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           1                  P R O C E E D I N G S

           2             (Transcript follows in sequence from

           3   volume 1.)

           4             CHAIRMAN GRAHAM:  Major, I think we left off

           5        on you with this witness, if you have any questions

           6        of him.

           7             MAJOR THOMPSON:  No questions, sir.

           8             CHAIRMAN GRAHAM:  Mr. Wright.

           9             MR. WRIGHT:  Thank you, Mr. Chairman.

          10   Thereupon,

          11                      R. SCOTT TEEL

          12   was called as a witness, having been previously duly

          13   sworn, was examined and testified as follows:

          14                    CROSS EXAMINATION

          15   BY MR. WRIGHT:

          16        Q    Good afternoon, Mr. Teel.

          17        A    Hello Schef.

          18        Q    I don't have a whole lot of questions for you.

          19   I will ask you to take a look at a few exhibits, and I

          20   would like to start with this.

          21             Will you agree that Gulf Power collects

          22   approximately 66 percent of its total retail revenues

          23   through cost recovery charges or similar line items such

          24   as gross receipts taxes and franchise fee charges?

          25        A    No, I can't agree to that number exactly.  But
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           1   I know that number has increased over the years as our

           2   commodity prices and environmental compliance

           3   obligations have increased.

           4        Q    Okay.  Do you know what the number is?

           5        A    I don't know what the number is exactly, no.

           6        Q    Okay.  Do you have any basis to dispute the

           7   number 66 percent?

           8        A    I don't have a basis to dispute it, but I

           9   can't agree with it.  I don't have those numbers in

          10   front of me.

          11        Q    Okay.  I asked Mr. Crosswhite what had

          12   happened to the company's revenues from 2002 to the

          13   present during which time your nominal base rates had

          14   not increased.

          15             Do you know what your total revenues were or

          16   your base rate revenues were in 2002?

          17        A    I can find that, give me one second.

          18        Q    Thank you.

          19        A    Actually, no, my numbers only go back to 2003.

          20   My numbers for base revenues are approximately

          21   $412 million.  They grew to approximately 435 in 2007

          22   and have since dropped to 422 in 2010.

          23        Q    Thank you.

          24             Do you know your total revenue numbers for the

          25   same time period?

                         FLORIDA PUBLIC SERVICE COMMISSION

                                                                         256

           1        A    I do not have those, no.

           2        Q    Thank you.

           3             Given that you are asking for an increase for

           4   rates, would it be fair to conclude that your costs per

           5   unit of sales are increasing?

           6        A    Yes, I would say that's probably fair.

           7        Q    Okay.  Would it be fair to conclude that your

           8   overall revenue per kilowatt hour sold has increased

           9   since 2002?

          10        A    Yes.  Yes.  Yes.  That's true.

          11        Q    So when you were talking about your costs, the

          12   company's efforts to defer the rate case, would it be

          13   accurate to say that you've undertaken to control costs

          14   but that cost has still increased?

          15        A    I'm sorry, I missed the last part.

          16        Q    In light of your and other witnesses'

          17   assertions that the company has undertaken to defer this

          18   rate case, would it be more accurate to say that the

          19   company has controlled costs rather than reducing costs?

          20        A    No, there are instances where over the past

          21   several years we have not only controlled costs but we

          22   have cut costs on a sustainable basis.

          23             I would reference in 2009 where we did not

          24   have any merit raises for our employees, those savings

          25   will be sustainable.  On the same token, some of the
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           1   costs that we controlled and actually cut associated

           2   with some of our medical benefits will produce

           3   sustainable savings as well.

           4        Q    But overall your costs have increased?

           5        A    Oh, yes.

           6        Q    I want to talk about earnings in your

           7   testimony at pages 15 and 16 of your testimony that you

           8   discussed with Mr. McGlothlin for a bit.

