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1 PROCEEDTINGS

2 (Transcript follows in sequence from Volume

3 8.)

4 CHATIRMAN LA ROSA: All right. Let's go ahead
5 and take our seats and we will get started with the
6 next witness.

7 All right. FPL, you can call your witness.

8 It looks like the witness is already in the witness
9 stand.

10 MS. MONCADA: He is seated. This is Mr. Jim
11 Coyne for FPL.

12 CHAIRMAN LA ROSA: Mr. Coyne, do you mind

13 standing and raising your right hand?

14 Whereupon,

15 JAMES M. COYNE

16 was called as a witness, having been first duly sworn to
17 speak the truth, the whole truth, and nothing but the

18 truth, was examined and testified as follows:

19 THE WITNESS: I do.

20 CHAIRMAN LA ROSA: Thank you.
21 MS. MONCADA: Thank you.

22 EXAMINATION

23 BY MS. MONCADA:
24 Q Mr. Coyne, would you please state your full

25 name and business address for the record?
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1 A It is James M. Coyne, and my business address

2 is 293 Boston Post Road, Marlborough, Massachusetts,

3 01752.
4 Q Thank you.
5 By whom are you employed, and can you please

6 also explain your position?

7 A I am employed by Concentric Energy Advisors,

8 where I am a Senior Vice-President, and I am an expert

9 in utility economics and finance and related issues, and
10 provide testimony on these issues before regulators in
11 the United States and Canada.

12 Q Thank you.

13 Did you prepare and cause to be filed 64 pages
14 of direct testimony on February 28th?

15 A I did.

16 Q Do you have any changes or revisions to your
17 direct testimony?

18 A No.

19 Q If T asked you the same questions contained in

20 that testimony today, would your answers be the same?

21 A Yes.

22 Q Thank you.

23 MS. MONCADA: Mr. Chairman, I would like to
24 move Mr. Coyne's direct testimony into the record.
25 CHATIRMAN LA ROSA: So moved.
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1 (Whereupon, prefiled direct testimony of James

2 M. Coyne was inserted.)
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BY MS. MONCADA:
Q Mr. Coyne, are you also sponsoring exhibits
JMC-1 through JMC-11 to your direct testimony?
A Yes.
Q And were those prepared under your direction
or supervision?
A They were.
MS. MONCADA: Mr. Chairman, these have been
pre-marked on staff's list as Exhibits 114 through
124.
CHATRMAN LA ROSA: Okay.
M3. MONCADA: Thank you.
BY MS. MONCADA:
Q And, Mr. Coyne, could you provide a summary of

your testimony in a minute or less?

A I will. I know the hour is late.
Q Thanks.
A I appreciate the stamina of this commission

and all parties.

My direct testimony presents evidence and
provides a recommendation for FPL's return on equity and
capital structure based on a comprehensive set of
analyses that utilize market data and compare FPL to a
proxy group of 15 industry peer companies.

No model can exactly pinpoint the correct cost
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1 of equity, so my analysis considers the range of results
2 produced by four models. From within that range, I take
3 into consideration capital market conditions and

4 relevant risk factors in order to arrive at a final

5 recommendation for FPL.

6 Current market data indicate that the cost of
7 equity has increased since the Commission approved the

8 settlement in FPL's last rate proceeding in December of
9 2021. Reflecting these factors, I find that a base ROE

10 of 11.9 percent, and capital structure with a common

11 equity ratio of 59.6 percent is both just and reasonable
12 for shareholders and customers for the 2026 through 2029
13 rate period.

14 I look forward to responding to your

15 guestions.

16 Q Thank you.

17 MS. MONCADA: Mr. Coyne 1is available for

18 Cross.

19 CHAIRMAN LA ROSA: OPC, you are recognized for
20 questioning.

21 MS. CHRISTENSEN: Yes.

22 EXAMINATION

23 BY MS. CHRISTENSEN:
24 Q Good evening, Mr. Coyne.

25 A Good evening.
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Q You filed direct testimony in this docket

occupancy February 28th, 2025, correct?

A The direct testimony?

Q Correct.

A Yes.

Q Okay. And on page four of that testimony, you

list the exhibits you are sponsoring, is that correct?
A Yes.
Q And you have been providing testimony on cost
of capital issues for over 20 years, is that right?
A That's right.
Q And you would agree that the majority of your

clients have been utilities, am I correct?

A That's correct.

Q Looking at your Exhibit JMC-1, and that is
C61562. That's your curriculum vitae, correct?

A Yes.

Q Okay. And I wanted to ask you about a few of
your cases on that curriculum vitae. If you turn to

page 11 out of the 13. Do you see at the bottom of
there, under the South Carolina Public Service
Commission header, do you see Duke Energy Carolinas
2024~

A I do, yes.

Q And do you recall that in that South Carolina
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1 case for Duke, you filed testimony on May 17th, 2024, on
2 the settlement that agreed to an ROE of 9.94 percent

3 with a 51.21 percent equity ratio, is that correct?

4 A I recall the case. I would have to see the

5 settlement to be able to confirm those numbers.

6 Q Okay. Did you want to take a look at a copy

7 of your testimony that you filed in that, or would you

8 take it subject to check?

