

Second, for the reasoiis 1 stated in the CAPM subsection of my testimony, it is 

inappropriate and incorrect to use forecasted interest 1-ates in the risk premium 

approach. Current interest rates are the valid ones to use and are far more reliable 

than forecastcd interest rates, which will likely be incorrect and subject to change 

depending on future economic events. Thus, I recommend that the FPSC reject the 

10.6% risk premium ROE presented by Dr. Avera. 

16 0. Please comment on Dr. Avera's expected earning approach. 

17 A. 

18 

IC) 

20 

21 

2 2  

13 

Dr. .-\vera's expected eanings approach should be rejected by the Commission. 

A11 Dr. Avera did in this analysis was repon Value Line's forecasted returns on book 

value over the 3-year period of 2014 - 2016. He did not use any market-based model 

such as the DCF or C M M .  Forecasted rained returns on book equity may have 

nothing whatsoever to do with investors' required returns in the marketplace. For 

example, if earned returns on book equity exceed the market-based DCF return on 
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equity, then investors may expect a company to earn more on book equity than the 

2 market-based required rate of return. Instead, I recommend that the Commission utilize 

3 a range of returns generated by the OCF model in setting FPL's cost of equity in this 

4 case. 

5 

6 Flotation Costs 

7 Q. On page 72 of his Direct Testimony, Dr. Avera recommended a 15 basis point 
8 adjustment to recognize flotation costs. Should the Commission add a flotation 
9 cost adjustment to the cost of equity for Ii'PL? 

to A. No. I recommend that the Commission reject Dr. Avera's proposed Hotation cost 

II adjustment. [n my opinion, it is likely that notation costs are already accounted for in 

L2 current stock prices and that adding an adjustment for notation costs amounts to double 

13 counting. A OCF model using current stock prices should already account for investor 

14 expectations regarding the collection of Hotation costs. Multiplying the dividend yield 

15 by a 4% flotation cost adjustment, for example, essentially assumes that the current 

16 stock price is wrong and that it must be adjusted downward to increase the dividend 

17 yield and the resulting cost of equity. I do not believe that this is an appropriate 

18 assumption. Current stock prices most likely already account for tlotation costs, to the 

19 extent that sllch costs are even accounted for by investors. 

10 

11 ROE Adder for Excellent Management 

12 Q. Several FPL witnesses, including Dr. Avera, recommended that the Commission .---
23 recognize and encourage exemplary management in setting the return on equity 
24 for FPL by adding 0.25 % to the return on equity in this proceeding. Do you 
15 agree? 
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A. Definitely not. The Commission should base its allowed return on equity on market

2 based data and analysis that I have provided in my testimony. Using appropriate cost 

3 of equity models to estimate the investor required return for FPL will; if applied 

4 properly, fairly compensate investors for their equity investment. Arbitrarily 

5 increasing the investor required return to recognize factors such as alleged "excellent 

6 management" would overcompensate investors and result in excessive rates to 

7 ratepayers. The regulatory balance would be tipped in favor of shareholders and 

8 against customers. 

9 

10 Moreover, providing an inflated return on equity to recognize claimed "exemplary 

II management" performance undercuts the benefits of such performance, which should 

12 be greater efficiency, lower costs, and lower rates to customers. Ratepayers should 

13 expect exemplary management from the Company without having to support int1ated 

14 returns to shareholders. It is important to realize that FPL's ratepayers have paid FPL 

15 dollar for dollar for the O&M expenses and capital investments the Company has 

16 made over time that have resulted in the rates currently being paid by customers. 

17 And FPL's management and employees have accomplished this without any special 

18 ROE adder that would flow to shareholders. 

~, 

19 

Also. with respect to FPL's relatively low rates, there are other factors that have 20 

benefitted the Company beyond what could be considered "excellent management". 21 

One major factor is that gas prices are currently quite low. Since FPL derives22 

approximately 62% of its generation from gas-fired units, low gas prices are a major 23 



Ricliard A.  Baudino 
Page 61 

1 
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3 

4 

5 

6 

I 

8 

9 

I O  

I 1  

I?. 

13 

I4 

I 5  

16 

17 

18 

19 
20 
21 

21 
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2 1  

contributing factor to lower rates. FPL's management is not the cause of low gas 

prices and its need to build new generation capacity over the past 3 decades to meet 

population growth has afforded it an opportunity to add gas-fired units when other 

utilities, not benefitting from such population growth, have not had the same 

opportunity. 

Another major factor contributing to FPL's low rates is the fact that the Company is a 

very large utility with a contiguous Florith service territory that has taken advantage 

of economies of scale. This means that fixed costs per customer will he lower for 

FPL than other, smaller utilities that have higher fixed costs per customer. 

FPL's current nuclear fleet has also been significantly depreciated. Turkey Point has 

been operating since 1973 and St. LLIC~C; has been in operation since 1983. These 

depreciated nuclear units. combined with very low running costs. are significant 

contributors to FPL's low rates. Once again. this was not due to exemplary 

management and does not merit any bonus on the Company's ROE. 

Capital Structure 

Q. On page 89 of his Direct Testimony, Dr. .$vera concluded that FPL's requested 
59.6% equity ratio "is well within the range of individual results" for the Utility 
Proxy Group. Do you agree with this assessment? 

.No. FPL's 59.6% book equity ratio is significantly higher than the average book 

equity ratio of each of Dr. Avera's Uti1il.y Proxy Groups, which ranges from 45.9% 

to 48.1% according to Exhibit WEA-16. This demonstrates that FPLs equity ratio 

,A. 



Richard A. Baudino 
Page 62 

1 is, in fact, well outside the range of results for the Utility Proxy Group on average. 

With respect to individual company results, the highest book equity ratio is 54.5% on 

3 a projected basis for Integrys Energy Corp. 

4 

5 With respect to operating company results shown on Exhibit WEA-15, the group 

6 average book equity ratio is 53.8%, again substantially lower than FPL's equity ratio. 

7 Q. On Exhibit WEA-17, Dr. Avera calculated market value equity ratios for the 
8 companies in his Utility Proxy Group. Is this analysis of any value in gauging 
9 the reasonableness of FPL's equity ratio in this proceeding? 

10 A. No, it is not. Comparing the market value of the Utility Proxy Group's equity to the 

11 book value of FPL's common equity is comparing apples and oranges and does not 

12 provide a valid test of the reasonableness of the book value of FPL's common equity 

13 ratio. Although the market value of common equity is relevant to investors with 

14 respect to their investment decisions, it is the book value of common equity that is 

15 relevant to ratemaking and to the rates paid by ratepayers. Comparisons of the book 

16 equity ratios from my utility comparison group and Dr. Avera's Utility Proxy Group 

17 indicate that, without a doubt, FPL's common equity ratio is substantially higher than 

18 that of firms with similar credit and bond ratings. 

19 

20 Other ROE Considerations 

21 Q. Please summarize some of the main considerations Dr. A vera mentioned in 
22 arriving at his recommended 11.25% ROE, before the adder for excellent 

-- 23 management. 
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1 A. On page 80, Dr. Avera summarized several factors he considered in arriving at his 

2 11.25% ROE. These included "potential exposures faced by FPL and the economic 

3 requirements necessary to maintain access to capital even under adverse 

circumstances." Dr. Avera specifically cited the following: 4 

5 • Recent challenges in the capital markets. 


6 • Ongoing economic uncertainties. 


7 • FPL's ability to "absorb potential shocks associated with devastating 


8 hurricanes, volatile fuel pricing, and dismptions in energy supply." 


9 Q. Do these considerations, in connection with Dr. Avera's quantitative analyses, 

to support a ROE of 11.25%? 


11 A. No. First, it is important to note that, with appropriate adjustments. I have 


12 demonstrated that the majority of Dr. Avera's DCF results indicate a ROE around 


13 9.0% - 9.50%. Even his risk premium analysis indicates a cost of equity of 9.6%. 


14 My own cost of capital analyses do not support anything above a ROE of 9.0% for 


15 FPL. In short, the current market data in this low interest rate environment indicate 


16 that investor required returns for electric utilities with characteristics similar to FPL 


17 are about 9.0%. An 11.25% ROE simply cannot be justified on the basis of current 


18 financial market evidence. 


19 


20 
 Second, the risks and concerns enumerated by Dr. A vera have all been taken into 

21 account by S&P and Moody's. which currently rate FPL's senior debt as A and Aa3, 

22 respectively. These are very strong ratings with solid financial support, Dr. Avera's 

23 concerns notwithstanding. 
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1 

2 Third, Dr. Avera's recommendation fails to consider the balance of interests between 

3 ratepayers and shareholders. Without a doubt, investors would be extremely happy 

4 with a ROE of 11.25% on an investment like FPL. However, the flip side of that 

5 coin is that Florida ratepayers would have to shoulder a burdensome increase in rates 

6 to support this ROE, compared to the 9.0% I recommend. I suggest to the 

7 Commission that my recommended 9.0% ROE balances the interests of ratepayers 

8 and shareholders. My analysis is based on current financial data for regulated 

9 electric utilities that fully support my recommendation. Contrast this with Dr. 

10 Avera's recommendation, which can only be supported by the use of a Non-Utility 

11 Proxy Group. Dr. Avera essentially abandoned the results from the Utility Proxy 

12 Group in making his recommendation. 

13 

14 Q. Does this complete your prepared direct testimony? 

is A. Yes. 
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EDUCATION 

New Mexico State University, M.A. 
Major in Economics 
Minor in Statistics 

New Mexico State University, B.A. 
Economics 
English 

Twenty seven years of experience in utility ratemaking. Broad based experience in revenue requirement 
analysis, cost of capital, utility financing, phase-ins, auditing and rate design. Has designed revenue 
requirement and rate design analysis programs. 

REGULATORY TESTIMONY 

Preparation and presentation of expert testimony in the areas of: 

Cost of Capital for Electric, Gas and Water Companies 
Electric, Gas, and Water Utility Cost Allocation and Rate Design 
Revenue Requirements 
Gas and Electric indusfxy restructuring and competition 
Fuel cost auditing 
Ratemaking Treatment of Generating Plant SaleiLeasebacks 
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RESUME OF RICHARD A. BAUDINO 

1989 to 
Present: Kennedy and Associates: Consultant - Responsible for consulting assignments in the 

area of revenue requirements, rate design, cost of capital, economic analysis of generation 
alternatives, gas industry restructuring and competition. 

1982 to 
1989: New Mexico Public Service Commission Staff: Utility Economist - Responsible for 

preparation of anatysis and expert testimony in the areas of rate of return, cost allocation, 
rate design, finance, phase-in of electric generating plants, and saleileaseback transactions. 

CLIENTS SERVED 

Regulatory Commissions 

Louisiana Public Service Commission 
Georgia Public Service Commission 
New Mexico Public Service Commission c 

Other Clients and Client Groups 

Ad Hoc Committee for a Competitive 

Air Products and Chemicals, Inc. 
Arkansas Electric Energy Consumers 
Arkansas Gas Consumers 
AK Steel 
Armco Steel Company, L.P. 
Assn. of Business Advocating 
Tariff Equity 

CF&I Steel, L.P. 
Climax Molybdenum Company 
General Electric Company 
Industrial Energy Consumers 
Kentucky Industrial Utility Consumers 
Lexington-Fayette Urban County Government 
Large Electric Consumers Organization 
Newport Steel 
Northwest Arkansas Gas Consumers 
Maryland Energy Group 
Occidental Chemical 

Electric Supply System 

7- 

PSI Industrial Group 
Large Power Intervenors (Minnesota) 
Tyson Foods 
West Virginia Energy Users Group 
The Commercial Group 
Wisconsin Industrial Energy Group 
South Florida Hospital and Health Care Assn. 
PP&L Industrial Customer Alliance 
Philadelphia Area Industrial Energy Users Gp. 
West Penn Power Intervenors 
Duquesne Industrial Intervenors 
Met-Ed Industrial Users Gp. 
Penelec Industrial Customer Alliance 
Penn Power Users Group 
Columbia Industrial Intervenors 
US. Steel & Univ. of Pittsburg Medical Ctr. 
Multiple Intervenors 
Maine Onice of Public Advocate 
Missouri Office of Public Counsel 
University of Massachusetts - Amherst 
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c- 

Expert Testimony Appearances 
of 

Richard A. Baudino 
As of June 2012 

Date Case Jurisdict. Party Utility Subject 

3/83 1780 NM 

10183 1803. NM 
1817 

11/84 1833 NM 

1983 1835 

1984 1848 

02/85 1905 

09/85 1907 

11/85 1957 

04/86 2009 

05/86 2032 

09/86 2033 

02/87 2074 

05/87 2089 

06/87 2092 

10187 2146 

07/88 2162 

NM 

NM 

NM 

NM 

NM 

NM 

NM 

NM 

NM 

NM 

NM 

NM 

NM 

New Mexim Public 
wka commissm 

New Mexico Public 
Service Commission 

New Mexiw Public 
Service Commission 

New Mexim Public 
Service Commission 

New Mexim Public 
Service Commissh 

New Mexim PuMic 
Service Commission 

New Mexim Public 
Service Commission 

New Mexim Public 
Service Commission 

New Mexico Public 
Service Commission 

New Mexico Public 
Service Commission 

New Mexim Public 
Service Commission 

New Mexim Public 
Service Commission 

New Mexim Public 
Service Commission 

New Mexim Public 
Service Commission 

New Mexim Public 
Service Commission 

New Mexim Public 
Service Commission 

Boles Water Co. 