           9             MR. WRIGHT:  Mr. Chairman, Mr. Sayler has

          10        kindly agreed to assist me by handing out an item

          11        that I would like to mark as an exhibit, I think it

          12        may be 174.  Short title would be PEF Earnings

          13        Surveillance Reports 2010 and 2011.

          14             (Exhibit No. 174 was marked for

          15        identification.)

          16   BY MR. WRIGHT:

          17        Q    Mr. Teel, Mr. McGlothlin had you look at some

          18   excerpts of pages from, I think, three of Florida Power

          19   & Light Company's Earning Surveillance Reports.  If you

          20   would take a look at these, I expect that you'll

          21   recognize that they are the corresponding earnings

          22   Surveillance Reports for Progress Energy Florida for

          23   December 2010 and July 2011.

          24             Does that look like what these are to you?

          25        A    I have not reviewed the entire package here
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           1   but, yes, I recognize the form of the first page.

           2        Q    Well, if you'll turn to the third page,

           3   counting the cover sheet as page one, at the top that

           4   says, "Progress Energy Florida Rate of Return Report

           5   Summary December 2010," correct?

           6        A    Yes, that's the page I'm referencing.

           7        Q    Okay.  If you'll look down at the bottom on

           8   FPSC adjusted basis, that shows a return on common

           9   equity of 11.24 percent, correct?

          10        A    That's correct.

          11        Q    If you would turn about halfway back, you'll

          12   find another cover letter dated September 14, 2011

          13   following which there's a page that looks like the one

          14   we were just talking about.  The difference in the

          15   header is that it's for July of 2011.

          16        A    I'm there.

          17        Q    Okay.  And you'll agree that that reflects a

          18   return on common equity on FPSC adjusted basis of 11.07

          19   percent, correct?

          20        A    Yes.

          21        Q    During the time since the Florida Public

          22   Service Commission set FPL's rates using a 10.0 percent

          23   ROE and set Progress Energy Florida's rates using a

          24   10.5 percent ROE, will you agree that both FPL and

          25   Progress Energy Florida have been able to issue
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           1   securities?

           2        A    Yes.

           3             MR. WRIGHT:  Mr. Chairman, these I don't need

           4        marked as an exhibit inasmuch as they are

           5        Commission orders.  But I do want to have them

           6        shown to the witness and for you all to see them

           7        for demonstrative purposes.

           8   BY MR. WRIGHT:

           9        Q    By way of introduction, I will aver to you

          10   that these are copies of two fairly recent Commission

          11   orders, one dated December 8, 2010 and one dated

          12   January 31, 2011, authorizing Progress Energy Florida

          13   and Florida Power & Light Company respectively to issue

          14   securities on a going-forward basis.

          15             I bet you're familiar with PSC orders, are you

          16   not, Mr. Teel?

          17        A    Some of them, yes.

          18        Q    Okay.  Are you familiar with -- go toward the

          19   very end of the order, there are some statements that

          20   say, "Ordered that the following actions are approved or

          21   taken by the Commission."

          22        A    Yes.

          23        Q    If I could ask you to look at page eight of

          24   the FPL order, which is Order Number PSC-11-0086 issued

          25   January 31, 2011.  Do you agree that the Commission
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           1   authorized FPL to issue equity and debt securities

           2   and/or to assume liabilities in an aggregate amount not

           3   to exceed $6.1 billion during 2011?

           4        A    Yes, I see that now.

           5        Q    And would you also agree that the Commission

           6   authorized FPL to have outstanding at any point in time

           7   during 2011 and 2012 short-term securities in an amount

           8   not to exceed $4.0 billion?

           9             MR. MELSON:  Objection, relevance.  What the

          10        Commission has authorized FPL to do has nothing to

          11        do with whether FPL can actually issue securities

          12        or at what price?

          13             CHAIRMAN GRAHAM:  Mr. Wright.

          14             MR. WRIGHT:  Well, in the first instance, it's

          15        completely relevant to his attempt to criticize the

          16        declining regulatory environment in Florida.