9 A This 1s the settlement testimony in that case?
10 o] Correct.
11 A Okay. And the settlement you are citing was

12 an ROE of?

13 Q 9.94 percent with a 51.21 percent equity

14 ratio.

15 A Why don't I accept that subject to check?

16 Q Okay. And that was 56 basis points below your
17 recommended ROE, correct?

18 A I don't have that in front of me.

19 Q Okay. Do you want me to pull it up -- well,
20 let me ask you this question and we will see.

21 Subject to check, would you agree that your

22 recommended ROE prior to the settlement was 10.5 percent
23 in that case?

24 A Again, subject to check, yes.

25 Q Okay. And -- well, let me ask -- let me go
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1 ahead and have you take a look at your testimony in that
2 case? That would be F2-11783.

3 And does that look like the testimony that you
4 filed in that case? Does that look familiar?

5 A Yes. Can we just go to -- is that your first
6 page? Do you have a cover page?

7 Q I believe that was the first page -- no, there

8 is the cover page.

9 A I have a little bit of a lag here on my

10 screen.

11 MR. SCHULTZ: You should be able to use the
12 mouse.

13 THE WITNESS: Oh, I see. I can actually

14 mouse. Okay. Yes. It does.

15 BY MS. CHRISTENSEN:
16 Q Okay. And were the numbers that we were

17 discussing earlier the correct numbers?

18 A The settlement numbers, 9.94 and 51.2 -- did
19 you say -- I thought you said 51.25.
20 0 No. I said that the settlement number was

21 9.94 percent ROE --

22 A Uh-huh.

23 Q -- with a 52 point -- or I am sorry, 51.21
24 percent equity ratio. Do you see that?

25 A I see that here then. I thought you said 25.
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Q No.
A But, ves, I see that and can confirm that.
Q Okay. And I believe in a portion of this

testimony, it indicates that your initial recommendation
was 10.0 -- or 10.5, on page -- basically the last page
of the testimony, if you scroll down one more page.
There you go. Do you see that? I am sorry, there were
two, because there were two different cases, 10.7 and a
10.50 respectively, do you see that?

A I do see that. Yes.

Q Okay. And then on page 13, going back to your
curriculum vitae, which is JMC-1, and you have listed
Northern States Power Company, is that correct?

A Yes.

Q Okay. And that's a subsidiary of Xcel Energy,
is that correct?

A Yes.

Q Okay. And you also filed testimony in that
case where you recommended an ROE of 10.25 with a 52.5

percent equities ratio. Do you recall that?

A Which case are you referring to?

Q I'm -- well, let's pull up the case and then
we will both be -- know specifically.

A Okay.

Q F2-11778, please? I believe it was the '23
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1 case, but I wanted to confirm. Well, I think I took you
2 to the last page with the equity ratio. Let me take you
3 to the cover page, or closer to the cover page.

4 F2-11748.

5 A Okay. I am on that page with you.

6 Q Okay. And I believe if you scroll to the

7 front of the document, it should have the title page for

8 this case?

9 A I see that, yes.

10 o] And I believe that was testimony, it looks
11 like you filed, was it '24 -- or '23, is that what it
12 says --

13 A I believe —--

14 Q -- or is that more recently?

15 A No, I believe it's 2023 --

16 Q 123,

17 A --— it should have a time stamp at the top.
18 Q Yeah. It looks like it was received April

19 28th, 20232

20 A Correct.

21 Q Okay. And do you recall recommending an ROE
22 of 10.25 with a 52.5 percent equity ratio in this case?
23 A Yes.

24 Q Okay. Now, let's return to your direct

25 testimony, page five, and that's C6-1492. Okay. And
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your there?

A I am there.

Q Returning to that page number five, the
purpose of your testimony is to present your

recommendations for the return on equity for FPL,

correct?
A That's right.
Q And you have a section later in your

testimony, number, I believe it's nine, and you have a
discussion of FPL's capital structure compared to your
proxy group, is that correct?

A I do, yes. Which page reference are you
referring to?

Q That would be page 10, line 11, and I believe
that -- I may have -- I am sorry, section eight was
where you discuss FPL's capital structure in the context
of the proxy group, is that correct?

A Yes.

Q Okay. Now, looking back at your testimony,
would it be fair to say you did not consider the
affordability of FPL's rates for customers as a specific
section within your testimony?

A As a specific section, no. As I mentioned at
the outset, it's my belief that that -- in setting a

fair return, it's the Commission's obligation to set a
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1 return that's fair and balanced in the interest of both
2 shareholders and for customers. But it's not an

3 intrinsic element of the cost of capital analysis.

4 That's a market-based analysis.

5 Q Okay. And you would agree that this

6 commission, in citing the Florida Supreme Court, has

7 said that they recognize the balance between the

8 utility's interest and the customer's interest, and the
9 resolution that rates are to be neither insufficient for
10 the utility nor excessive for customers, correct?

11 A I recognize that language, and it's consistent
12 with the public interest standards that generally guide
13 commissions across the country.

14 Q And would it be fair to say that, other than
15 applying the Supreme Court Hope and Bluefield standards,
16 you did not consider the affordability of FPL's in

17 your -- rates in your analysis?