Southwestem. 
Electric Coop 

El Paso Electic 
co. 

Public Service 
Co. of NM 

Sangre de Cristo 
Water Co. 

Souhestem 
Publicservice Co. 

Jomada Water Co. 

Southwestern 
Public Service Co. 

Ei Paso Elecbic 
co. 

El Paso Electric 
60. 

El Paso Eiectrk 
co. 

El Paw Electric 
co. 

El Paso Electric 
co. 

El Paso Electric 
co. 

Public Service Co. 
of New Mexim 

El Paso Electric 
co. 

Rae design, rate of 
return. 

Rate design. 

Service mniract approval, 
rate design, pelformance 
standards for Pab Verde 
nuclear generating system 

Rate design. 

Rate design. 

Rate of reium. 

Rate of return. 

Rate of return. 

Phasein pbn. treatment of 
saWleaseback expense. 

Saleheaseback appmval. 

Order to show cause, PVNGS 
audit. 

Diversification. 

Fuel factor adjustment. 

Rate design. 

Finanaal effects of 
restrudunng, rewganuabn. 

Revenue requirements. rate 
design, rate of return. 

J. KENNEDY AND ASSOCIATES, INC. 
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i' 

Expert Testimony Appearances 
of 

Richard A. Baudino 
As of June 2012 

Date Case Jurisdict. ParIy Utility Subject 

01/89 2194 NM 

1/89 2253 NM 

08/89 2259 NM 

10189 2262 NM 

09/89 2269 NM 

12/89 89-208-TF AR 

01/90 U-17282 LA 

09/90 39-158 KY 

09190 90404-U AR 

12/90 U-17282 LA 
Phase N 

04/91 91437-u AR 

12/91 91410- OH 
ELAlR 

05/92 91089aEi FL 

09/92 92432-U AR 

09/92 39314 ID 

New Mexiw Public 
Service Commission 

New Mexim Public 
Service Commission 

New Mexiw Public 
Service Commission 

New Mexiw Public 
Service Commission 

New Mexiw Public 
Service Commission 

Arkahsas Electric 
Energy Consumers 

Louisiana Public 
Service Commission 

Kentudcy Industrial 
Utility Consumers 

Northwest Arkansas 
Gas Consumers 

Lwisiana Public 
Service Commission 

Northwest Arkansas 
Gas Consumers 

Air ~rcducts a 
C h i c a b ,  inc., 
Annco Steel Co., 
General Electric Co.. 
Induswai Energy 
Consumers 
Occidentai Chemical 
corp. 

Arkansas Gas 
Consumers 

industrial Consumers 
for Fair Utilii 
Rates 

Plains Eiecbic G8T 
Cooperative 

Plains Elecbic GBT 
Cwperative 

Homestead Water Co. 

Public Service Co. 
of New Mexim 

Ru&w Natural 
Gas Co. 

Arkawas Power 
8 Light co. 

Gulf States 
Utilities 

Louisville Gas 
8 Elecbic Co. 

Arkansas Western 
Gas Co. 

Gun States 
Utilities 

Mansas Western 
Gas Co. 

Cincinnati Gas 8 
Eledric Co. 

Florida Power Cop. 

Arkansas Louisiana 
Gas Co. 

Indnna Michigan 
Power Co. 

Economic development. 

Rnandng. 

Rate of return. mte 
design. 

Rate of return. 

Rate of return. expense 
hom affiliated 
interest. 

Rider M-33. 

cost of equity. 

Cost of equity 

Cost of equity, 

Cost Of equity. 

banspoltation rate. 

Transooriation rates. 

Cost of equity 

Cost of equity, rate of 
return. 

Cost of equity, rate of 
return, wst.of-service. 

Cost of equity, rate of 
return. 

J. KENNEDY AND ASSOCIATES, INC. 
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Expert Testimony Appearances 
of 

Richard A. Baudino 
As of June 2012 

Date Case Jurisdlct. Party Utility Subject 

General Waterworks Cost allocation, rate 09/92 92-009-U AR Tyson Foods 

01/93 92-36 KY Newport Steel Co. Union Light, Heal Cost allocation 

01/93 39498 IN PSI Industrial PSI Energy Refund allocafion, 

01/93 U-10105 MI Asmiatinn of Michigan Return on equity 

design. 

8 Power Co. 

Group 

Businesses Consolidated 
Advocating Tariff Gas Co. 
Equality (ABATE) 

04/93 92-1464- OH Air Pmducls and 
EL-AIR Chemicals, Inc., & Electric Co. 

Armm Steel Co., 
lndusbiai Energy 
Consumers 

Cincinnati Gas Return on equity. 

09/93 93-1894 AR Arkansas Gas Arkansas Louisiana Transportation service 
Consumers Gas Co. terms and mndilins. 

(- 

09/93 93081U AR Arkansas Gas Arkansas Louisiana Cost-of-service. transporta- 
Consumers Gas Co. fion rates. rate supplements; 

return on equity; revenue 
reauirements. 

12/93 U-17735 LA Louisiana Public 
Service Commission 
Staff 

03194 10320 KY Kentucky lndustnal 
U b l i  Customers 

4194 E01Y MN Large Power Intervenors 
GR-94-001 

5/94 R60942993 PA PGBW Industrial 
Intervenors 

5R4 R-00943001 PA Columba lndusbial 
Intervenm 

Cajun Electric 
Power Cooperative 

Louisville Gas 8 
Elechic Co. 

Minnesota Power 
co. 

Pennsylvania Gas 
8 Water Co. 

Columbia Gas of 
Pennsylvania 

Historical review; evaluation 
of emnomic studies. 

Trimble County CWiP revenue 
refund. 

Evaluation of the wst of equity, 
capita structure. and rate of 
return. 

Analysb of remvery of transition 
COSts. 

Evaluation of m t  allocation, 
rate design, rate plan, and 
carrying charge proposals. 

J. KENNEDY AND ASSOCIATES, INC. 
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Expert Testimony Appearances 
of 

Richard A. Baudino 
As of June 2012 

Date Case Jurisdict. Party Utility Subject 

7/94 Armm, Inc.. 
West Penn Power 
Industrial Intervenors 

West Virginia 
Energy Users' Group 

Westvaco Corp. 

Return on equity and rate of 
return. 

R-00942986 PA West Penn Power 
co. 

7/94 94-0035- wv 
E-42T 

8652 MD 

Monongahela Power 
co. 

Potomac Edison 
co. 

Arkansas Oklahoma 
Gas Cop. 

Gulf States 
Utilities 

Return on equity and rate of 
return. 

Return on equity and rate of 
return. 

Evaluation of transpoltation 
service. 

Return on equity. 

8/94 

9/94 930357-C AR West Central Arkansas 
Gas Consumers 

Louisiana Public 
Service Commission 

u-19904 LA 9/94 

9/94 

(- 11/94 

8629 MD Maryland Industrial 
Group 

Arkansas Gas 
Consumers 

Arkansas Gas 
Consumers 

PPbL Industrial 
Customer Alliance 

Baltimore Gas 
a Elecbic co. 

Arkla. im 

Transihn msts. 

94-175-U AR Cost-of-service, rate design, 
rate of return. 

Rate of return. 3195 RP94-343- FERC 
000 

NorAm Gas 
Transmission 

4/95 R-00943271 PA Return on equity Pennsylvania Power 
a Light CO. 

Consumers Power Co. w95 U-10755 MI Assodatian of 
Businesses Advocating 
T a r i  Equity 

Maryland Industrial 
Gmup 

Tyson Fwds. Inc. 

Revenue requirements 

7/95 8697 MD Baltimore Gas 
& Electric Co. 

Southwest Arkansas 
Electric Cooperative 

Cost allocation and rate design. 

95254-TF AR 
u-2811 

Refund allocation. 

10/95 ER95-1042 FERC 
-WO 

Louisiana Public 
Service Commission 

Systems Energy 
Resources, Inc. 

Statewide - 
all utilities 

Return on Equity. 

11/95 1-940032 PA IndustM Energy 
Consumers of 
Pennsylvania 

5/96 96-030-U AR Nomwest Arkansas 
Gas Consumers 

Investigation into 
Electric Power Competition. 

Arkansas Westem 
Gas Co. 