          17        Companies being able to issue securities with the

          18        Commission's approval are certainly not the

          19        hallmarks of declining regulatory environments;

          20        they are the hallmark of constructive regulatory

          21        environment.  And we will in fact get to FPL and

          22        Progress' 10-Ks to their actual ability to issue

          23        securities momentarily.

          24             MR. MELSON:  Commissioner, the fact that the

          25        Commission authorizes, as they do every year for
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           1        every electric utility, the issuance of securities

           2        has no relevance to any of the issues in this case.

           3             CHAIRMAN GRAHAM:  I disagree.  I think he's

           4        making -- he's getting to a point.  I'll let him

           5        continue.

           6             MR. WRIGHT:  Thank you, Mr. Chairman.

           7   BY MR. WRIGHT:

           8        Q    Similarly, Mr. Teel, if you would look towards

           9   the back of the Progress order, which is order

          10   PSC-10-0717 dated December 8th, 2010.  If you would look

          11   at the bottom of page three of that order, do you agree

          12   that it says that the Commission has authorized Progress

          13   to issue equity, long-term debt, and other long-term

          14   obligations during 2011 up to a billion dollars?

          15        A    Yes, I see that.

          16        Q    And similarly on the top of page four, will

          17   you agree that the order shows that the Commission has

          18   authorized Progress to have outstanding during 2011 and

          19   2012 short-term securities and obligations up to a

          20   billion dollars?

          21        A    I see that as well.

          22             MR. WRIGHT:  Mr. Chairman, Mr. Sayler is

          23        kindly distributing some excerpts from Progress

          24        Energy Corporation's 2010 Form 10-K and also FPL's

          25        2010 Form 10-K.  These will go to the actual

                         FLORIDA PUBLIC SERVICE COMMISSION

                                                                         262

           1        issuance of securities, and at least with respect

           2        to FPL's relative to their dividends.

           3             And, again, the proffer is that their ability

           4        to issue securities and increase their dividends is

           5        consistent with constructive regulation, so thank

           6        you.

           7             And just so you all know, these reports are

           8        pretty good sized.  I do have one copy of the

           9        total -- the complete 10-K for each utility.  But

          10        to save a couple of trees, I did not make 20-odd

          11        copies of those lengthy documents.

          12             CHAIRMAN GRAHAM:  Does it matter to you which

          13        is which?  We're on number -- Florida Power & Light

          14        with 175?

          15             MR. WRIGHT:  Yes, sir, that would be great.

          16             (Exhibit No. 175 was marked for

          17        identification.)

          18             CHAIRMAN GRAHAM:  And Progress Energy will be

          19        176.

          20             (Exhibit No. 176 was marked for

          21        identification.)

          22   BY MR. WRIGHT:

          23        Q    Mr. Teel, if I could ask you to look at what

          24   has now been marked for identification Exhibit 175,

          25   that's an excerpt from FPL's 2010 Form 10-K.  And I'm
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           1   betting you're familiar with 10-Ks; is that correct?

           2        A    Yes, I am.

           3        Q    Okay.  If I could ask you to look toward the

           4   bottom of numbered page 44, the next to the last

           5   paragraph there states that, in essence, "In 2009 and

           6   2010 Nextera Energy received gross proceeds through the

           7   sale and issuance of common stock of a total of

           8   $400 million, 200 million -- 240 million in 2010 and

           9   160 million in 2009; is that correct?

          10        A    That is correct.

          11        Q    And given that FPL has reported this in its

          12   10-K, you would accept this as true, correct?

          13        A    Certainly.

          14        Q    If I could next ask you to turn three pages

          15   further back into this document to what is numbered

          16   page 47, there is a table of debt issuances.  And I

          17   think you'll -- by looking at it fairly quickly, if you

          18   look in the company column, you'll see two entries for

          19   FPL that indicate that in February of 2010 FPL issued

          20   $500 million in first mortgage bonds and in December of

          21   2010 FPL issued $400 million in first mortgage bonds,

          22   correct?