18 A That's right. 1It's not intrinsic to a cost of
19 capital analysis.

20 Q And while you would agree that FPL's

21 management is sensitive to the issue of affordability,
22 you did not make any changes to your approach to your

23 ROE recommendation, correct?

24 A No. It's based on capital markets.

25 Q Okay. And speaking of the capital markets, to
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make your ROE recommendation, you applied the standard
ROE estimation tools such as discounted cash flow model,

the capital asset pricing model, risk premium models,

correct?
A Yes, I did.
Q And would you agree that each of these models

reflect the state of the general economy and financial
market by incorporating specific economic and financial
data?

A In general, yes.

Q And if you look at page 14 of your direct
testimony, specifically lines 14 through 17, you say
that these inputs are, however, only samples of wvarious
economic and market forces that determine a utility's
required return. Consideration must be given to whether
the assumptions rely on the current or projected market
data, and whether they are appropriate, correct?

A That's right.

Q And to do that, you use a proxy group of
companies that you determined best approximated FPL in
the marketplace by applying specific screening criteria,
which are listed on page 29 of your direct testimony; is
that correct?

A Yes. That's correct.

Q And one of the listed criteria that you
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1 applied on page 29, and I think it's going over to the
2 following page, specifically bullet point number eight,
3 is that a company not be involved in a merger or other
4 transformative transaction for approximately six months,
5 correct?

6 A Yes.

7 Q And your list of proxy groups is contained on
8 JMC-3, in figure 10 on page 31, correct?

9 A That's right.

10 Q And you said you picked this group because it
11 best aligns with the financial and operational

12 characteristics of FPL, in that, they are investment

13 grade and in sound financial condition, correct?

14 A Those were among the factors that I

15 considered. All the factors were listed in those eight
16 criteria.

17 Q Okay. And you included the TXNM Energy as

18 part of your proxy group, is that correct?

19 A That's right.
20 Q And TXNM Energy announced that it was being
21 acquired on May 19th, 2025, right-?
22 A I don't know the date. I am aware of the
23 acquisition, vyes.
24 Q Okay. And that announcement was made after

25 you did your initial analysis and choosing your proxy
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group?

A It was. Yeah. And that's why I changed my
proxy group in my rebuttal testimony.

Q Okay. And we will get their tomorrow, I am
sure, or a few days.

A Okay.

Q Turning back to 29, lines three through six.
Is it your testimony that FPL has long-term issuer
ratings from S&P of A with a stable outlook, or Moody's
of an Al with a stable outlook, and Finch of A with a
stable outlook?

A That's my understanding. Yes.

Q In developing your selected proxy group, you
only used S&P for screening, not Moody or Finch's
long-term credit ratings, is that correct?

A That's right.

Q And in creating your proxy group, you used
investment grade utilities rather than screening for

only utilities with BB+ or stronger; is that also

correct?
A That's right.
Q And although the prox -- although a proxy

group with a B+ or better would have produced utilities
with more similar credit rating characteristics to FPL

than investment grade only, you chose to keep the
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1 investment grade criteria for the proxy group as being

2 representative for FPL, right?

3 A That's right. When I choose proxy groups, I

4 start with a screen that is designed to produce what I

5 consider to be a robust enough proxy group to give me a
6 good sample statistically, and also from a risk analysis
7 perspective to compare it to the target company. And

8 these are the typical rate that I use.

9 I would add that most of the companies are

10 ranked in the BBB or BBB+ range or higher, but I do

11 start with BBB-. There aren't many utilities that are
12 at that level.

13 Q Okay. Would you agree that a company's credit

14 rating refers to the risk of repayment to debt

15 investors?
16 A Yes.
17 Q And would you agree that the higher the

18 company credit rating reflects a lower risk of it's not
19 repayment -- if it's not repaying to debt investors?

20 A In general, yes, but the -- let's underscore
21 your language and mine, that we are talking about debt
22 investors. So what I am trying to do here is to create
23 a proxy group based on these eight criteria, that's one
24 of them, that give me a sufficient window into an equity

25 investor's required return. So these are criteria
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designed to select a proxy group that I can then begin
to work with for my analysis.

Q Okay. And I think, as you just said, that it
was one of the criteria that you looked at, correct?

A I am sorry, could you repeat the question?

Q The credit rating of the companies you chose,
that was one of the things you looked at, was the credit
rating®?

A Yes. Yes. That's one of the eight.

Q Okay. And although equity investors look at
earnings growth and earning volatility, things of that
nature, you would agree that equity investors also look
at the company's credit ratings as well?

A I believe they do. Yes.

Q Okay. And you would agree that the purpose of
the screening criteria you selected is to find a group
of companies that will tell you what the appropriate
rate of return is for a company like FPL, not its parent
company, that has other risk factors that FPL does not
have, correct?

A That's right. TIf we could pause there, I
would like to take you to my exhibits.

Q Well, I don't think I have a pending question,
so unless --

A But I have a pending response.
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Q Well, yeah, but if you have a further
explanation, I am sure your counsel will be happy to ask
you a follow-up question.