Revenue requirements, rate of 
return and cost of service. 

~~~ 

J. KENNEDY AND ASSOCIATES, INC. 
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Expert Testimony Appearances 
of 

Richard A. Baudino 
As of June 2012 

Date Case Jurisdict. Party Utility Subject 

3/99 98-426 KY 

3/99 99482 KY 

4199 R-984554 PA 

699 ROO99462 PA 

10/99 U-24182 LA 

10199 R-00994782 PA 

10199 R-00994781 PA 

01/00 R-00994786 PA 

01/00 8829 MD 

ozmo ~ 6 0 ~ 7 8 8  PA 

05/00 U-17735 LA 

07Kx) 2000480 KY 

07/00 U-21453 LA 
U-20925 (SC), 
u-22092 (SC) 
(Subdocket E) 

09/00 R-00005654 PA 

lO/OO U-21453 LA 
U-20925 (SC), 
u-22092 (SC) 
(Subdocket 8) 

Kentudcy industrial 
Utility Customers, Inc. 

Kentucky Industrial 
Ullity Customers, Inc. 

T. W. Phillips 
Users Group 

Columbia Industrial 
Intervenors 

Louisiana Public 
Sewice Commission 

Peoples Industrial 
Intervenors 

Columbia lndusbial 
lntervetwrs 

UGI Industrial 
Intervenors 

Maryland Industrial Gr. 
A United Slates 

Penn Fuel Transportation 

Lwisiana Public 
Service Comm. 

Kentucky Industrial 
U t i l i  Consumers 

Louisiana Public 
Service Comm. 

Philadelphia Industrial 
And Commercial Gas 
Users Group. 

Louisiana Public 
Service Comm. 

Louisville Gas 
and Electric Co 

Kentucky Utilities 
Co. 

T. W. Phillips 
Gas and Oil Co. 

Columbia Gas 
of Pennsylvania 

EntergyGuM 
SlatesJnc 

Peoples Natural 
Gas Co. 

Columbia Gas 
of Pennsylvanla 

UGI utilities, iw. 

Baltimore Gas & 
Electric Co. 

PFG Gas, Inc., and 

Louisiana Electric 
Cwperalve 

Louisville Gas 
and Eiecbic Co. 

Southwestern 
Electric Power Co. 

Philadelphia Gas 
Works 

Entergy Gulf 
Slates, Inc. 

Retum on equity. 

Retum on equity. 

Allocation of purchased 
gas costs. 

Balancing.charges. 

Cost of debt 

Restructuring issues. 

Restructuring. balandng 
charges, rate flexing, 
alternate fuel. 

Universal service costs. 
balanung. pnab charges, 
capacity assignment. 
Revenue requirements, mst allocation, 
rate design. 

Tariff charges, balancing provisions. 

Rate reslructuring. 

Cost allocation. 

Stranded cost analysis. 

Interim relief analysis. 

Reslructuring, Business Separation Plan 

J. KENNEDY AND ASSOCIATES, INC. 
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Expert Testimony Appearances 
of 

Richard A. Baudino 
As of June 2012 

Date Case Jurisdict. P a w  Utility Subject 

11/00 RdwO5277 PA Penn Fuel 
(Rebuttal) Transporhtbn Customers 

72/00 U-24993 LA Louisiana Public 
Service Cmm. 

03/01 u-22092 LA Louisiana PuMc 
Se& Comm. 

04M1 U-21453 LA Louisiana Public 
U-20925 (SC). Service Comm. 
u-22092 (SC) 
( S U M O ~ t  B) 
(Addressing Contested Issues) 

PFG Gas, inc. end 
Nom Penn Gas Co. 

Entergy GuK 
States, Inc. 

Entergy Gulf 
Stales. Inc. 

Entergy Gulf 
States, inc. 

04/01 ROWO€UZ PA 

11/01 U-25687 LA 

03/02 14311-U GA 

08/02 2002-00145 KY 

09/02 M-00021612 PA 

01/03 2002-Wl69 KY 

02/03 02S594E CO 

04/03 U-26527 LA 

10103 CVO20495AB GA 

03/04 200300433 KY 

Philadelphia lndusbial and 
Cmmerciai Gas Users Gmup 

Louisiana Public Entergy Gulf 
S e h  Comm. states. IE. 

Philadelphia Gas W o M  

Georgia Public 
Service Commission 

Kentucky lndustiiai 
Utility Customers 

Philadelphia Industrial 
And Commercial Gas 
Users Gmup 

Kentucky Indusbiai 
Utility Customers 

Cripple Creek 8 Victor 
Gold Mining Company 

Louisiana Public Service 
Commission 

The Landings Assn., inc. 

Kentucky indushiai 
Utility Customers 

Atlanta Gas Light 

Columbia Gas of 
Kentucky 

Philadelphia Gas 
works 

Kentucky Power 

Aquila Networks - 
WPC 

Entergy Gulf States, 
Inc. 

Utilities inc. of GA 

Louisville Gas 8 
Electric 

Cost aliocabcn issues. 

Return on equw. 

Sbanded wst analysis. 

Resbucturing issues. 

Revenue requirements. wst aliocatimn 
and tariff issues. 

Return on equity. 

Capital structure. 

Revenue requirements. 

Transportation rates, terms, 
and condtiwns. 

Return on equity. 

Return on equity. 

Return on equity. 

Revenue requirement B 
overcharge refund 

Return on equity, 
Cost allocation 8 rate design 

J. KENNEDY AND ASSOCIATES, INC. 
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Expert Testimony Appearances 
of 

Richard A. Baudino 
As of June 2012 

Date Case  Jurisdict. Par ty  Utilily Subject 

03/04 200300434 KY Kentucky industrial 
Utility Customen 

Kentucky Utilities Return on equity 

4/04 04S035E CO Cripple Creek 8 M o r  Aquila Netuohs - Return on equity. 
Gold Mining Company, WPC 
Gwdrich Cop.. Holcim (U.S.) Inc.. 
and The Trane Co. 

9/04 U-23327, LA Louisiana Public Service Southwestern Electric Fuel mst review 
Subdocket B Commission Power Company 

Louisiana Public Service Southwestern Electric Return on Equity 

06/05 050045-El FL Sow Florida Hospital Florida Power a Return on equity 
and HeallthCare Assac. Light Co. 

08/05 9036 MD Maryland Industrial Baltimore Gas a Revenue requirement. cost 

10104 U-23327 LA 
Subdocket A Commission Power Company 

Group Electric Co. allocation, rate design, 
Tariff issues. 

01/06 2005-0034 KY Kentucky Industrial Kentucky Power Co. Return on equity. 
Utility Customers, Inc. 

03106 05-1278- WV West Virginia Energy Appalachian Power Return on equity. 
E-PC-PW-42T Usen Group Company 

Louisiana Public Sewice Entergy Louisiana, Transmission Issues 
Commission LLC 

04/06 U-25116 LA 

07/06 U-23327 LA Louisiana Public Service Southwestern Electic Return on equity, Service quelity 

08/06 ER-2006- MO Missouri O m  of the Kansas C i  Power Return on equity, 

08/06 06s-234EG CO CFBI Steel. L.P. A Public Service Company Return on equity, 

01/07 06-0960-E-42T W West Virginia Energy Monongaheia Power & Return on Equity 

01/07 43112 AK Steel, Inc. Vectren South, Inc. Cost allocation. rate design 

Commission Power Company 

0314 Public Counsel a Light CO. Weighted cost of capital 

Climax Molybdenum of Colorado Weighted cost of capital 

Users Group Potomac Edison 

05/07 2006661 Maine Of& of he Bangor Hydro-Electric Return M equity, weighted cost of capital. 

c 09/07 070701 Connectwt Industrial Connedcut Light 8 Power Return on equity, weighted mst of capilai 

Pubic Advocate 

Energy Consumers 

J. KENNEDY AND ASSOCIATES, INC. 
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(- 

Expert Testimony Appearances 
of 

Richard A. Baudino 
As of June 2012 

Date Case Jurisdlct. Party  Utility Subject  

10107 05-UR-103 Wisconsin Industrial Wisconsin Electric Power Co. Return on equity 
Energy Group, Inc. 

Louisiana Publi  S e w b  Clem Power :UC 8 
Commission Southwestern Elec. Power seWrnent 

Lignite Pricing. support of 

01108 07-551-EL-AIR Ohw Energy G D U ~  Ohm Edbcn, Cleveland Elecbic, 
Toledo Edson 

Return on equity 

03/08 07-0585. I1 
070585, 
07-0587, 
07-0588, 
07-0589, 
070590, 
(consol.) 

04/08 074566 IL 

06/08 R-2W- 
2011621 PA 

The Cwnrnerdal Gmup Arneren 

The Comrnemal G D U ~  Cornmmwealfi Edison 

Columbia Indusb$l Intervenors Columbia Gas of PA 

07/08 R-2008- Philadelphia Area Industrlai 
2028394 PA Energy users G D U ~  PECO Energy 

07/08 R-2008 
2039634 PA 

08/08 668O-UR- 
116 WI 

08/08 6690dR- 
119 WI 

09/08 ER-2008 
0318 MO 

1w08 R-2008 
2029325 PA 

10iO8 0860609 NY 

PPL Gas Large Users Gp. 

Wismnsin Industrial 
Energy G D U ~  

Wismnsin industrial 
Energy G D U ~  

The Commercial Group 

U.S. Steel 8 Univ. 01 
Pittsburgh Med. Ctr. 

Multiple lnterverars 

PPL Gas 

Wismnsin PBL 

Wismnsin PS 

ArnerenUE 

Equitable Gas Co. 

Niagara Mohawk Power 

Cost aibcatlon. rate design 

Cmt albcation, mte design 

Cmt and revenue aibcation, 
Tariff issues 

Cost and revenue allocation, 
Tariff issuas 

Retainage. LUFG Pct 

Cost of Equity 

Cost of Equity 

Cost and revenue 
ailocatlon 

Cost and revenue 
ailocatlon 

Cost and Revenue allocation 

J. KENNEDY AND ASSOCIATES, INC. 
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Expert Testimony Appearances 
of 

Richard A. Baudino 
As of June 2012 

Date Case Jurlsdict. Party Utllitv Subiect 

Georgia Public Service 
cOmlllkS?Xl 

Louisiana Public Service 
Commission 

The Commercial Group 

The Commercial Group 

South Florida Hospital and 
Health Care Assn. 

12/08 278004 GA 
Georgia Power Company 

CWlP/AFUDC issues. 
Review finandal projedms 

OW ERO8-1056 FERC 
Entergy Services, inc. 

Nomern States Power 

Commmwealth Edison 

Capital Structure 

Cost and revenue allocation and rate design 

Cost and revenue allocation 

04/09 E00ZGR-M-1065 

05/09 080532 

07/09 080677-El 
~lorida Power a Light Cost of equity, capital structure, 

Cost of sholt-term debt 

07/09 U-30975 LA Lwki ina PSC Clem LLC. Southwestern 
Public Service Co. Lignite mine purchase 

WiSconsln lndushial 
Energy Group 

PPaL Industla 
Customer Alliance 

Nofhem States Power Class cost of service. rate design 

Smart Meter Plan mst allocaton 
10109 M-2004 

2123945 PA PPL Eiedric Utilities 

10/09 M-2004 
2123944 PA 

Phiiadaiphia Area 
Industr$l Energy Users Group Smart Meter Plan mst aiiocatbx PECO Energy Company 

1OR9 M-2009- 
2123951 PA 

11/09 M-2004 
2123948 PA 

West Penn Power 
Industria! Inlemems 

Duquesne 
IndusVial intervenors 

Met-Ed Industrial Users Gp. 
Penelec Industrial Customer 
Alliance, Penn Power Users 
Group 

West Penn Power Smart Meter Plan cost aHrxatbn 

Duquesne LigM Company 

Metropolitan Edison. 
Pennsylvania Electric Co., 
Pennsylvania Power Co. 

Smart Meter Pian cost allocation 

Smart Meter Pian mst allocatbn 
M-2004 

11/09 2123950 PA 

03/10 091352- 
E42T WV 

Monongahela Power, 
Potomac Edison Return on equity, rate of return West Virginia Energy Users Gp. 

03/10 EOWGR- 
091151 MN Large Power intervenors 

Kentucky industrial Utility 
Consumers 

Minnesota Power Return on equQ, rate of return 

Kenhdq Power Return on equity 

J. KENNEDY AND ASSOCIATES, INC. 
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Expert Testimony Appearances 
of 

Richard A. Baudino 
As of June 2012 

Date Case Jurisdlct. ParIy Utility Subject 

04/10 200900548 
200960549 KY 

05/10 100261-E- 
GI WV 

05110 R-2009 
2149262 PA 

OW10 2010-00036 KY 

WlO R-2010- 
2161694 PA 

07/10 R-2010- 
2161575 PA 

07/10 R-2010- 
2161592 PA 

07/10 9230 MD 

09/10 10-70 MA 

10110 R-2010- 
2179522 PA 

11/10 P-2010- 
2158084 PA 

11/10 10-0699- 
E42T WV 

11110 10-0467 IL 

04/11 R-2010- 
2214415 PA 

07/11 R-2011- 
2239263 PA 

06/11 R-2011- 
2232243 PA 

06/11 11AL-151G CO 

09/11 11-G-0280 NY 
r-. 

Kentucky Industrial Utilny 
Consumers 

WestVirginia 
Energy Users Group 

Columbia Industrial 
Intervenors 

Lexington-Faye& Urban 
County Government 

PPAL Industrial Customer 
Allince 

Philadelphia Area Industrial 
Energy Users Group 

Philadelphia Area industrial 
Energy Users Group 

Marybnd Energy Group 

University of Massachusetis- 
Amherst 

Duquesne industrial 
Intervenors 

West Penn Power 
Industhi intervenors 

West Virginia Energy 
Users Group 

The Commercial Group 

Central Pen Gas 
Large Users  Group 

Philadelphia Area 
Energy Users  Group 

AK Steel 

Climax Molybdenum 

Multiple Intervenors 

Louisville Gas and Eiectrk, 
Kentucky Utilities 

Appalachian Power Co./ 
Wheeling Power Co. 

Columbia Gas of PA 

Kentucky American 
Water Company 

PPL Electric Utilities 

PECO Energy Co. 

PECO Energy Co. 

Baltimore Gas and Eiectrk 

Western Massachusetts 
E W C o .  

Duquesne Light Company 

West Penn Power Co. 

Appalachian Power Co. A 
Wheeling Power Co. 

Commonwealth Edison 

UGI Central Penn Gas, inc. 

PECO Energy 

Pennsylvania-Amerkan 
Water Compay 

PS Of cololado 

Coming Natural Gas Co. 

Return on equity 

EERR Cost Rewvely, 
Alloxtian. a  ate DesQn 

Class mt of service 
mstalbcatm 

Return on equity. rate of return. 
revenue requirements 

Rate design, wst allocation 

Return on equky 

Cost and revenue allocation 

Electric and gas mst and revenue 
allocabn: return on equity 

Cost allocation and rate design 

Cost and revenue allocation, 
rate design 

Transmission rate design 

Return on equity. rate of 
Return 

Cost and revenue allocation and 
rate design 

Tadlfissues, 
revenue allocation 

Reteinage rate 

Rate Design 

Cost allocation 

Cost and revenue allocation 

J. KENNEDY AND ASSOCIATES, INC. 



Docket No. 120015-El 
Resume of Richard A. Baudino 
Exhibit RAE-1. Page 14 of 14 