          23        A    I see that as well.

          24        Q    Okay.  And you would accept these as true

          25   representations by FPL, correct?
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           1        A    Yes.

           2        Q    Finally, if I could ask you to look at page 48

           3   just below the footnotes there, there is a paragraph

           4   headed "Covenants" and three sentences in there, there

           5   are some statements that indicate that during the first

           6   quarter of 2010, Nextera Energy increased the quarterly

           7   dividends on its common stock from 47 and a quarter

           8   cents to 50 cents a share and then in February of '11

           9   they further increased the quarterly dividend on the

          10   common stock from 50 to 55 cents a share, correct?

          11        A    I'm sorry, which page are you on?

          12        Q    I'm sorry, it is numbered page 48.  I may have

          13   picked up speed, I apologize.

          14        A    Yes, I'm there.  I see that.

          15        Q    Okay.  If you could look at the numbers in the

          16   paragraph that's headed "Covenants."  Do you agree that

          17   it shows that Nextera has increased their quarterly

          18   dividends on common equity from 47 and a quarter to 50

          19   cents a share in early 2010 and then in February of '11

          20   they further increased it from 50 cents a share to 55

          21   cents a share?

          22        A    Yes.

          23        Q    Thank you.

          24             If I could ask you now to look at what has

          25   been marked for identification as Exhibit 176, which is
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           1   likewise an excerpt from Progress Energy's

           2   corresponding -- well, I shouldn't say an excerpt -- but

           3   from Progress Energy's 10-K.

           4             If I could ask you to turn to the last page in

           5   the Exhibit 176, which is numbered page 77 of their 2010

           6   Form 10-K.  Just looking in 2010, the second bullet

           7   point indicates that in March of 2010 Progress Energy

           8   Florida issued $250 million of first mortgage bonds and

           9   another $350 million of first mortgage bonds due at a

          10   later date, correct?

          11        A    Yes.

          12        Q    And the next bullet indicates that Progress

          13   Energy Florida and Progress Energy Carolinas entered

          14   into new $750 million revolving credit agreements?

          15        A    Yes.

          16        Q    And finally the last bullet there indicates

          17   that Progress Energy, the parent corporation, issued

          18   approximately 12.2 million shares of its common stock

          19   during 2010, correct?

          20        A    Yes.

          21        Q    And based on the fact these are 10-Ks, you

          22   would accept these as true representations, correct?

          23        A    I would.

          24        Q    Okay.

          25             MR. WRIGHT:  Mr. Chairman, Mr. Sayler is
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           1        kindly distributing another document that I would

           2        like marked as an exhibit.  And these are simply

           3        stock price summaries for Nextera Energy,

           4        Incorporated, the parent of FPL, and Progress

           5        Energy, Incorporated, the parent of Progress Energy

           6        Florida for 2008 through 2010 which I obtained from

           7        the Morningstar website.

           8             CHAIRMAN GRAHAM:  So we'll call this 177.

           9             MR. WRIGHT:  Yes, please, sir.

          10             (Exhibit No. 177 was marked for

          11        identification.)

          12             CHAIRMAN GRAHAM:  FPL and Progress stock

          13        prices 2008 through 2011?

          14             MR. WRIGHT:  Yes, sir.  Thank you.

          15   BY MR. WRIGHT:

          16        Q    Mr. Teel, I will bet that you're familiar with

          17   the underlying facts here, but will you agree that this

          18   document shows that both FPL and Progress' stock prices

          19   have increased over the last year and a half?

          20        A    Yes.

          21        Q    Now I'm really getting to the point here.

          22   Would you agree that where a company's stock prices

          23   increase, where they're able to maintain or increase

          24   their dividends and issue adequate securities to meet

          25   their capital needs, would you agree that that's a
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           1   hallmark of a constructive regulatory environment?

           2        A    I would agree that the ability of both

           3   Progress and FP&L to attract capital today is a function

           4   and part of a stable economic environment.