A Well, if I may, the question that I believe
that I was answering for you was the relevance of the
credit profile of these companies to an equity investor
like FPL.

CHAIRMAN LA ROSA: If counsel would want
further --

MS. CHRISTENSEN: No —--

CHAIRMAN LA ROSA: If counsel would want
further explanation, then you can ask a follow-up
question.

BY MS. CHRISTENSEN:

Q Right. And I think my question was a little
bit more narrow than that, Mr. Coyne. It was just
whether or not the screening criteria you selected to
find the company will tell you the appropriate rate of
return is for a company like FPL, not the parent
company, that has other risk factors. I think you
agreed with that.

A Well, no, that's not the question as I heard
it.

Q Well, that was the question that I asked. So

if you could answer that question, that would be

premier-reporting.com

Premier Reporting (850) 894-0828 Reported by: Debbie Krick



2040

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

wonderful. Thank you.

A It would be helpful to me to repeat the
guestion, then.

Q Absolutely.

Would you agree that the purpose of the
screening criteria you selected is to find a group of
companies that would tell you what the appropriate
return on return is for a company like FPL, not its
parent company, that has other risk factors that FPL
does not have?

A Well, the screening criteria -- okay, now that
I have heard your question more carefully. The
screening criteria will not tell me the required return.
What the screening criteria will do is to give me a
group of companies that I can then analyze, and through
that analysis, produce a required -- an estimated equity
return for companies with a similar risk profile to that
proxy group. And then -- and then as an analyst, it is
my role to look at the risk profiles of those utilities
compared to FPL to see 1f there is any adjustment that's
required.

So that would be a more fulsome answer to your
question as I now fully understand it.

Q Okay. And I just wanted to make sure that I

am clear and that I understood your answer. That
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1 this -- the idea of the proxy group is to match FPL, not
2 its parent company, correct?

3 A Well, I wouldn't use the word match. Again --
4 Q Well, I mean, to a proxy -- I mean, you are

5 putting it together to create similar risk for FPL, not

6 for the proxy -- for the parent company, correct?
7 A Sufficiently similar risk to the target
8 company, which is FPL, and not the parent company.

9 That's correct.

10 0 Okay. That's all I was asking for. Thank
11 you.

12 A Okay.

13 Q Now, let's discuss a little bit your

14 discounted cash flow model. You use that as part of

15 your analysis, correct?

16 A I do.

17 Q And if we look at, I think it's your DCF model
18 results from JMC-2, page one of one, and that's C6-1565,
19 and have you go there.

20 Okay. And this lists your DCF results, is

21 that correct?

22 A I do, yes. I am looking for my hard copy as
23 well.

24 Q Okay.

25 A I am with you.
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Q Okay. And the DCF model results are from
10.16 percent to 10.45 percent with the average being
10.28 percent, is that correct?

A Those are the averages for the proxy group.

Q Okay. And if I take you then again back to
page 33 of your direct testimony, you use a constant
growth DCF model, is that right?

A That's right.

Q And it's your testimony that the constant DCF
model is based on the following assumptions: One, a
constant average growth rate for earnings and dividends;
two, a stable dividend payout ratio; three, a constant
price to earnings multiple; and, four, a discount rate
greater than expected growth rate; is that correct?

A That's correct. Yeah.

Q Okay. Now, you chose a constant growth DCF
model because FPL is at a mature stage of its life
cycle, right?

A As a utility compared to other companies, it
would be considered so, yes.

Q And you would agree that the long-term growth
rate should theoretically be the growth rate that a
company can sustain into perpetuity, correct?

A That is an assumption of the constant growth

model. Yes.
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Q And would you also agree that often, gross
domestic product growth for the risk-free rate can serve

as a proxy for that growth rate?

A As a growth rate for which?

Q For a long-term sustainable growth rate into
perpetuity?

A For which company? I am not sure if I am with

you in your question.

Q Well, if you are doing the DCF model and you
are doing it for a company like FPL, and you are looking
at a long-term growth rate, you could use the gross
domestic product as a substitute for the risk-free rate,
correct, people do do that?

A I don't know why you would ever use a gross
domestic product number as a substitute for a risk-free
rate. That would make no economic sense.

Q Well, would you at least agree that in the
long-term, that it is not realistic for a company's
growth to outpace the growth of the general economy?

A Could you repeat your question for me?

Q Sure.

Would you agree that over the long-term, that
it is not realistic for a company's growth to outpace
that of the overall general economy?

A Well, I would disagree with that.
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Q Okay.

A Better companies do all the time. The S&P 500
companies do all the time. Utilities do.

Q Well, let me ask you this: For your DCF
evaluation, isn't it true that a constant growth rate is
also known as the terminal growth rate, and it's
typically assumed to be two percent and four percent to
reflect a realistic and sustainable growth rate which

mirrors GDP growth rate or the risk-free rate?

A There is a lot in your question. Could you
break -- let's break it down to pieces, 1f you could.

Q Okay.

A So you are asking me -- in the beginning of

your question, you are asking me if a growth rate of
what numbers?

Q I said, isn't it true that a constant growth
rate 1s also known as a terminal growth rate, which 1is
typically assumed to be between two percent and four
percent to reflect a realistic sustainable rate, which
often mirrors GDP growth for the risk-free rate?