Expert Testimony Appearances 
of 

Richard A. Baudino 
As of June 2012 

Date Case Jurisdlct. Party Utiliiy Subject 

10111 4220-UR.117WI Wiswnsin InduslMl Energy Gp. Northern States Power Cost and revenue aihxalbn, rate design 

02/12 11AL447E GO Ciirnax Molybdenum, CF&I Steal Public Svc. 01 Colorado Return on equity, wtd. cnsf of capital 

07/12 12W15-Ei FL South F!orida Hospitals and 
Heab Care Am. FWPonerandUgMCo. Retumonequity,wld.mtofmp~ 

J. KENNEDY AND ASSOCIATES. INC. 
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FLORIDA POWER AND LIGHT COMPANY 
COMPARISON GROUP 

AVERAGE PRICE, DIVIDEND AND DIVIDEND YIELD 

May-I2 Apr-12 Mar-I2 Feb-I2 Jan-I2 DeC-11 

Alliant Energy High Price ($) 45.670 45.380 43.760 44.000 44.570 44.490 
Low Price ($) 43.000 42.000 42.100 42.010 41.860 41.290 
Avg. Price ($) 44.335 43.690 42.930 43.005 43.215 42.890 
Dividend ($) 0.450 0.450 0.450 0.450 0.450 0.425 
Mo. Avg. Div. 4.06% 4.12% 4.19% 4.19% 4.17% 3.96% 
6 mos. Avg. 4.11% 

Consolidated Edison High Price ($) 
Low Price ($) 
Avg. Price ($) 
.Dividend ($) 
Mo. Avg. Div. 
6 mos. Avg. 

High Price ($) 
Low Price ($) 
Avg. Price ($) 
Dividend ($) 
Mo. Avg. Div. 
6 mos. Avg. 

High Price ($) 

Avg. Price ($) 
Dividend ($) 
Mo. Avg. Div. 
6 mos. Avg. 

High Price ($) 
Low Price ($) 
Avg. Price ($) 
Dividend ($) 
Mo. Avg. Div. 
6 mos. Avg. 

High Price ($) 

Avg. Price ($) 
Dividend ($) 
Mo. Avg. Div. 
6 mos. Avg. 

Low Price ($) 

Low Price ($) 

60.650 
58.350 

59.500 
0.605 
4.07% 
4.08% 

57.380 
54.950 

56.165 
0.588 
4.19% 
4.31% 

41.030 
38.170 

39.600 
0.330 
3.33% 
3.1 3% 

46.490 
44.290 

45.390 
0.383 
3.38% 
3.39% 

59.500 
57.010 

58.255 
0.605 
4.15% 

59.500 
56.990 

58.245 
0.605 
4.1 5% 

59.510 
57.460 

58.485 
0.605 
4.14% 

62.260 
57.590 

59.925 
0.600 
4.01% 

62.740 
58.260 

60.500 
0.600 
3.97% 

DTE Energy Co. 58.780 
53.700 

55.240 
0.588 
4.26% 

56.520 
53.590 

55.055 
0.588 
4.27% 

55.060 
52.760 

53.910 
0.588 
4.36% 

55.040 
52.460 

53.750 
0.588 
4.38% 

55.280 
51.310 

53.295 
0.588 
4.41% 

IDACORP 41.550 
39.000 

40.275 
0.330 
3.28% 

41.570 
39.660 

40.615 
0.330 
3.25% 

42.850 
40.460 

41.655 
0.330 
3.17% 

42.890 
40.880 

41.885 
0.300 
2.86% 

42.660 
39.830 

41.245 
0.300 
2.91% 

MGE Energy 46.010 
43.100 

44.555 
0.383 
3.44% 

45.930 
43.030 

44.480 
0.383 
3.44% 

46.670 
43.860 

45.265 
0.383 
3.38% 

47.230 
43.590 

45.410 
0.383 
3.37% 

47.850 
43.520 

45.685 
0.383 
3.35% 

NextEra Energy 66.000 
62.620 

64.310 
0.600 
3.73% 
3.83% 

64.850 
61.200 

63.025 
0.600 
3.81% 

61.210 
59.190 

60.200 
0.600 
3.99% 

61 .OOO 
59.100 

60.050 
0.600 
4.00% 

61.160 
58.570 

59.865 
0.550 
3.67% 

61.200 
55.340 

58.270 
0.550 
3.78% 
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Pepco Holdings 

FLORIDA POWER AND LIGHT COMPANY 
COMPARISON GROUP 

AVERAGE PRICE, DIVIDEND AND DIVIDEND YIELD 

May-12 Apr-12 Mar-12 Feb-12 Jan-12 Dec-11 

High Price ($) 
Low Price ($) 
Avg. Price ($) 
Dividend ($) 
Mo. Avg. Div. 
6 mos. Avg. 

Portland General Electric High Price ($) 
Low Price ($) 
Avg. Price ($) 
Dividend ($) 
Mo. Avg. Div. 
6 mos. Avg. 

SCANA Cow. 

Southern Co. 

High Price ($) 

Avg. Price ($) 
Dividend ($) 
Mo. Avg. Div. 
6 mos. Avg. 

High Price ($) 
Low Price ($) 
Avg. Price ($) 
Dividend ($) 
Mo. Avg. Div. 
6 mos. Avg. 

Low Price ($) 

Wisconsin Energy High Price ($) 
Low Price ($) 
Avg. Price ($) 
Dividend ($) 
Mo. Avg. Div. 
6 mos. Avg. 

Xcel High Price ($) 
Low Price ($) 
Avg. Price ($) 
Dividend ($) 
Mo. Avg. Div. 
6 mos. Avg. 

Six-month Average Dividend Yield 
Monthly Average Dividend Yield 

Source: Yahoo! Flnance 

19.190 
18.470 

18.830 
0.270 
5.74% 
5.58% 

26.030 
24.260 

25.145 
0.265 
4.22% 
4.24% 

47.220 
45.320 

46.270 
0.495 
4.28% 
4.37% 

46.300 
44.950 

45.625 
0.490 
4.30% 
4.22% 

37.970 
36.140 

37.055 
0.300 
3.24% 
3.27% 

28.1 20 
26.750 

27.435 
0.260 
3.79% 
3.88% 

4.04% 
4.03% 

18.980 19.740 
18.140 18.630 

18.560 19.185 
0.270 0.270 
5.82% 5.63% 

25.860 25.470 
24.250 24.290 

25.055 24.880 
0.265 0.265 
4.23% 4.26% 

46.250 46.120 
43.320 43.770 

44.785 44.945 
0.495 0.495 
4.42% 4.41% 

46.000 45.500 
44.220 43.710 
45.110 44.605 
0.473 0.473 
4.19% 4.24% 

36.840 35.350 
34.540 33.720 

35.690 34.535 
0.300 0.300 
3.36% 3.47% 

27.130 27.250 
25.890 25.920 

26.510 26.585 
0.260 0.260 
3.92% 3.91% 

4.08% 4.10% 

20.240 
19.350 

19.795 
0.270 
5.46% 

25.440 
24.540' 

24.990 
0.265 
4.24% 

45.850 
44.150 

45.000 
0.485 
4.31% 

45.680 
43.850 

44.765 
0.473 
4.23% 

35.050 
33.910 

34.480 
0.300 
3.48% 

26.810 
26.1 30 

26.470 
0.260 
3.93% 

4.07% 

20.480 
19.500 

19.990 
0.270 
5.40% 

25.620 
24.290 

24.955 
0.265 
4.25% 

45.580 
43.560 

44.570 
0.485 
4.35% 

46.060 
44.330 

45.195 
0.473 
4.19% 

35.350 
33.620 

34.485 
0.260 
3.02% 

27.930 
26.160 

27.045 
0.260 
3.85% 

3.96% 

20.640 
19.020 

19.830 
0.270 
5.45% 

25.540 
24.260 

24.900 
0.265 
4.26% 

45.480 
42.280 

43.880 
0.485 
4.42% 

46.690 
43.740 

45.215 
0.473 
4.18% 

35.380 
32.400 

33.890 
0.260 
3.07% 

27.780 
25.590 

26.685 
0.260 
3.90% 

3.97% 
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FLORIDA POWER AND LIGHT COMPANY 
COMPARISON GROUP 

DCF Growth Rate Analysis 

(1) (2) (3) 
Value Line Value Line Value Line 

Company 

Alliant Energy Corporation 
Consolidated Edison, Inc. 
DTE Energy Company I 
IDACORP, Inc. 
MGE Energy, Inc. 
NextEra Energy 
Pepw Holdings, Inc. 
Portland General Electric 
SCANA Corporation 
Southern Company 
Wisconsin Energy Corporation 
Xcel Energy Inc. 

Averages excluding negative values , Median Values 

DPS 
5.50% 
1 .OO% 
3.50% 
8.00% 
3.50% 
8.00% 
1 .OO% 
3.50% 
2.00% 
4.00% 
13.50% 
5.00% 
4.88% 
3.75% 

6.00% 
4.00% 
4.00% 
3.00% 
4.50% 
5.00% 
7.00% 
5.50% 
4.00% 
5.00% 
6.50% 
6.00% 
5.04% 
5.00% 

BxR 
3.50% 
4.00% 
3.50% 
4.00% 
2.50% 
6.00% 
2.50% 
4.00% 
4.00% 
4.00% 
5.50% 
3.50% 
3.92% 
4.00% 

Sources: Zack's and Thomson Flnancial Earnings Reports retrieved June 21,2012 
Value Line Investment Survey reports dated May 4, May 23, and June 22,2012 

~ 

(4) 

6.15% 
3.57% 
5.00% 
5.00% 
4.00% 
5.70% 
3.42% 
4.10% 
4.50% 
5.04% 
5.28% 
4.86% 
4.72% 
4.93% 

(5) 
Thomson 
Financial 

6.30% 
3.14% 
4.30% 
4.00% 
4.00% 
5.24% 
4.85% 
3.67% 
4.50% 
5.58% 
5.35% 
5.27% 
4.68% 
4.68% 
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(- 

(1) (2) (3) (4) (5) 
Value Line Value Line Zack's First Call Average of 

Dividend Gr. Earnings Gr. Earninq Gr. Earninq Gr. All Gr. Rates 

Method 1: 
Dividend Yield 

Growth Rate 

Expected Div. Yield 

DCF Return on Equity 

Midpoint of Results 

Method 2: 
Dividend Yield 

Median Growth Rate 

Expected Div. Yield 

DCF Return on Equity 

RETURN ON EQUITY CALCULATION 
FLORIDA POWER AND LIGHT COMPANY 

4.04% 4.04% 4.04% 4.04% 4.04% 

4.88% 5.04% 

4.13% 

9.01% 

4.04% 

3.75% 

4.11% 

7.86% 

4.14% 

9.18% 

4.72% 4.68% 4.03% 

4.13% 4.13% 4.13% 

8.85% 8.81% 8.96% 

9.00% 

4.04% 4.04% 4.04% 

5.00% 4.93% 4.68% 

4.14% 4.14% 4.13% 

9.14% 9.07% 8.81% 

4.04% 

4.59% 

4.13% 

8.729 

Midpoint of Results 8.509 
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Line 
- No. 

1 
2 
3 
4 

5 
6 

8 
9 

(- 10 

11 
12 

13 
14 

15 
16 
17 
18 

19 
20 

21 
22 

23 

24 
25 

26 
27 

,--. 

FLORIDA POWER AND LIGHT COMPANY 
Capital Asset Pricing Model Analysis 

Comparison Group 

20-Year Treasury Bond, Value Line Beta 

Value Line 

Market Required Return Estimate 
Expected Dividend Yield 
Expected Growth (Exh RAE-5 at p.2, In. 11 "Average") 
Required Return (line 2 plus line 3) 

Risk-free Rate of Return, 20-Year Treasury Bond 
Average of Last Six Months (Exh RAE-5 at p.2, in. 7, 

CoI. "20 Year Treasuiy Bond Data") 

Risk Premium 
@ 6 Month Average RFR (Line 4 minus Line 6) 

Comparison Group Beta (Exh. RAB-5 at p. 2, In. 20 "Average") 

Comparison Group Beta Risk Premium 
@ 6 Month Average RFR (Line 10 Line 9) 

CAPM Return on Equity 
@ 6 Month Average RFR (Line 12 plus Line 6) 

5-Year Treasury Bond, Value Line Beta 

Market Required Return Estimate 
Expected Dividend Yield 
Expected Growth 
Required Return 

Risk-free Rate of Return, 5-Year Treasuiy Bond 
Average of Last Six Months 

Risk Premium 
@ 6 Month Average RFR (Line 18 minus Line 20) 

Comparison Group Beta (Exh. RAB-5 at p. 2, In. 20 "Average") 

Comparison Group Beta Risk Premium 
@ 6 Month Average RFR (Line 23 * Line 22) 

CAPM Return on Equity 
@ 6 Month Average RFR (Line 25 plus Line 20) 

0.65% 
10.7456 
11.39% 

2.74% 

8.65% 

0.68 

5.91% 

8.65% 

0.65% 
10.7456 
1 I .39% 

0.87% 

10.52% 

0.68 

7.19% 

8.06% 
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P 

Line 
No. - 

8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 

FLORIDA POWER AND LIGHT COMPANY 
Capital Asset Pricing Model Analysis 

Comparison Group 

Supporting Data for CAPM Analyses 

20 Year Treasuw Bond Data 5 Year Treasuw Bond Data 

December-I 1 
January-12 
February-I2 
March-12 
April-I 2 
May-12 

Avo. Yield 
2.67% December-I1 
2.70% January-12 
2.75% February-12 
2.94% March-I2 

2.53% May-12 
2.82% April-12 

6 month average 2.74% 6 month average 

Value Line Market Growth Rate Data: 
Comvarison Grow Betas: 

Forecasted Data: 
Earnings 12.96% Alliant Energy Corporation 
Book Value 8.51% Consolidated Edison, Inc. 

DTE Energy Company 
Average 10.74% IDACORP, Inc. 

MGE Energy, Inc. 
Source: Value Line Investment Survey Nextera Energy 
for Windows, June 6.2012 Pepw Holdings, Inc. 

Portland General Electric 
SCANA Corporation 
Southern Company 
Wisconsin Energy Corporation 
Xcel Energy Inc. 

Average 

Sources: Value Line reports 

Avo. Yield 
0.89% 
0.84% 
0.83% 
1.02% 
0.89% 
0.76% 
0.87% 

Value 
- Line 

0.75 
0.60 
0.75 
0.70 
0.60 
0.75 
0.75 
0.75 
0.70 
0.55 
0.65 
0.65 

0.68 20. 

. / -  
i 
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FLORIDA POWER AND LIGHT COMPANY 
Capital Asset Pricing Model Analysis 

Historic Market Premium 

Line 
- No. 

1 Long-Term Annual Return on Stocks 

Geometric Arithmetic 
Mean Mean 

9.80% 11 30% 

2 Long-Term Annual Income Return on Long-Term Government Bonds 5.30% 5.3046 
3 Historical Market Risk Premium (line 1 minus line 2) 

4 Comparison Group Beta, Value Line (Exh. RAE-5 at p.2. In. 20, 

4.50% 6.50% 

- 0.68 - 0.68 
col. “Comparison Group Betas”) 

5 Beta *‘Market Premium (line 3 times line 4) 3.08% 4.44% 

2.74% 2.74% 

5.81% 

6 Current 20-Year Treasury Bond Yield (Exh. RAE-5 at p.2, In. 7, 
col. “20 Year Treasuty Bond Data”) 

7 CAPM Cost of Equity, Value Line Beta (line 5 plus line E) 7.18% 
A - (- 

Source: lbbotson SBBl2012 Classic Yearbook, Morningstar 
Note: Income return calculated by subtracting 0.4% capital appreciation from total return of 5.7%. 
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AVERA UTILITY PROXY GROUP GROWTH RATES 

c 

Company 
Alliant Energy 
Consolidated Edison 

Dominion Resources 

lntegrys Energy Group 
ITC Holdings Corp. 

NextEra Energy, Inc. 

OGE Energy Corp. 
PG&E Corp. 

SCANA Corp. 
Sempra Energy 
Southern Company 

Vectren Corp. 
Wisconsin Energy 
Xcel Energy, Inc. 

Average 
Median 

Earnings Growth 

y_Linem adss 
7.0% 
3.0% 
4.5% 
9.0% 
14.0% 
4.5% 
6.5% 
6.0% 
3.0% 
3.5% 
6.0% 
5.5% 
8.5% 
5.0% 

6.1% 
5.8% 

4.9% 
3.7% 
3.2% 
9.4% 
18.8% 
5.8% 
8.3% 
1.4% 
4.6% 
7.3% 
5.9% 
6.0% 

5.3% 
7.8% 

6.6% 
5.9% 

6.0% 
3.3% 
5.0% 
4.5% 
16.5% 
6.4% 
6.8% 
4.0% 
4.2% 
7.0% 
5.1% 
4.7% 
7.5% 
5.1% 

6.2% 
5.1 Yo 

br+sv 

GmWl 
5.6% 
3.9% 
5.2% 
3.1% 
13.8% 
6.4% 
7.0% 
6.0% 
5.0% 
6.1% 
5.6% 
3.9% 
4.7% 
4.3% 

5.8% 

5.4% 
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Trends in employment and housing affordability continue to be 
positive 

80% - 
70% - 
60% - 
50% - 
40%- 
30% - 
20% - 
10% - 
0% 

Florida Economy 

Deltona-Daytona Bwch-Onnond Beach - 

Florida Unemployment Rate(') 
12% 
11% 
10% 
9% 
8% 
7% 
6% 
5% 

Tourism Taxable Saled2) 
(12 month moving sum) 

..I1 

11111. ... 11111l1~ 

Jan47 Jan-08 Jan49 Jan-10 Jan-11 Jan-12 Jan47 Jan48 Jan49 Jan-IO Jan-I1 Jan-12 

Florida Consumer Confidencec3) 
95 1 

H o u s i n c1 Aff o rda bi I itv In  de^(^) 
90% , 

-- 
Jan47 Jan48 Jan49 Jan-10 Jan-1 1 Jan-12 

NEXTeTa' Source: Bureau of Labor Statistics, through March 2012 