           5             My testimony is that we need access to capital

           6   continuously in all market conditions.  The market

           7   conditions over the past couple of years in which

           8   Mr. Wright references here, access to capital has been

           9   available for these utilities, even those with BBB

          10   credit ratings.

          11        Q    And you would agree that they have had

          12   adequate access to capital continuously over the last

          13   year and a half since their rate case orders in March of

          14   2010?

          15        A    Yes, I would agree with that.

          16        Q    And they're not in for rate relief now, are

          17   they?

          18        A    Not currently, no.

          19        Q    From that, I would deduce that they expect to

          20   be able to -- well, I'm going to drop that because

          21   they're operating under settlements.

          22             I would deduce that they're not in any danger

          23   of operating below the floor of their settlement

          24   agreements; would you agree with that?

          25        A    Could you repeat that question again?
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           1        Q    Are you aware of the settlement agreements

           2   that FPL and Progress entered into with the consumer

           3   parties to their rate cases?

           4        A    Yes, I am aware.  And in FP&L's case, my

           5   understanding is they had a surplus depreciation reserve

           6   and as such they are permitted to use that to their

           7   discretion in order to meet their return on equity.

           8        Q    Are you aware that those settlement agreements

           9   include an ROE floor that if either utility were to fall

          10   below that floor they would be allowed under the

          11   settlement stipulation to come to the Commission for

          12   rate relief?

          13        A    That's my understanding, yes.

          14        Q    Based on looking at their earning surveillance

          15   reports and the other data we've just been talking

          16   about, you don't think they are in any danger of having

          17   to come in for that kind of relief, do you?

          18        A    No, I do not believe they are.  FP&L, again,

          19   does have the discretion to use their depreciation

          20   reserve surplus in order to avoid that situation.

          21        Q    Both you and -- this is my last little bit --

          22   both you and Mr. Crosswhite have talked about your

          23   reliance on Dr. Vander Weide's testimony for your

          24   11.7 percent ROE request, correct?

          25        A    Repeat that one more time for me, please.
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           1        Q    Isn't it correct that both Mr. Crosswhite and

           2   yourself have stated that you have relied on Dr. Vander

           3   Weide's testimony to support your 11.7 percent ROE

           4   request?

           5        A    That's correct; he is our cost of equity

           6   expert.

           7        Q    Did you review the proceedings in the last

           8   Progress Energy rate case, Docket 090079-EI?

           9        A    Not completely, no.

          10        Q    Are you aware of what ROE Dr. Vander Weide

          11   advocated for in that case?

          12        A    No, I am not.

          13        Q    Well, I will aver to you -- and I can show you

          14   the order if you want to see it -- that he advocated for

          15   an ROE of 12.4 percent.  Did you know that?

          16        A    No, I did not know that.

          17        Q    Okay.  And similarly I guess you didn't know

          18   what Professor Woolridge advocated for in that case

          19   either, did you?

          20        A    No, I do not know that.

          21        Q    Thank you.

          22             MR. WRIGHT:  Thank you, Mr. Chairman.  Thank

          23        you, Mr. Teel.

          24             CHAIRMAN GRAHAM:  Staff.

          25             MS. BARRERA:  We have no questions for this
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           1        witness.

           2             CHAIRMAN GRAHAM:  Commissioners.  Commissioner

           3        Balbis.

           4             COMMISSIONER BALBIS:  Thank you, Mr. Chairman,

           5        and thank you, Mr. Teel, for testifying today.  I

           6        have a few questions for you.

           7             The first set of questions has to do with the

           8        storm accrual or the storm reserve.  Are you aware

           9        that utilities -- some utilities have a funded

          10        reserve and some an unfunded reserve?

          11             THE WITNESS:  Yes, I'm aware of that.

          12             COMMISSIONER BALBIS:  Is Gulf's reserve, is

          13        that a funded or an unfunded reserve?