A It's -- that's a generic statement. If you
are applying it to utilities, I would say absolutely
not. If you look at the utilities in my -- in this
proxy group, they are all growing at rates of multiples

of that. And 1f you look at the electric utility
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1 industry at a time of unprecedented growth in terms of

2 capital requirements for the industry, there is --

3 there -- it would be a very unrealistic assumption that
4 two- to four-percent is earnings growth rate, because we
5 know that rate base has to grow faster than that just to
6 accommodate all the requirements of our electric grid

7 that are today, and on the horizon, some might argue

8 that that is -- that that's appropriate. There 1is

9 nothing in the data that I see that would support that.
10 Q Okay. But let me ask you this: Have you used
11 and relied on multistage DCF analysis in your testimony
12 filed in other regulatory jurisdictions?

13 A Yes, I have used the multistage model at

14 times, yes.

15 Q Okay. And would you agree that one of the

lo reasons that you have used a multistage DCF analysis in
17 other proceedings is because there may be concerns about
18 the sustainability of growth rates?

19 A Yes, I hear that there I may be concerns about
20 sustainability of growth rates, and I will, at times,

21 introduce the multistage model to show what those

22 results would look like if they were tempered so.

23 I am also aware that this commission, in its
24 most recent order for TECO, examined this issue, and

25 accepted the argument that I believe that utilities
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1 operate 1in mature industries, and that it is appropriate
2 to use the constant growth model form of the DCF model

3 for these purposes. So I think I am aligned with the

4 Commission's finding in that regard.

5 Q Well, it also has not made a finding that

6 multistage DCF approach is inappropriate, correct?

7 A I have not seen that, but to me, that's a
8 reciprocal side of the same issue.
9 Q Okay. And on page 36 of your testimony, you

10 show the results of your DCF model and the average of

11 the mean load -- low growth is 9.05 percent, right?

12 A Which page of my testimony are you on?

13 Q I am on page 36, if you look at figure 11.

14 A Yeah.

15 Q And if you look at the column that states mean

16 low. And if you average those results for the 30-day
17 average, the 90-day average and the 180-day average, you
18 would end up with a 9.05 percent, would you agree to

19 that, subject to check?

20 A I would prefer just to go ahead and do that
21 math.
22 Q If you have a calculator, please do check my

23 math. I am an attorney, so subject to correction.
24 A I would, rather than to come back later. I

25 know it's late in the evening, but if the Commission
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1 will bear with me, I will. I hadn't realized you wanted
2 to take an average of those numbers.

3 Q Yep, just a simple average.

4 A I get that number. The average of those three
5 numbers is 9.05 percent.

6 Q Okay. And then the mean column, the average
7 for that column would be 10.28 percent, correct?

8 A That looks about right.

9 Q Okay. And then for the mean high column, if
10 you took the average of that column, it would be

11 11.30 percent, correct?

12 A Again, it looks about right.

13 Q Okay. And in your figure 16 on page 44 of

14 your testimony, you show the 10.28 ROE figure for your
15 DCF results, correct?

16 A I do. Yeah.

17 Q Okay. And then you also used a capital asset
18 pricing model, correct?

19 A I do.
20 Q And I believe your analysis, or your
21 discussion of that starts on page 36 of your testimony?
22 A Yes, 1t does.
23 Q And in your constant -- or in your CAPM
24 modeling, you used the constant growth DCF model to

25 system the total market return for the S&P 500 Index
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using projected earnings growth rates and dividend
yields, is that correct?

A I did.

Q And with regard to the overall methodology for
using the DCF model, the method you have used to
calculate the forward-looking market risk premium is you
claim is consistent with the methodology used by FERC in
opinion number 531-B, is that correct?

A Where are you in my testimony?

Q I am looking at, I believe -- I am not sure if
this was your discussion that we had in deposition or
if -- where it says it exactly in your testimony. But
would you agree that the -- it's your position that
using the DCF constant growth model and the S&P 500
Index, that would be consistent with the calculation for
the forward-looking market risk premium methodology used
by FERC in its opinion 531-B?

A I think of it as being similar to FERC's
methodology in 569-A and B, and I lay this out in great
detail in my rebuttal testimony exactly what the
similarities are and what the differences are.

Q Okay. So there are differences between your
approach and what FERC does as part of their
methodology?

A There are differences, yes.
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Q Okay. And the method you used to calculate
the forward-looking market risk premium for the S&P 500
market risk premium includes both dividend paying and

non-dividend paying companies, correct?

A In my analysis?

Q Correct.

A Yes.

Q And you would agree that FERC, in its opinion

531-B, excludes the non-dividend paying companies in its
application when calculating the total S&P 500 MRP,
right?

A They did, and I have testified -- I provided
evidence to FERC on that issue pointing out what I
believe are the flaws in that approach, but, yes, that
was —-- that was -- that's where FERC is on this issue
even now.

Q Okay.

A And I point out the inconsistency between that
approach and the use of beta, which is actually based on
the entire market, and the flaws with excluding many
companies from the market that are going into the same
CAPM model. So it's an issue that, in my mind, FERC has
yet to adequately resolve.