Source: Office of Economic and Demographic Research, through January 2012 
Source: UF Bureau of Economic and Business Research, through March 2012 
NAHBMlells Fargo. Housing affordabilityfor Florida metro litan areas and U.S.; based on % of new and 
existing homes that are affordable to those making the me& income in the given area 

y1 -- s 
yl 



FPL's volume metrics continue to improve slowly 

Customer Characteristics - First Quarter 2012 
Retail kWh Sales (I) Customer Growth(*) 

(Change vs. prior-year quarter) (Change vs. previous year) 
Customer Growth 0.6% 

+ Usage Due to Weather 0.6% 

+Additional Leap Year Day 1.3% c"::L:il (000s) 40 27 

+ Underlying Usage Growth, mix and Other 1.3% 

= Retail Sales Growth 3.8% 

320 
310 
300 
290 
280 
270 

Inactive 
Accounts 260 
(ooos) 250 

240 
230 
220 
210 
200 

Inactive and 
Low-Usage Customers 

IQ-'07 lQ- '08 lQ-'O9 lQ- ' IO I Q - ' I 1  

New Service Accounts(3) 
10.0% 10,000 - 

8.000 
[ 9.5% 

% of customers using 
<200 kwh per month (12- 
month ending) 2,000 - 7.5% 

- 7.0% ~. .  
o m  oim8 01/09 01/10 01/11 01/12 

IQ- '12 

g q  
E t Z  
g z 5  
w.m F; 
n S g  
8 y$ 

ill 
Jan47 Jan48 Jan49 Jan-IO Jan-11 Jan-12 .,s 

&$E 
2 7 (1) Retail sales results in the table exclude the impact of FPL's change from a fiscal month to a calendar month; Nmem m 

actual retail sales increased 4.0% 
Based on average number of customer accounts for the quarter 
FPL data, through March 2012 
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CONFERENCE CALL 
FIRST QUARTER 201 2 EARNINGS RELEASE 

APRIL 25,201 2 

(1 ) FIRST QUARTER 201 2 EARNINGS CONFERENCE CALL 

Julie Holmes: 

Thank you, Celia. 

Good morning everyone, and welcome to our first quarter 2012 

earnings conference call. Joining us this morning are Lew Hay, NextEra 

Energy’s Chairman and Chief Executive Officer, Jim Robo, President and 

Chief Operating Officer of NextEra Energy, Moray Dewhurst, Vice 

Chairman and Chief Financial Officer of NextEra Energy, Eric Silagy, 

President of Florida Power & Light Company, and Armando Pimentel, 

President and Chief Executive Officer of NextEra Energy Resources, LLC. 

Moray will provide an overview of our results, following which our senior 

management team will be available to take your questions. 

(2) SAFE HARBOR STATEMENT AND NON-GAAP FINANCIAL INFORMATION 

We will be making statements during this call that are forward- 

looking. These statements are based on current expectations and 

assumptions that are subject to risks and uncertainties. Actual results 
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increase rates to offset the loss of the temporary surplus depreciation 

amortization credit. 

(6) FPL - FLORIDA ECONOMY 

As I mentioned earlier, the Florida economy continues to improve. 

Unemployment in March dropped to 9%, still higher than the national 

average, but well down from the peak of 11.4% in early 2010 and lower 

than at any time since January 2009. Perhaps more important, Florida has 

now experienced positive year-over-year job creation for the last 20 

months. 

The tourism sector has improved markedly since its trough in January 

of 201 0. As of January 201 2, the 12-month moving sum of total taxable 

sales from tourism stands higher than at any point over the last five years. 

At the same time, Florida consumer confidence has improved from its low 

in the summer of 2008, although it is still well below the levels we 

experienced in 2005 through 2007. 

The Florida housing market continues to recover, although progress 

is uneven around the state. The large pipeline of homes in foreclosure 

remains a drag on the market, and the judicial process used in Florida to 

process foreclosures is one of the lengthiest in the country. Nevertheless, 

a 
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the backlog of homes in foreclosure is gradually declining, and the rate of 

mortgage delinquencies has fallen to its lowest level since 2008. Florida 

has improved from having the second highest mortgage delinquency rates 

in the country to having the seventh highest rates. 

As painful as the housing market adjustment has been and continues 

to be, the significant declines in housing prices have resulted in Florida 

regaining much of the position it had lost in terms of relative housing 

affordability. In markets where this adjustment has progressed rapidly, 

such as Miami-Dade, housing market activity has now recovered 

significantly, and many buildings that we had thought would be unoccupied 

perhaps for years are now being occupied. Prices in this market have seen 

a slight uptick recently. On the negative side, construction activity not 

surprisingly continues at a very low level, and we do not expect this to 

change for many months. Yet, even here, there are signs of improvement 

- and we have seen a slight uptick in permit applications for new 

construction. 

(7) FPL - CUSTOMER CHARACTERISTICS 

These generally encouraging developments are reflected in the 

internal indicators that we follow at FPL. 

9 
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During the first quarter, we had approximately 27,000 more 

customers than in the comparable quarter of 201 1, representing an 

increase of 0.6%. This growth rate has been fairly consistent for the last 7 

quarters. Total retail sales increased 3.8%, driven largely by an extra day 

of sales due to leap year and an increase in underlying usage. 

This is the second quarter in a row with a positive year-over-year 

increase in underlying usage. Positive economic factors, including 

increased employment in Florida and a steady drop in the number of empty 

homes, seem to be contributing to the increase. The number of inactive 

meters and low usage customers, which are indicative of the number of 

empty homes, continue to improve and have now fallen to levels not seen 

since 2008. However, as we have often pointed out, changes in usage can 

be volatile from quarter to quarter, and we would not extrapolate from this 

P 

4 

quarter's strong growth. Over the coming months, we continue to expect 

modest and gradually improving growth, but there are likely to be more 

bumps along the way. 

(8) FPL - 201 2 BASE RATE PROCEEDING 

On March 1 gth, we submitted testimony and extensive supporting 

data for FPL's 201 2 base rate case. The overall numbers were 

10 
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which provides attractive upside given the continuing 
direction of U.S. environmental policy 
Summary of EPA Rules Announced Coal Plant Retirements(') 

uEuaa-wsasc Ar  Pollution Finalized 
Rule (CSAPR) 

SO2 NAAQS Finalized 

Toxins Rule 

316(b) Rule 

Ozone NAAQS Revisions 

Proposed 

Proposed 

Proposed 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 

Regulation of Coal Proposed Potential Requlation ImDlications 
More demand for renewable generation 

Higher power prices 

Combustion Residuals 
Industrial Boiler MACT Rule Proposed 

GHG NSPS Rule Planning 

PM2.5 NAAQS Revisions Planning 
Tightening reserve margins l ?sg  

(fine particulate) Higher capacity prices m c :  

z 5 g  erns a g55 
2 %  2 
B 2; 
GI - 

N . - 0  

0,s 

7 1) Source: SNL Financial as of Oclober 31. 2011; cumulative coal plant retirement announcements 
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NextEra Energy has one of the strongest balance sheets in 
the industry 

Credit RatinQs 

~ 

Utility Credit Ratinad') NextEra Enerqy Ratinqd2) 
30% - 

25% 

20% - 

15% - 

10% - 

5% - 

0% 

6% 

Aor 
higher 

26% 
" .  24% 

656 

21% 

BBB 

8% 

Non- 
lnvestmenl 

Grade 

I S&P 
NextEra Energy 

Issuer credit rating A- 

First mortgage bonds A 
Commercial paper A-2 
Outlook Stable 

Sr. unsecured debentures BBB+ 

Outlook Stable 

Outlook Stable 
Florida Power & Light 

NextEra Energy Capital Holdings 

Commercial paper A-2 

Baal 
Stable 

Aa3 
P- 1 

Stable 

Baal 
' P-2 

Stable 

at our principal subsidiaries 1 
1) Source: Edison Electric Instttute: S&P Utillty Credit Ratings Distribution - Financial Update Q4 201 1 
2) Reflects latest ratings as published by S&P on April 6,2012, Moody's on April 10,2012 and Rtch on April 27,2012. 4 



We have a manageable debt maturity profile and target 
maturities to match asset lives 

NextEra Eneray Debt Maturity Profile(l) 
$3.5 1 

$3.0 - 

$2.5 - 

FPL 

Capital Holdings 
Lone Star Transmission 

$2.0 1 
$ Billions 

$1.5 - 

$1.0 - 

$0.5 - 

$0.0 -7 --r- 

NextEra's outstanding debt has an average life of 21 years I 
Nmera 

1) Debt as of 3/31/2012: except commercial aper which is as of 4/18/2012 and is net of short term investments; 
excludes Energy Resources project debt, kipeline Funding, Water& Sewer bonds and Storm Recovery bonds. 7 



while on average, most non-financial S&P 500 firms and 
iiilities are at a ‘BBB+’ rating 

20%. 

15%- 

10%. 

5%. 

0% 

Credit Rating Position ing(I) 

18’8% 16.8% 17.6% 
m 13.2% 

9.1% 

2.5% 3.6% 4’2x ’”% 1.5% 1.5% 1.3% 
4.8% 

I .6% 
- - 0.1% 0.3% 0.3% 

S&P 500 Issuer Rating Distribution (Non-Financial Companies) 
Median of Rated 

NextEra 

10.1% 10.8% = ~~ 10.3% Medii  of 
14.9% 

AAA AA+ AA AA- A+ A A- 000+ 000 00B- 00+ 00 00- 0+ B 0- NR 

r E g  
$3 
w 3  i ,a9 
Q 2 2  
< % -  

59% 

&” 
Nm-rera 

1) Source: Ciibank, Factset. Based on SBP ratings data for all utilities with a long term issuer credit rating as of E Y G Y e  
10 March 2012 

The strength of our credit rating provides us with strategic flexibility 



6.0% 

Average 
cost 
(./.I 

5.5% 

5.0% 

7.0% 
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NextEra’s maturity profile and cost of debt compares 
favorably to industry peers 

Averaae Debt Profile with Peer Comparisodl) 
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Average Maturity 

1) Peer group of power and utility companies provided by Citibank based on Bloomberg company filings as of 4/4/12 
2) Excludes Storm Recovery bonds and Waste Water bonds 
3) Indudes equity units and assumes final maturity for hybrid securities. Excludes non-recourse debt for Pipeline 

Funding and NextEra Energy Resources debt. 
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In 2011, we closed on two successful first mortgage bond 
transactions at FPL 

First Mortgaqe Bonds 

In June, issued $250 million of 30-year 5.125% bonds 
maturing June I, 2041 

In December, issued $600 million of 30-year 4.125% 
bonds maturing February 1,2042 

Bonds are rated Aa31A/AA-(1) 

At the time of issuance, each were the lowest coupons 
in the company's history 

Both issuances were oversubscribed representing 
investor confidence and demand for our debt 

15 1) Ratings issued by Moody's, S8P and Fitch. respecuvely 



Fixed Income Investor Meeting 

Equity Units, DOE Loan Guarantees, 
Credit Diversification 

Amy 6lack 
Assistant Treasurer 
May 7,2012 



Based on our growing relationship with Asian banks, in 
2010 we entered into new credit facilities targeting global 
banks 

201 0 Global Credit Facilities 

0 $500 million 3-year credit facility at both FPL and Capital 
Holdings 
Focused on new international relationships in an effort to 
expand number of banks and sources of liquidity 
- New bank relationships that participated included 

-- 4 Chinese -- 2 Canadian 
-- 8 Taiwanese 
-- 2 European 

-- 2 Japan 
-- Malaysia and Thailand 

CZB z s n  
ZrnE 

m <  
.b 2 N 

0 Diversification of credit is extremely important 
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We receive credit, and have relationships with, many of the 
largest banks in the world 

Global Bank Ranking (I) 
Total Assets Total Assets 

P 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 

uction Bank 

ank of China 
I 

2,805 
2,799 
2.556 
2.547 
2,457 
2,425 
2.337 
2;320 
2,234 
2,129 
2,091 
1,950 
1,945 
1 .878 
1,816 
1,725 
1.622 
1,531 
1,512 
1,505 
1,334 
1,201 
1,118 
928 
R5R 

26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 

Mesa Sar ~- - 828 
81 2 

I 

NAB 
Bank of Australia 
CBA 
Natirir 
Wes 
Scoti 
Standard Chartered Bank 
Danske Bank 
AN2 
Dexia 
Resona Holdings 
Bank of Montreal 
Banm do Brasil 
Fnrtis Bank 

775 
770 
733 
732 
720 
658 
652 
634 
599 
597 