          14             THE WITNESS:  Yes, it is funded.

          15             COMMISSIONER BALBIS:  Okay.  And does the

          16        Commission require Gulf Power to keep that a funded

          17        reserve or is it at the discretion of the utility?

          18             THE WITNESS:  I'm not positive that I can

          19        answer that question.  I know that it is funded

          20        though.

          21             COMMISSIONER BALBIS:  And the difference

          22        between a funded and unfunded reserve would be a

          23        funded reserve -- and I apologize, I'm an engineer,

          24        not an accountant -- but a funded reserve means

          25        there's actual dollars in an account that's set
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           1        aside for use for storm recovery, correct?

           2             THE WITNESS:  That's correct, we have cash in

           3        the bank.

           4             COMMISSIONER BALBIS:  And can you explain what

           5        an unfunded reserve would be?

           6             THE WITNESS:  An unfunded reserve then

           7        alternatively would be one that does not set aside

           8        funds specifically for a storm reserve, rather the

           9        company has the money and collects that money;

          10        however, it is not set aside in effect in trust in

          11        the event of a storm.

          12             COMMISSIONER BALBIS:  Okay.  Thank you.

          13             And to change gears a little bit, you

          14        mentioned in your testimony about the Crist Turbine

          15        Upgrade Project, Turbines 6 and 7?

          16             THE WITNESS:  Yes.

          17             COMMISSIONER BALBIS:  And Gulf is requesting

          18        that these costs or a portion of these costs be

          19        recovered through base rates, correct?

          20             THE WITNESS:  Yes, that's correct.

          21             COMMISSIONER BALBIS:  And not in the ECRC

          22        clause?

          23             THE WITNESS:  Those costs relating to the

          24        investment that have already gone into service have

          25        been recovered through the environmental clause
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           1        during this proceeding.

           2             Now, those investments would be moved into

           3        base rates, as would those costs for turbine

           4        upgrades that have not been moved into service yet.

           5             COMMISSIONER BALBIS:  And how much of the

           6        costs were recovered through the ECRC clause?  And

           7        I believe the project started in '07 or '08.  When

           8        did the project start?

           9             THE WITNESS:  I can't recall the exact dates

          10        that those projects were started.  And I would

          11        defer you to witness McMillan on the exact amounts

          12        in the environmental clause, as well as those

          13        amounts that are -- that will be recovered in base

          14        rates.

          15             COMMISSIONER BALBIS:  Okay.  So you state that

          16        Mr. McMillan would be a better witness to discuss

          17        that project?

          18             THE WITNESS:  Yes.

          19             COMMISSIONER BALBIS:  Okay.  Because my

          20        concern is that this Commission, I believe, with

          21        FPL's Scherer Units, that we decided that that is

          22        not an appropriate cost to be recovered through

          23        ECRC.

          24             My question to you, and also I'll ask

          25        Mr. McMillan, is how much have you recovered

                         FLORIDA PUBLIC SERVICE COMMISSION

                                                                         273

           1        through the ECRC clause and how is that different

           2        from what the Commission decided with FPL's Scherer

           3        units?

           4             THE WITNESS:  Again, I can't answer the

           5        question of how much has been recovered through the

           6        environmental clause.  We have been recovering

           7        those through the environmental clause as a result

           8        of the approval of our environmental clause rates

           9        in the past.

          10             Since the Florida Power & Light decision,

          11        then, you know, in recognition of those turbine

          12        upgrades should be recovered through base rates,

          13        now we are proposing also to move those into base

          14        rates.

          15             COMMISSIONER BALBIS:  Okay.  Thank you.

          16             And the last question that I -- and I think

          17        you've already covered this -- but just to

          18        summarize, the current Commission-approved ROE for

          19        Gulf Power, including the performance reward, is 12

          20        percent; is that correct?

          21             THE WITNESS:  That's correct.

          22             COMMISSIONER BALBIS:  And in this rate case,

          23        you're requesting a reduction to 11.7 percent?