Q However, FERC --

MR. BURNETT: Mr. Chairman, I am sorry, brief
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1 interruption. We are getting into rebuttal issues,
2 which we don't mind at all. We are happy to bang

3 those two together and have rebuttal and direct at
4 the same time, if it's helpful for counsel. I

5 believe we had asked earlier and gotten declined.

6 CHAIRMAN LA ROSA: We did. 1Is that -- would

7 counsel agree, OPC, that we are going into rebuttal
8 segment or discussion?

9 MS. CHRISTENSEN: I don't -- I think these are
10 probably fair questions, because his direct

11 testimony talks about how he calculates the CAPM

12 using the S&P 500, and how he does that. And so I
13 am testing whether or not it's consistent with

14 FERC. If counsel would prefer, we can save these
15 questions for rebuttal.

16 MR. BURNETT: Thank you, Mr. Chairman. I

17 don't prefer at all. We asked earlier if we could
18 merge the two together for efficiency, and we were
19 told no by OPC. If they want to do it now, they

20 changed their mind, we would love it.

21 CHAIRMAN LA ROSA: Yeah.

22 MS. CHRISTENSEN: I mean, I don't think that
23 they are, you know, encroaching solely on rebuttal
24 testimony. I can ask my questions, I won't -- I

25 don't think it will be going into the same area in
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1 rebuttal so we can do now or we can do it later. I
2 don't really care. Would you prefer that I --

3 CHAIRMAN LA ROSA: I am sorry?

4 MS. CHRISTENSEN: I said I am happy to defer

5 the questions on the FERC order until we get to

6 rebuttal.

7 CHAIRMAN LA ROSA: Yeah, let's do that.

8 MS. CHRISTENSEN: Okay. Let me just take a

9 look real briefly.

10 BY MS. CHRISTENSEN:

11 Q Okay. Now, let me ask you about the CAPM.

12 That uses three inputs. First is the risk-free rate of
13 interest, usually long-term bonds such as the 30-year

14 U.S. Treasury, correct?

15 A That's right.

16 Q An the S&P 500 has a beta of .1, and a company
17 above .1 is usually considered more risky than the stock

18 market, and below .1 is less risky, is that correct?

19 A The beta for the market is 1.0.

20 Q All right. 1.0, sorry. 1It's getting late, I
21 am getting a little tired, but -- okay.

22 So 1.0 is the S&P 500. Above 1.0 is usually

23 considered more risky, and below 1.0 is usually
24 considered less risky than the market, correct?

25 A Generally so, yes.
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Q Okay. And you would agree that the financial
components of a CAPM is the expected equity or market
risk premium which is often -- which is often the most
difficult input to measure, correct?

A I would say that all three inputs to the CAPM
are difficult to measure. The beta, the market equity
risk premium and, for that matter, the risk-free rate.
So that's one of the challenges of the model, is that
all three are difficult to estimate, and there 1is a
great amount of debate about both the robustness of the
model and sources of those inputs. That's one of the
things that we deal with when we use the model.

Q Okay. But generally speaking, the 30-year
U.S. Treasury, that's something that you can find that's

published by the U.S. government on a daily basis,

correct?
A I have been in long dragged out debates
regarding the future of the risk-free rate. So I would

love to say the answer to your question 1is yes, but not
in say experience, even that is subject to considerable
scrutiny and debate, whether or not you use a current or
forward-looking risk-free rate is an issue.

And just look at, since this commission last
set the ROE for Florida Power & Light in 2021, when the

risk-free rate was below two percent, you know, 1it's now
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1 been hovering between 4 and 5 percent. So I wouldn't

2 restrict the difficulty to just the market equity risk
3 premium.

4 Q All right. Fair enough.

5 You would -- if you look at figure 13 on page
6 39 of your direct testimony, this shows the results of

7 your CAPM, correct?

8 A Yes.
9 Q And your results of your CAPM using Bloomberg
10 and -- the result are you CAPM using the Bloomberg

11 current risk-free rate of 4.56 percent results in a

12 15.37 percent end result with an implied risk premium of
13 10.82 percent, correct?

14 A The 15.37 and the implied risk premium, where

15 are you getting that from?

16 Q Correct. If you look at figure 13 --
17 A Uh-huh.
18 Q -- and you say the current risk-free rate,

19 4.56 percent, correct?

20 A Yes.

21 Q And if you look at the Bloomberg betas, that's
22 15.37, so if you subtract the risk-free rate from the

23 Bloomberg rate, you end up with an implied risk premium
24 of 10.81, correct, subject to check?

25 A Yes.
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Q Okay. And subject to check, looking at the
CAPM results using the Bloomberg projected risk-free
rate of 4.30, and taking that from the 15.34 percent,

you would end up with an implied risk premium of 11.04,

correct?
A Yes.
Q Okay. And looking at, then, the Value Line

betas, if you look at the current risk-free rate column
and subtract that from the Value Line beta of 15.95, you
would end up with an implied risk premium of 11.04,
correct, subject to check?

A Subject to check, yes.