578 
554 
554 
536 
527 
465 
456 
444 
439 
439 

Shanghai Pudong Bank 426 
Shinkin Central Bank 413 --- _. Bradesm 409 

62.370 

96 % g  
(II 

US banks make up a very small portion of the world's largest banks and it 
is imperative that we diversify our credit relationships globally 

24 I) Source: BNP Paribas, April I 7  2012 
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BUILDING THE NEXT ERA 
OF CLEAN ENERGY 

Financial Review and Outlook 
Bob Barrett 
Vice President, Finance 
May 3,2010 

FPL. 



FPL’s solar investments and nuclear uprate projects 
earn returns through clause mechanisms 

F PL Clause Recovery Mechanisms 

Environmental Cost Recovery Clause (ECRC) 
Recovery of the costs associated with mandated environmental 
expenditures and approved renewable projects 
Projects earn a cash return during construction and then once placed in 
service they earn on the net investment value 

FPL’s solar projects earn a return in the ECRC 1 I 
Nuclear Cost Recovery Rule (NCRR) 

Recovery of the costs associated with new nuclear projects 
m z o  
5 s  F: 
Ern% 

asx 
n;, 

m 2 h  NvI - h s  
2 m  

- r  During pre-construction, FPL receives dollar-for-dollar recovery of all 
expenditures z; ;; 

FPL receives a base rate increase once the project is placed in service 

w m  D T O  z 

A project earns a cash return on expenditures during construction 

[FPL’s uprate projects at Turkey Point and St Lucie qualify for NCRR treatment 

Note FPL also recovers cerlain other operating costs through clauses such as the fuel clause, capacity clause and 
conservation clause 19 FPL. 



Investments that have clause or clause-like cost 
recovery are expected to be a significant source of 
earnings growth 

$200 - 

$150 - 

$MM $100 - 

Investments with Potential Earnings from 
Cost Recovery (1) Investments with Cost Recovery 

64 1 $3.5 

2009 2014 
1 $50 $0 L 

$1 70 - $200 

Other environmental 

2009 2014 

rnzo 

*rn 8 

z e  0; 8 

- 7 -  

z?;5 
m < :  
.& N 

- 
2.6 % g  

Y) 

FPL. 2o (1) Amounts shown are 13-month net average investments including CWlP 



Earnings Conference Call 

First Quarter 201 I 
April 29, 2011 
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3 First QUARTER 201 1 EARNINGS RELEASE 
April 29, 2011 

(1 ) FIRST QUARTER 201 1 EARNINGS CONFERENCE CALL 

Rebecca Kuiawa: 

Thank you, Casey. 

Good morning everyone, and welcome to our first quarter 201 1 

earnings conference call. 

Lew Hay, NextEra Energy’s chairman and chief executive officer, will 

provide an overview of NextEra Energy’s performance and recent 

accomplishments. Lew will be followed by Armando Pimentel, our chief 

financial officer, who will discuss the specifics of our financial results. Also 

joining us this morning are Jim Robo, President and Chief Operating Officer 

of NextEra Energy, Armando Olivera, President and Chief Executive Officer 

of Florida Power & Light, and Mitch Davidson, President and Chief 

Executive Officer of NextEra Energy Resources, which we will refer to as 

Energy Resources in this presentation. 

Following our prepared remarks, our senior management team will be 

available to take your questions. 

1 
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P 

First QUARTER 201 1 EARNINGS RELEASE 
April 29,2011 

exclusion of net other than temporary impairments on certain investments, 

or OTTI. 

(6) FPL - FIRST QUARTER 201 1 RESULTS 

For the first-quarter of 201 1, Florida Power & Light reported net 

income of $205 million, or 49 cents per share. 

(7) FPL - EPS DRIVERS 

For the term of the 2010 base rate agreement, FPL's earnings will 

largely be a function of its rate base and return on equity. As we indicated 

in the fourth quarter 2010 earnings call, we believe that FPL will realize a 

retail regulatory ROE at or near 11 percent during each of 201 1 and 2012, 

subject to the normal caveats we provide including normal weather and 

operating conditions. Per the terms of the settlement agreement, FPL will 

be able to amortize surplus depreciation to offset most of the variability in 

its normal operations, including the fluctuations due to weather. 

During the first quarter, FPL's contribution to earnings per share 

increased 2 cents relative to the prior-year's comparable quarter, driven 

primarily by Allowance for Funds Used During Construction, or AFUDC, for 

11 
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3 First QUARTER 201 1 EARNINGS RELEASE 
April 29,2011 

West County Energy Center Unit 3, returns on clause-related investments 

including Martin Solar and the nuclear uprates, and rate base growth, 

which was partially offset by share dilution. 

During the quarter we recognized $99 million in surplus depreciation 

on a pre-tax basis. We currently do not expect to amortize the full amount 

of surplus depreciation in 201 1 that is available to us under the base rate 

agreement. 

(8) FPL - CUSTOMER AND ECONOMIC ATTRIBUTES 

We are continuing to see improvements in some of our key customer 

metrics. The table in the upper left shows the change in retail kilowatt-hour 

sales in the quarter versus last year’s comparable period. Overall, retail 

kilowatt-hour sales fell by 6.2 percent, a decline due primarily to lower 

weather-related usage and partially offset by an increase in customer 

growth. In the first quarter, heating degree days were modestly below 

normal and well below the record heating degree days experienced in the 

prior-year comparable quarter. Non-weather-related, or underlying, usage 

and all other declined by 0.2 percent. 

12 
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NextEra Energy's growth is expected to be driven by 
significant capital investments 

NextEra Enerqy Growth Outlook 
FPL has approximately $10 - $1 I B of capital planned for 
deployment through 2014(') 
- $6.7 B of major generation and advanced metering projects to be 

- Retail rate base is estimated to grow at an approximate 8.5% 

* NextEra Energy Resources plans to invest in new 
generation opportunities where risk and return are aligned 
- Approximately $3-4 B in solar generation projects from 201 0 

brought online 

compound annual growth rate from 2009 to 2014 

through 2014 
- 953 MW of expected 201 1/2012 wind projects are already under 

* Lone Star Transmission expects to invest approximately 
$800 MM in its CREZ transmission line in Texas 

long-term contract 

17 1 )  2011-2014 
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Adjusted EPSn 2.2% 6.3% 
rnzo 

Dividend per Sharew 4.9% 7.&g $ 
$;5 

128.6% 2088'%$ Total Shareholder Return@) 

t) 

History of sustained growth through different industry phases 

Adiusted Earnings Per Shard') 

'02 '03 '04 '05 '06 '07 '08 '09 '10 '11 

Energy Resources 
Cumulative Wind Growth 

3,192 2,719 2,758 
1,745 

FPL Cumulative 
CaDi t a I Em ploved(*) 

$21.7 

'02 '03 '04 '05 '06 '07 '08 '09 '10 '11 

NEE vs lndustrv 

SBP 500 Electric NextEra 
EnerCly 

'02 _ _  '04 '05 '06 '07 '08 '09 '10 '11 
See supporiing nraterial titled Risk Factors and Reconciliations posted lo the Investor section of NextEra Energy's websile 
for reconciliation of adjusted amouilts to GAAP amounts 
Includes retail rate base. wholesale rate base, clause-related investments. and AFUDC projects 
Source: Company earnings releases 
Source: Bloomber 

(1) 

Source: Factset: w eturn from December 31. 2001 to December 31, 201 1 
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In 2012, growth at FPL and contributions from new assets at 
Energy Resources are largely offset by headwinds including 
lower hedge prices and PTC roll-off 

2012 Adiusted EPS Drivers 
Growth at FPL 
- Total rate base(') is expected to grow approximately 14% from 201 I, 

Strong headwinds at Energy Resources 
- Roll-off of above-market hedges and PTCs 

- Lower state tax incentives 
- These headwinds are partially offset by: 

and retail regulatory ROE is expected to be 11 0 h (2) 

-- Fewer nuclear outage days 
-- Contributions from new assets rnzo 

% E  5 gG2 
?2;z 
z e  x 
% z ;  

Q S  L 
WEN 

TI- 

u g  - 
m 3  
06; 
0% (1 Includes retail rate base, wholesale rate base, clause-related investments, and AFUDC projects. .. -3 (21 FPL 's retail regulatory return on equity expectations assume, among other things: normal weather and operating ii.diJ ,' .( VI 

conditions; no further significant decline in the Florida economy: and access to capital at reasonable cost and terms. 
Please see the cautionar statements in the Ap endix to this presentation for a list of the risk factors that may affect E N E R S G  

29 future results, including Fy PL's retail regulatory $OE. ./-- 
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[Sleveral current and S I N C ~ U ~ ~  developments for the coal mining industry 
haw resulted in o dramatic increase in spot coal priees.” 

More recently. the Energy Information Administration (“EIA”)), a statistical agency of the 

U.S. Dcparrment of Energy. reported that average delivered coal prices for electric 

utilities increased 9.7 pcrcent in 2006. the sixth consecutive annual rise.” At the same 

time, hcightcned environmcntal awareness. particularly over carbon and other emissions, 

has increased exposurc to mandatcd remediation and other compliance costs. The 

imperative of meeting evolving emissions standards implies significant capital 

expenditures for those utilities, such as PSCo, that rely significantly on coal-fired 

generation. 

HAVE INVESTORS RECOGNIZED THAT ELECTRIC UTILITIES FACE 

ADDITIONAL RISKS BECAUSE OF THE IMPACT OF INDUSTRY 

RESTRUCTURING ON TRANSMISSION OPERATIONS? 

Yes. As S&P recently affirmed. “The U.S. electric power industry is embarking on a 

period of rapid change.”” S&P recently confirmed a “continucd lack of clarity from 

lawmakers and regulators on the regulatory framework surrounding transmission 

projects.”2‘ Transmission openitions have become increasingly complex and investon 

have recognized that diffkulties in obtaining permits and uncertainty over the adequacy 

of allowed rates of return have contributed to heightened risk and fueled concerns 

Io Sundud & Poor’s Corporuion. “Rising Cor1 Prices May ThmlCn US. Utility Crcdii Roliln:’ RufingsDimcf 
(Aug. 12.2004). 
Energy Information Administration. AMUU~ Cwl  Rcporf Z w b  at 9 (Nov. 2007). 
Standanl b: Poor‘s Corporation, “Top Ten Credit luwr Facing U.S. Utilities.” RlrfingsDirecf (Jan. 29.2007). 
Standard 6: Poor’s Corporation. “Capital Spending on Elecaic Transmission Is on the Upswing Around the 
World.“ RutingsDinrf (Aug. 7.2006). 

’’ 
-. .. 
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Florida Power 8 Light Company 
Docket No. 120015-El 
SFHHA's First Set of interrogatories 
Request No. 3 
Page I of 1 

Q. 
General: Please provide the average daily balance and percentage cost of FPL's short-term debt 
by month from January 2007 through the most recent month for which actual information is 
available, including underlying calculations. 

A. 
Please see Attachment No. 1. 



Florida Power & Light Company 
Docket No. 120015-El 
SFHHA's First Set of Interrogatories 
Request No. 3 
Attachment No. I 
Page 1 of 1 

Docket No. 120015-El 
FPL Data Responses 
ExhibitRAB-I1,PageZof7 
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Florida Power B Light Company 
Docket No. 120015-El 
OPC's Third Request for Production of Documents 
Request No. 43 
Page 1 of 1 

Q. 
Mr. Dewhurst's testimonv. With reference to the direct testimony of Mr. Dewhurst, pages 32-40, 
please provide copies of all studies that compare the financial strength of Florida Power & Light 
to that of other U.S. electric utilities, including the associated data and work papers used in their 
preparation. Please provide the data, work papers, and calculations in both hard copy and 
electronic formats (Microsoft Excel), with all data and formulas intact. 

A. 
FPL has no responsive documents. 
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Docket No. 120015-El 
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Florida Power 8 Light Company 
Docket No. 120015-El 
SFHHA’s First Set of Interrogatories 
Interrogatory No. 6 
Page 1 of 1 

Q. 