          24             THE WITNESS:  11.7 percent, yes, is the cost

          25        of equity we're proposing.
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           1             COMMISSIONER BALBIS:  Okay.  Thank you.  I

           2        have nothing further.

           3             CHAIRMAN GRAHAM:  Commissioner Brown.

           4             COMMISSIONER BROWN:  Thank you.  Good

           5        afternoon.  I just have a few questions regarding

           6        cost saving measures that the company has employed.

           7             In your direct testimony on page eight, lines

           8        three and four -- I'll wait till you get there --

           9        you address that Gulf has implemented restrictions

          10        on its hiring in 2009.

          11             Is that currently still in place and if so can

          12        you elaborate on what those restrictions are?

          13             THE WITNESS:  No, those restrictions are not

          14        in place now.  We are in the process and close to

          15        hiring up to our full complement.  Prior to that in

          16        2008 and 2009, we restricted hiring, and the way

          17        that we managed that was that any hiring had to be

          18        approved by the officer of that department.

          19             COMMISSIONER BROWN:  Okay.  Thank you.  And

          20        also on that same page, you state that there have

          21        not been merit raises to nonunion employees.  Is

          22        that for every year since 2009 or just in 2009?

          23             THE WITNESS:  No, that is only in 2009.

          24        However, those reductions and those merit raises,

          25        actually, they will produce sustainable savings
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           1        because we're not compounding on a larger number.

           2             COMMISSIONER BROWN:  Okay.  What about cost of

           3        living adjustments, have employees, nonunion as

           4        well as regular employees, union employees, been

           5        receiving cost of living adjustments?

           6             THE WITNESS:  Each year we establish what we

           7        call a merit raise amount, which is based on market

           8        compensation levels.  So, yes, I think that would

           9        incapsulate and be expected to cover cost of living

          10        adjustments.  And that's what we passed on in 2009

          11        and have since picked that back up in 2010.

          12             COMMISSIONER BROWN:  What is the percentage

          13        currently in place?

          14             THE WITNESS:  I am not aware of what that

          15        percentage will be in 2012.  That percentage may

          16        vary from year to year based on market conditions.

          17             COMMISSIONER BROWN:  Thank you.

          18             THE WITNESS:  Uh-huh.

          19             CHAIRMAN GRAHAM:  Redirect.

          20             MR. MELSON:  Just a few, Mr. Chairman.

          21                   REDIRECT EXAMINATION

          22   BY MR. MELSON:

          23        Q    You were asked a series of questions first by

          24   Mr. McGlothlin and by Mr. Wright about the earnings of

          25   Florida Power & Light Company and Progress Energy
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           1   Florida since their last rate case.

           2             Are you aware of whether either company or

           3   both entered into settlements after the conclusion of

           4   those cases?

           5        A    Yes, I'm aware that Florida Power & Light did

           6   enter into a settlement, and as a part of that

           7   settlement they were able to use at their discretion a

           8   depreciation reserve surplus in order to achieve a

           9   return that they otherwise would not be able to.  So

          10   that is the primary factor in their being able to

          11   achieve an 11 percent ROE.

          12        Q    Do you know whether Progress entered into a

          13   similar settlement that allowed them to amortize a

          14   depreciation reserve to affect their earnings?

          15        A    No, I'm not aware of that.

          16        Q    Mr. Wright started a question and then I think

          17   he sort of withdrew it.  But to be clear, are you aware

          18   of whether the FPL settlement would prohibit them from

          19   filing a rate case prior to the end of -- well, are you

          20   aware of what the FPL settlement provides with regards

          21   to filing a rate case?

          22        A    My understanding is they cannot file a rate

          23   case before 2012.

          24             MR. MELSON:  And, Commissioners, just to put

          25        the parties on notice, we will be asking in our
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           1        brief for the Commission to take official

           2        recognition of Order 11-0089 which approved a

           3        settlement in the Florida Power & Light case after

           4        the Commission's decision and a similar Order

           5        10-0398 which also approved a post-decision

           6        settlement in the Progress Energy Florida case.