Q And subject to check, on the projected
risk-free rate of 4.30 using the Value Line betas of
15.93, if you subtract that, would you end up with an
implied risk premium of 11.63 percent, correct?

A Yes.

Q Okay. And if you averaged out the implied
risk premiums that we just discussed, subject to check,
the average of your implied risk premiums in the CAPM is
11.21 percent, correct?

A Well, subject to check. You have thrown a lot
of math at me there that I haven't done.

Q I understand.

Are you familiar with Kroll and its market
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1 risk premium?

2 A Yes.

3 Q Okay. And can I ask to go to F2-12323? And

4 this would show the recommended U.S. equity risk premium
5 and corresponding risk-free rates to be used in

6 computing the cost of capital January 2008 to present,

7 would you agree?

8 A That's the title, yes.

9 Q Okay. And it shows a 5.5 percent estimated

10 risk premium, correct?

11 A I don't see it on the screen, but --

12 Q If you scroll down and you see in big green

13 letters 5.5 percent current U.S. ERP, do you see that?
14 A I see it now, yes.

15 Q Okay. And would you agree that you have

16 estimated risk premiums that are at least five percent
17 higher than that of Kroll's?

18 A Well, they are different numbers, but not only
19 are they different numbers, they don't even represent

20 the same thing.

21 Q Let me ask you this --
22 A May I explain why they are different?
23 Q I accept that, but I think further explanation

24 you might need to wait for your counsel to redirect you

25 on that.
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1 A Okay.

2 Q Let me ask you this: The risk premium is the
3 investment return an asset is expected to yield in

4 excess of the risk free rate of return, is that a fair

5 statement?

6 A Could you repeat it but more slowly?
7 Q Certainly.
8 The risk premium is the invested -- investment

9 one return an asset is expected to yield in excess of
10 the risk-free rate of return, is that a fair statement?
11 A That's reasonable.

12 Q Okay. On page 40 of your testimony, lines 16
13 and 17, you say that you relied on the authorized

14 returns from a large sample of vertically integrated

15 electric utilities companies, correct?

16 A That's right.

17 Q And then on page 42 of your testimony, figure
18 15, this shows your risk premium result, correct?

19 A Yes.

20 Q And the first row shows the yield for the

21 30-year treasury bond rate depending on which ones you
22 looked at, correct?

23 A Yes.

24 Q And the second row shows the risk premium,

25 where you have a risk premiums of 6.01 percent, 6.05
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percent and 6.15 percent, correct?

A Yes.

Q And then the third row, that shows the -- what
you labeled the resulting ROE of 10.57 percent, 10.53
percent and 10.45 percent, correct?

A That's right. That's one of the models I
used.

Q Okay. And looking at your Exhibit JMC-6, this
shows the average of the authorized electric ROEs in the
fourth quarter of 2024, and that would be C6-1601, and
have you go there. Are you there?

A I am there.

Q Okay. And if you go to the last page, that
shows the most recent average authorized electric ROESs,
is that correct?

A Most recent available at the time I submitted
my direct testimony, yes.

Q Okay.

A Yeah.

Q And if you look at the fourth quarter of 2024,
that shows the average authorized electric ROE was 9.88
percent, correct?

A Yes.

Q And would you agree that the average

authorized electric ROEs have not been above 11 percent
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for the last 20 years?

A Yes. If you go to JMC-6, page two of four,
that same exhibit, the last time that I could see that
the average was over 11 was the fourth quarter of
2004 --

Q Okay.

A -- when the U.S. government treasury yield was
4.86 percent.

Q Right.

A Today, that treasury yield is 4.75 percent,
almost exactly what was then, and that's an important
point.

Q Right. And if you look at 2005 for the first
yachter, that average ROE started dropping to 10.63
percent when the U.S. treasury was 4.69 percent?

A I see that.

Q Okay. And in note one, I believe, of this
exhibit, you say that the source for this information
was the Regulatory Research Associates through December
31st, 2024; is that correct?

A Yes.

Q Now, going back to your testimony, which
should be somewhere around page 43. This is where you
start -- or I am sorry, page 42, D, you talk about your

expected earnings results, is that correct?
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1 A Yes.

2 Q Okay. And on 43, you say your mean result for
3 this analysis is a mean of 10.91 percent and a median of
4 10.27 percent, is that correct?

5 A Yes.

6 Q And on page 44, if you look at the results for
7 all of your modeling, the DCF, the CAPM, the risk

8 premium and the expected earnings model, right, that

9 shows all your results?

10 A Yes.

11 Q In looking at the figure, the only average

12 model result in this chart with a result higher than

13 11 percent is your CAPM model result, correct?

14 A For an average result, yes, average or median,
15 yes.

16 Q Okay.

17 CHATRMAN LA ROSA: Ms. Christensen, I am going
18 to call it a night in a second, but I don't want to
19 stop your momentum, so I just kind of maybe want to
20 give you, like, a two-minute warning.

21 MS. CHRISTENSEN: I -- well, I have -- right
22 now, I have about three-and-a-half pages left to

23 go, so it, I mean, i1f you are willing to push

24 through, I probably could finish my cross tonight,
25 but that's up to you. I mean, I think it's only
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1 probably about another 30 minutes, but I leave that
2 to your discretion.