Regarding Avera at 6:Il-l2: Please provide a list of utilities included in Dr. Avera’s proxy 
groups, that “had to accept rates as high as 10% to issue bonds.” 

A. 
The above referenced testimony at 6:ll-12 reflects the opinions of the FPSC Staff 
Memorandum, and was not based on an analysis of debt yields for the firms in Dr. Avera’s 
Utility Proxy Group. 
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3 
Florida Power 8 Light Company 
Docket No. 120015-El 
SFHHA’s First Set of Interrogatories 
Interrogatory No. 28 
Page 1 of 1 

Q. 
Regarding Avera at 79:19-80:7: Please quantify and explain in detail how Dr. Avera’s 
consideration “of quarterly dividend payments and flotation costs” affected his recommended 
range of reasonable returns and ROE for FPL. 

A. 
As discussed in Dr. Avera’s testimony (42:8-17, 70:6-72:5), quarterly payment of dividends and 
flotation costs both imply an ROE above the “bare bones” cost of equity estimates produced by 
the approaches discussed in his testimony. Dr. Avera did not make a specific upward adjustment 
to the results of his analyses for either of these considerations. Rather, he considered the 
implications of these two factors, along with those outlined in FPL’s response to SFHHA’s First 
Set of Interrogatories Nos. 27 and 29, in his evaluation of a fair ROE range 

3 
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Florida Power 8 Light Company 
Docket No. 120015-El 
SFHHA’s First Set of interrogatories 
Interrogatory No. 30 
Page 1 of 1 

Q. 
Regarding Avera at 85:2-5: If FPL did not “take actions to offset this additional financial risk by 
maintaining a higher equity ratio”, please quantify FPL’s resulting equity ratio and the “higher 
required rate of return” and provide supporting workpapers for such quantification. 

A. 
Dr. Avera has not conducted any analyses of a fair ROE for FPL that might be implied by any 
hypothetical capital structure; nor was such an analysis necessary or relevant to his testimony 
and recommendations. 



BEFORE THE 

FLORIDA PUBLIC SERVICE COMMISSION 

IN RE: 
PETITION FOR RATE INCREASE BY ) 
FLORIDA POWER AND LIGHT ) DOCKET NO. 120015-E1 
COMPANY 1 

EXHIBIT-(RAB-12) 

OF 

RICHARD A. BAUDINO 
,--- 

ON BEHALF OF THE 

SOUTH FLORIDA HOSPITAL AND HEALTHCARE ASSOCIATION 

J. KENNEDY AND ASSOCIATES, INC. 
ROSWELL, GEORGIA 

July 2012 

P 



FIorida Power & Light Co. 
Rationale 
Standard & Poor's Ratings Services' bases its ratings on Florida Power & Light Co. W&L) 
on the consolidated credit profie of Its parent. dlverslfied energy holding company NextEra 
Energy Inc. The credit fundamentals on its regulated utUlty side have been among the smongest 
In the U.S.. due primarily to low regulatory risk and an amactive service territory with healthy 
economic growth and a sound busin- environment. Both of those pfflars have been shaken In 

recent yean  as Florida. and Florida Power & Light's (FP&L) service territory In particular. 
suffered during the recession, and regulators have responded in ways that refle-3 greater 
political influence over regulatory decisions. Although the utility has found malntalning 

Rnanclal strength despite mild regulatory upheaval and a morlbund economy In Florida to be 
challenging. its actio- to rebulld its regulatory risk profile have been effective. More 
importantly, the propordon of N e w s  unregulated busin-the riskier merchant 
generadon. marketing, and mdlng activldes--could Increase. whkh could further erode its 

comlidated business risk profile. 

distribution) In South Florida. along the populous eastern coastline and the growing lower 
western coastline of the state. FP&L o m s  more than 2 4 . m  megawam (tvlvlw) of efficient. 
well-operated, mostly natural-gas- and nuclear-fueled electric generadng plants that serve 
primarily its own customers. 

regulated cash flows fmm integrated elechic utility FP&L. and the diverse and suhstandal 
cash-generation capabUties of its unregulated operadom at subsldlary NextEra Energy 
Resources 0. FP&L reprents about half of the comlidated credit profde and has better 

business fundamentals than most of Its inteesated electric peers. wlth a better-than-average 
service territory. sound operadom, and a credit-supportive regulatory environment in whkh 
the company has been able to manage I ts  regulatory risk very well. A willinpes to expand 

FP&L Is a large. regulated public utility wlth Integrated anets (generation. mansmission, and 

Standard & Poor's Rathgs Services' ratings on all N&a entities reflect the strength of the 

Reproduced with the permission of Standard 8 Poor's Financial Services. LLC 
. .  
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through acquisitions. flucvting cash flows from NERs rapidly expanding portfolio of merchant 
generation assets and growing marketing and trading activities, and significant expuswe at the utility to 
natural gas detract from credit quality, in ow view. 

'"strong." and the consolidated flnancial risk proflle as '"intermediate" under OUT criteria. 

Florida. which exhibit proficiency in almost every'area of analysis. The service territory has historically 
fared better than most of the rest of the country despite its lagging performance during the recession. 
the customer mix is mmtiy residential and commercial. costs and rates are low, and reliabill@ and 
customer satisfaction are high. While Florida is not immune to overall economic trends. we expect the 
state to attract new residents and Jobs aver the long term and resume an ahove-average growth 
trajectory. NextEra's large and growing rel!mice on natural gas to fuel utility generation could 
eventuaUy turn from an advantage (because of i t s  favorable environmental status and currently low 
prices) to a weakness if gas prices are erratlc over time. 

FP&L has managed regulatory risk. the mast important risk a utility faces. well. Despite a slight rise 
in regulatory risk in reaction to weak economic conditions amid keener attention in the political arena 
the company has maintained the utility's flnancial performance and credit merria and stabillzed its 

regulatory risk. FP&L has Ned a new rate case almed at a 7% base rate increase (2.6% net of a 
p r o p o d  fuel clause decrease) to take effect when a rate freeze expires at the end of 2012. The conduct 
and outcome of the case wlll be an effective gauge of the state's regulatory environment. 

NER. the main subsidiary under unregulated N e x t h  Energy Capital Holdings Inc.. engages in 
electric generation. marketing. and trading throughout the U.S. NERs focus is on geographic and he1 
diversity and on developing envimnmentaUy advantageous facillties that beneflt from public policy 
trends. The merchant generator's capacity of almosf 16.600 MW consists of more than half wlnd 
turbiw. onequarter.natural-gas-fked stations. and the rest mainly nuclear facilities. More than three 
quarters of the wind projects and almost 60% of the total portfolio operate under largely W-pr ice .  
long-term contracts. The rest of the portfolio, including one nuclear plant, is merchant capacity that 
can be exposed to market prices for its output. While a policy of acUvely hedging the commodity price 
risk of plant inputs and outputs helps to reduce the risks associated with merchant energy activities. 
NER faces an inherent level of commodity price risk In addition. N W s  extensive project Rnancing 
(approximately 46% of installed capacity) of its assets diminishes its cash flow quality. but thls is offset 
by lower flnmcial risk. NERs risks permanently hinder NextEra's credit quality, especially in light of 
the influence that marketing and high-risk proprietary trading results have on NERs eamings and cash 
flows. 

We believe the governance and financial policies for managing risk are adequate. NextEra's financial 

We characterize FP&L's business risk profile as "excellent," NextEra's bushes risk profde as 

NextEra's business risk proNe is anchored by the company's core electric utility operations in 

risk profile is characterized by acceptable mdit mema. "adequate" liquldlty under our criteria. and a 
management attitude toward credit quality that supporn ratings. Importantly, sound but complex 
flnancial structures employed at the project level substantlate sigiflcant off-credit treatment of largely 
nonrecourse debt at NextEra Any indication that management is using or is willing to use its own 
flnandal resources to aid a tmubled project in support of snateglc objectives could lead Standard & 

Poor's to reevaluate the adJustments we make to NextEra's reported debt. We also factor in large 
adjustments to the credit analysisregarding hybrid debt instruments and power-purchase agreements at 
FP&L. Adjusted credit metria in current economic and market conditions support the intermediate 

Reproduced with the permission of Standard 8 Poots Financial Services. LLC 
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fmancial prow. We expect the adjusted meuics to dip slightly in the near term and then refurn to 
historical levels. including funds from operations (FFO) to debt of around 25% and debt to 
capitalization about 50%. 

Liquidity 
The short-term rating on FP&L is 'A-2'. The parent manages liquidity (although FP&L has its own 
sources of liquidity). and we measure it on a consolidated basis. Liquidity is "adequate" under 
Standard & Poor's corporate liquidity methodology. which categorizes liquidity in flve standard 
descriptors. 

Projected sources of liquidity, mostly operating cash flow and available bank lines. exceed its 

projected u s .  malnly nerrSSary capital expenditures. debt maturities. and common divtdends. by more 
than 1 . 2 ~ .  NextEra's ability to absorb high-impact. low-probability events with limited need for 
rehancing. its flexibility to lower capital spendingor sell wets.  its sound bank relationships. its solid 
standing in credit markets, and its generally prudent risk management further support our assessment 
of its liquidity as adequate. 

Debt maturities total about $800 million in the next 12 months. The company has a $6.6 billion 
master revolving credit facility maturing in 2017 and more than $8 billion in total facilities. with about 
$4.7 biillon currently available. 

NextEra manages the liquidity needs of all its suhsldiaries. 
Liquidity is adequate based on the following facton and assumptions: 

next 12 months to exceed its uses by more than 1 . 2 ~ .  
- We expect the company's liquidity sow= (indudlng FFO and c r d t  facility availability) over the 

9 Debt maturities over the next year are manageable. 
Even if EBlTDA declines by 15%. we believe net sources will be well in excess of liquidity 

- The company has good relationships with its banks. in our assessment. and has a good standing in 

In our analysis. based on information available as of Dec. 31.201 I. we assumed liquidity of about 
$8.9 billion over the next 12 months. consisting of projected FFO and availability under the credit 
facility. We estimate the company muid use up to $7 billion during the same period for capital 
spending. debt maturities. and shareholder dividends. NextEra's credit agreement includes a fmcial 
covenant limiting the consolidated debt-to-ca!MaUzadon ratio, with which the company was compliant 
as of June 30.201 I .  

requirements. 

the credit markets. 

Recovayandjd 
We assign recovery ratings to FMBS issued by investment-grade US. utilities, which can result in isrue 
ratinp being notched above an issuer credlt rating OCR) on a utility depending on the rating category 
and the extent of the collateral coverage. We base our investment-grade FMB recovery methodology on 
the ample historical record of 100% recovery for secured bondholders in utility bankruptcies and on 
our view that the factors that supported those recoverim (the limited size of the creditor class. and the 
durable value of utility rate-- assets during and after a reorganization, given the essentlai setvice 
provided h d  the high replacement cost) will penist. Under our recovery criteria, when assigning issue 
ratings to utility FMBS. we consider ow calculation of the maximum amount of FMB issuance under 