3 CHAIRMAN LA ROSA: Yeah, I would rather start
4 fresh in the morning.

5 MS. CHRISTENSEN: Okay.

6 CHAIRMAN LA ROSA: I want to find a good pivot
7 point. If it's a few more minutes, great. If it's
8 now, wonderful.

9 MS. CHRISTENSEN: Let me get to my next

10 subject break --

11 CHAIRMAN LA ROSA: Sure.

12 MS. CHRISTENSEN: -- and that would be good?
13 CHAIRMAN LA ROSA: Sure. Yeah, that was nmy

14 intention.

15 BY MS. CHRISTENSEN:

16 Q Okay. Subject to check, the CAPM result using
17 the current interest rates is 4.74 points above the

18 highest result, your expected earnings results, correct?
19 A Above the next highest, is that your question?
20 Q If you take the difference between your 15.65
21 and the expected earnings, which is your next highest

22 result of 10.91, that difference, using the current

23 interest rates, is 4.7 percent higher, correct?

24 A Yes.

25 Q And then if you move over to the ROE estimate
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using projected interest rates, the difference between
the CAPM and the next highest, the expected earnings of
10.91 is 4.72 percent, correct?

A That's right.

Q And if you look at your CAPM results -- if you
look at your CAPM results as an outlier and eliminate it
from the results, you would agree that, subject to
check, the average of your results using the current
interest rates would be around 10.59 percent?

A You are asking me to make an assumption that I
wouldn't make, and that is that my CAPM results are
outliers. They are higher than the others, but that
doesn't mean it's an outlier. It's a commonly used
model for estimating the cost of capital for utilities,
and I weight it equally with the other models, but I
don't consider it an outlier, which is the premise of
your question.

Q Well, if -- let's assume you didn't consider
the 15.65 percent in this determination and just used
the average of the three remaining results, you would
agree that the average from the three remaining results

would be 10.59 percent, correct?

A I would have to do that math.
Q Okay.
A But, of course, if I take a high number away
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from three numbers that are lower, the average will be
lower. It's just the reciprocal would be true, if I
took out the low end of the numbers, the 10.28, the
average would be higher. So that's just a fact.

Q Right. And the fact would be that that would
be 10.59 percent if the CAPM was removed under the
current interest rates and 10.5 percent if you are using
projected interest rates, subject to check, as just
mathematically the way it was fall out, correct?

A Well, if you have done the math, then I will
say, yes, subject to check.

Q Okay. And if you substituted the Kroll
estimated market risk premium of 5.5 percent, your
elevated current risk market premium of 12.11 percent,
or the projected market risk premium in your CAPM
results would be in the nine percent to 10 percent
range, correct?

A I cannot respond to that question the way you
have asked it, because you are now asking me to
substitute something from Kroll, which is an overall
market premium, into the CAPM model. And the numbers
that you discussed earlier deriving an implied market
premium, were for the utility group not for the market
as a whole. So you are mixing apples with oranges at a

minimum, and I really couldn't make the conclusion you
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1 are trying to ask me to make.

2 Q Well, let's take the -- well, I think for

3 right now, I think I will stop there for tonight and

4 avoid some more complicated math at this late hour and

5 start fresh in the morning.

6 CHAIRMAN LA ROSA: Okay. Excellent.

7 All right. So tomorrow, we will start at 9:00
8 a.m. Obviously, we will pick up right where we

9 left off this evening.

10 Still have a few witnesses, obviously, to work
11 through tomorrow, and then a schedule, a few for

12 Monday and Tuesday. Of course, we will continue to
13 keep track and just kind of check in as things are
14 moving along tomorrow to figure out what time we

15 can finish.

lo I just want to say this, I know that working
17 sometimes a little bit later can be a little more
18 difficult. I appreciate everyone's professionalism
19 as we are trying to move, you know, through things.
20 So thank you guys for working with me and working
21 until past eight o'clock now.

22 MS. MONCADA: Thank you.

23 MS. EATON: Sure. I wanted to say, our

24 witnesses for Walmart are here, and we have talked
25 with FPL's counsel, and they are willing to, when
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1 we complete this examination, to have our witnesses
2 come on the stand. And I know it's in the middle
3 of their case, but that way they can go ahead and
4 testify and then we can deep going with the FPL

5 case --

6 CHATRMAN LA ROSA: Okay.

7 MS. EATON: -- 1if that's okay with the

8 Commission?

9 CHAIRMAN LA ROSA: You are talking about for
10 tomorrow?

11 MS. EATON: For tomorrow, correct. For

12 tomorrow.

13 CHAIRMAN LA ROSA: Okay. All right.

14 MS. EATON: Yeah. Not tonight. Definitely
15 not tonight.

16 CHATRMAN LA ROSA: You made it sound like they
17 were here.

18 MS. EATON: Oh, sorry. No, that would be

19 tomorrow after he is completed.

20 CHAIRMAN LA ROSA: Yes.

21 MS. EATON: Yeah. Thank you.

22 CHAIRMAN LA ROSA: All right. No problem.

23 Any other housekeeping? All right.

24 Excellent.

25 All right, see you have guys tomorrow. Thank
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