Reproduced with the permission of Standard 8 Poot's Financial Services. LLC 



Docket No. 120015-El 
Credit Rating Agency Report 
Exhibit RAB-12. Page 4 of 5 

FIorda Power &Light co. 

the utility's indenture or other legally binding limitations relative to our estimate of the value of the 
collateral pledged to bondholders. management's stated intentions on fuhlre FMB issuance, as well as 
any regulatory limitations on bond issuance. FMB ratings can exceed an ICR on a utility by up to one 
notch In the 'A' category. two notches in the 'BBB' category. and three notches in speculative-grade 
categories. 

FP&L's FMBs benefit from a Erst-prIority lien on substantially all of the utility's mal property owned 
or subsequently acquired. Collateral coverage of more than 1 . 5 ~  supports a recovery rating of 'l+'. 
which indicates ow expectation for 100% recovery in a default scenario. and an issue rating one notch 
above the ICR. 

OutImk 
Our rating outlook on NextEra and its subsidlarles is stable and reflects a business profde that is 
equally affected by higher-risk merchant energy activities and a utility that still presents a better credit 
proAle than its peers. We would consider a lower rating if regulatory risk worsened. operational 
offldency at NER deteriorated, investment decisions at NER demonstrated a shift in risk appetite. or 
hancial perfonnance deched due to permanent changes in the Florida economy or merchant energy 
markets. We would consider a higher rating if a dramatic, sustainable sNft in Florida's economic. 
political. and regulatory environment is accompanied by afflrmative steps to reduce risk at NER. 

We also base the stable outlook in part on Standard & Pwr's bareline forecast that Nex&a wffl 
attain adjusted FFO to debt of about 17% and adjusted debt to capital of about 52% over the near 
term, with those memcs improving thereafter. Although year-to-year fluctuations in weather (including 
hurricanes). fuel cast recovery. and burdensome spending on large solar pmJects may temporarily af€ect 
mema. we expect the company to adapt its flnancial risk management and the pace of its capital 
spending to account for these and other factors 50 it can achieve better metrics. We could lower the 

ratings if the company falls short of these expectations. 

Related Criteria And Research . I lciiiiditv 1)ixsirJtors For Global Cornonitc Iswen. Sept. 28. 201 1 

9 Standard & Pwr's Uipdates Its US. Utility Regulatory h s s m e n t s .  March 12,2010 
Business WFinancial RIsk Matrix Expanded. May 27.2009 

* Asswing US. Utility Regulatory Environments. Nov. 7,2008 - Criteria: Changes To Collateral Requirements For 'l+' Recovery Ratings On U.S. Utility First 
Mortgage Bonds. Sept. 6.2007 

Reproduced with the permission of Standard 8 Pwfs Financial Sewices, LLC 
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.> Comparing U.S. State Corporate Taxes to the OECD 
(2011) 

TOP Combined 
OECD StatelProvincial Federal and 
Overall Federal Corporate Tax State Rate 
Rank CountrylState Rate 2010 Rate (Adjusted)l 

iowa 35 ' 12 41.6 

Alaska 35 9.4 41.1 

N e w  Mexico 35 7.6 39.9 

North Carolina 35 6.9 39.5 

Hawaii 35 6.4 39.2 

*Texas 35 0 35.0 

Source: http://taxfoundalion.orglarticle/nalional-and-sta~scorporale~in~me-tax-rates-us-slales-and-oecd~unlnes-2Ol1 
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TOP Combined 
OECD State/Provincial Federal and 
Overall Federal Corporate Tax State Rate 
Rank CountrylState Rate 2010 Rate (Adjusted)l 

South Dakota 35 0 35.0 

8 Australia 30 30 

16 Sweden 26.3 26.3 

20 

15 

Source: http~/www.oecd.org/dataoecd/26/56/33717459.xls. Tax Foundation 

Ohio, Texas, and Washington state have gross receipts-syle business taxes, 
not traditional corporate income taxes. Michigan's gross receipts tax is not 
included 
1, Combined rate adjusted for federal deduction of state tax. Iowa and Louisiana 
are also adjusted for federal deductibility 

Source: hnp:/ltaxfoundation.org/a~icieinationai-and-state~~orate-income-tax-rates-us-states-and~ecd~untnes-2011 
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U.S. Bureau of Labor Statistics 

Occupational Employment Statistics 

May 2011 State Occupational Employment and Wage 
Estimates 

Florida 

These occupational employment and wage estimates are calculated with data collected from employers in all industry sectors in 
metropolitan and nonmetropolitm areas in Florida. 

Additional information, including the hourly and annual loth, z f i ,  75th, and 90th percentile wages and the employment percent 
relative standard error, is avalable in the downloadable X U  files. 
Links to OES estimates for other areas and States 

Major Occupational Groups in Florida (Note--clicking a link will scroll the page to the occupational group): 

- 00-ooooAll Occuuationg - 11-0000- ation 

. 1 5 - 0 0 0 0 ~ ~ ~  at'c Occu ation 

- 19-oooolife. Phvsi- Social Science Occuuatim - 21-oooocommumtv and Soa 'el Service Occuoationg 
cuuatlong 23-ooooLeeal Oc . 2 5 - 0 0 0 0 ~ h  'on. Trainina. and Lib - 27-0000Arts. Design, En tertainment. S~orts. and Med ia OccuDations 

~~-ooooHeal thcare  Practitioners a n d Techn i a O  c 1 e c u u ~  
3i-ooookhLthcare S UDDOrt Occuu ationg 

- - 13-ooooBusiness and F inmcial Ouerations Occuoah 'ons 

- 17-0000 p c i 

OccuDationa 

- 33-0000htWh 've Service Occuuations 

in- ' ance Occuuations - 37-ooooBuildine and Grounds Clean 

- 41-0000Sales and Related 0 ccuuatlong - 43-ooooOffice and Administrative SUUDOT~ Occu- - 45-ooooFarminc. F i e a n d  Forestrv O C C U D ~  - 47-0000- ction OccuDations - 49-ooooInstallation, Maintenance. and Reuair Occuuations 
51-ooooProduction Occuoations - 53-ooooTransuortation and Material M o v i n w  ion 

- 35-ooooFoodPre : a ' 

a- 39-oooo&rs~d Care and Service Occuu 

To sort this table by a different column, click on the column header 

Occupat ion title 
(click o n  the Median Mean  Annual Mr 

Employment  per looo hour ly  hourly mean wa 
wage wage wage R! quotient 

3-oooo AU Occupations major 7.151.7oo 0.3% 1000.000 1.00 $1479 $19.59 $40.750 0.4 

major 233,420 1.0% 32.638 0.68 $43.73 $50.62 $105.290 0.4 11-0000 

Employmen t  Location occupation occupation title Group Employment 

jobs code  to view an RSE 
occupational 

profile) /-- 

Manaeement 
Occuuationg 

11-1011 Chief Executives 14,830 2.3% 2.074 0.99 $87.70 $90.37 $187,970 1.2' 



May 201 1 National Occupational Employment and Wage Estimates Docket No ,200,5-EI Page 1 of 36 
Florida Corporate State Income Tax and Wage Data 
Exhibit RAB-13. Page 4 of 4 

& 
J. U.S. Bureau of Labor Statistics 

Occupational Employment Statistics 

May 2011 National Occupational Employment and Wage 
Estimates 

United States 

These estimates are calculated with data collected from employers in all industry sectors in metropolitan and nonmetropolitan areas 
in every State and the District of Columbia. 

Additional information, including the hourly and annual loth, 
relative standard error, is available in the downloadable X U  &. 
Major Occupational Groups (Note-clicking a link will scroll the page to the occupational group): 

75th, and 90th percentile wages and the employment percent 

* 00-OOOOAU Occuoat ions 

- 13-ooooBusiness and Financial Ooerat ions Occuuations - 15-ooooCoinouter and Mathematical Occuoations 
1 7 - o o o o ~ a  n d Enei 'neerin e Occu D a i  t o  n s - 1 9 - 0 0 0 0 ~  'a Occuoations - 21-ooooCommunitv and Social Service Occuoations 

uuationg 
Libran, Occuoations 

23-0oooLeeal Occ 
* 25-0000-tion. T rainine. and 

27-0000-t. Suorts- - 29-ooooHealthcare Practitioners and Technical Occuuations 
3 1 - o o o o ~ a r e  Suppprt Occuoations 

0 33-ooooProtective Service Occuuationg 
g5-ooooPood Preoaration and Serviagaelate d OCCUQ@&E - 37-ooooBuildine and Grounds Cleanine and Ma 'ntenance Occuuations - 39-ooooPersonal Care and 

1 1 - 0 0 0 0 ~  Oc i n 

n 

'ce Occuoations - 41-0000&le~ and Related Ow UDatlOlQ 
43-0000 cu ations 

- ~~-ooooConstruction and Extram 'on Occuoations 
45-0000- 

- 49-ooooJnstallation. Ma intenance. and ReDaU 0- 
51-ooooProduction OccuDations 
53-ooooTrans~ortation and Material Mom 'ne Occuoations 

To sort this table by a different column, click on the column header 

Occupat ion title 
(click on the 

Employment  Median Mean  Annual M e a n  
periooo hour ly  hourly mean w a g e  
jobs wage wage wage RSE 

Occupation occupation title to Group Employment 
code view an RSE 

occupat ional  
profile) 

00-0000 All Occupations major 128,278,550 0.1% 1000.000 $16.57 $21.74 $45,230 0.1% 

major 6,183,820 0.2% 48.206 $44.65 $51.64 $107,410 0.1% 

11-1011 Chief Execut N@ 267,370 0.5% 2.084 $80.25 $84.88 $176,550 0.4% 

1,805,030 0.3% 14.071 $45.74 $55.04 $1142490 0.2% 
General and Ouerations 
Manaeem 11 - 10 2 1 

11-1031 Leeislators 62,180 1.3% 0.485 f4l fd $38,860 0.8% 
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Federal Express, this 2nd day of July, 2012 to the following: 

Florida Power & Light Company 
Ken Hoffman 
R. Wade Litchfield 
215 South Monroe Street, Suite 810 
Tallahassee, FL 32301-1858 
Phone: (850) 521-3900 
Fax: (850) 521-3939 
Email: ken.hoffman@fpl.com 

Florida Power & Light Company 
John T. Butler 
700 Universe Boulevard 
Juno Beach, FL 33408-0420 
Email: John.Bulter@fpl.com 

Florida Industrial Power Users Group 
Jon C. Moyle, Jr. 
Vickie Gordon Kaufman 
Keefe Anchors Gordon & Moyle, PA 
I18 North Gadsden Street 
Tallahassee, FL 32301 
Phone: (850) 681-3828 
Fax: (850) 681-8788 
Email: jmoyle@kagmlaw.com 

vkaufman @ kagmlaw.com 

Florida Retail Federation 
Robert Sheffel Wright 
John T. LaVia, 111 
Gardner, Bist, Wiener, Wadsworth, Bowden, Bush, 
Dee, LaVia & Wright, P.A. 
1300 Thomaswood Drive 
Tallahassee, FL 32308 
Phone: (850) 385-0070 
Fax: (1350) 385-5416 
Email: schef@gbwlegal.com 

J.R. Kelly 
Joseph A. McGlothlin 
Office of Public Counsel 
I 1  1 West Madison Street, Room 812 
Tallahassee, Florida 32399- 1400 
Phone: (850) 488-9330 
Fax: (:350) 487-6419 
Email: KELLY.JR@leg.state.fl.us 

Jennifer Crawford 
Keino Young 
Florida Public Service Commission 
Division of Legal Services 
2540 Shumard Oak Boulevard 
Tallahassee, FL 32399 
Phone: (850) 413-6199 
Email: JCRAWFORD@PSC.state.fl.us 

KY OUNG @PSC. state.fl. us 
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Robert H. Smith 
11340 Heron Bay Blvd. #2523 
Coral Springs, FL 33076 
Email: rpjrb@yahoo.com 

Federal Executive Agencies 
Christopher Thompson 
Karen White 
c/o AFLONJACL-ULFSC 
139 Barnes Drive, Suite 1 
Tyndall Air Force Base, FL 32403 
Email: chris.thompson.2@tyndall.af.mil 

Mr. & Mrs. Daniel R. Larson 
16933 W. Harlena Dr. 
Loxahatchee, FL 33470 
Phone: (561) 791-0875 
Email: danlarson@bellsouth.net 

Thomas Saporito 
177 US HWY 1, Unit 212 
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Email: saporito3@gmail.com 

Ms. Karen White 
Federal Executive Agencies 
AFLONJACL-ULFSC 
139 Barnes Drive, Suite 1 
Tyndall Air Force Base, Florida 32403 
Email: karen.wliite@tvndall.~f.mil 

William C. Garner, Esq. 
Brian P. Armstrong, Esq. 
Nabors, Giblin & Nickerson, P.A. 
1500 Mahan Drive, Suite 200 
Tallahassee, Florida 32308 
Email: bgarner@ngnlaw.com 

Larry Nelson 
3 I 2  Roberts Road 
Nokomis, FL 34275 
Email: seahorseshores I @gmail.com 

Charles Milsted, Associate State Director 
200 West College Avenue 
Tallahassee, FL 32301 
Phone: (850) 577-5 190 
Email: CMilsted@aarn.org 

John W. Hendricks 
367 S Shore Dr 
Sarasota, FL 34234 
Telephone: (941) 685-0223 
Email: jwhendricks@sti2.com 

Susan F. Clark 
Florida Bar No. 0179580 
Radey Thomas Yon &Clark, P.A. 
301 South Bronough Street, Suite 200 
Tallahassee, Florida 32301 
Email: sclark@radeylaw.com 
Lisa C. Scoles 
Radey Thomas Yon &Clark, P.A. 
301 South Bronough Street, Suite 200 
Tallahassee, Florida 32301 
Email: Iscoles@radeylaw.com 

Paul Woods, Quang Ha, Patrick Ahlm 
AIgenol Biofuels Inc. 
28100 Bonita Grande Drive, 
Suite 2.00 Bonita Springs, FL 24135 
Email: Paul.woods@alg~iiol.com 

Quang.ha@alg~nol.com 
Patrick.ahlm@nlgenol.com 

Cynthia A. Everett, Esq. 
Village Attorney 
Dadeland Square 
7700 N. Kendall Dr. Ste. 703 
Miami, FL 33156-7591 

Email: cae@caeverett.com 

,--- /s/ Kenneth L. Wiseman 
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