           7             CHAIRMAN GRAHAM:  I remember it well.

           8   BY MR. MELSON:

           9        Q    With regard to the parent-debt adjustment,

          10   Ms. Kaufman asked you if it was possible to trace

          11   dollars.  Do you remember that question?

          12        A    I do.

          13        Q    Is the presumption in the parent-debt

          14   adjustment rule about imputing debt a rebuttable

          15   presumption or an irrebuttable presumption?

          16        A    It is a rebuttable presumption.

          17        Q    If tracing were required, would it be possible

          18   to rebut the presumption?

          19        A    It would not.  If tracing dollars were

          20   required, the presumption would effectively be

          21   irrebuttable.

          22        Q    You were asked questions by a couple of the

          23   intervenors regarding the fact that Gulf has continued

          24   to provide good service since mid 2010 when your rates

          25   fell below the bottom of the range.
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           1             Why have your returns been low since that

           2   time?

           3        A    Our returns have been declining during that

           4   time because we deemed that some of those costs that we

           5   were controlling, we could no longer -- we could no

           6   longer hold the line on some of that spending.  So we

           7   have been spending at the levels that we know we need to

           8   spend sustainably and our returns therefore have

           9   declined below 6 percent now.

          10             And what we recognized is that a 6 percent

          11   return on equity is simply not sustainable in the

          12   long-term.  It is not a return that's acceptable for

          13   investors.

          14        Q    If you had attempted to keep your returns up

          15   by further cutting spending, is it possible that service

          16   would have been impacted?

          17        A    Yes.  We believe in the long-run service would

          18   be impacted if we don't spend what we believe is

          19   necessary to provide that service.  So while we looked

          20   for opportunities to control costs and cut some costs

          21   during that period of time, the time has come now that

          22   we need to get back to that normal level of spending and

          23   that level of spending.  This reflected in our rate case

          24   in order to continue to provide this level of service in

          25   the long-term.
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           1        Q    You were asked a question about the Fitch

           2   Credit Report and I believe whether you knew

           3   specifically who wrote it.  Regardless of who wrote it,

           4   do investors rely on -- do debt investors rely on those

           5   rating agency reports?

           6        A    Yes, they do.  And that is the relevant point,

           7   is that the opinions of the credit rating agencies do

           8   matter.  Investors pay attention to them and you can --

           9   that is demonstrated by the fact that the debt costs for

          10   different -- for companies that are rated in different

          11   categories are correlated, so you'll see that BBB-rated

          12   companies will pay higher debt costs than an A-rated

          13   company.  So clearly the credit rating agencies' reports

          14   matter and investors are influenced by them.

          15             MR. MELSON:  That's all I've got,

          16        Mr. Chairman.  And Gulf would move Exhibit 10.

          17             MS. KAUFMAN:  Mr. Chairman, FIPUG would object

          18        to Exhibit 10.  I think it's Mr. Teel's Schedule 7,

          19        8, and 9, which are the rating reports that we have

          20        discussed at some length here.  No witness has been

          21        produced that we can cross examine about those

          22        reports and we don't think that they meet any of

          23        the hearsay -- clearly they're hearsay, they don't

          24        meet the hearsay objection, and we would object to

          25        those exhibits which are a subset of Staff
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           1        Exhibit 10.

           2             CHAIRMAN GRAHAM:  I'm going to allow the

           3        reports.

           4             (Exhibit No. 10 received in evidence.)

           5             CHAIRMAN GRAHAM:  Any other exhibits to go in?

           6             MR. McGLOTHLIN:  OPC moves Exhibit 173, which

           7        was the FPL Surveillance Report.

           8             MR. WRIGHT:  The Retail Federation moves

           9        Exhibit 174, 175, 176, and 177.

          10             MR. MELSON:  Mr. Chairman, we object to 175

          11        and 176 so long as they remain as excerpts.  If the

          12        Retail Federation wants to put the entire 10-K

          13        report in so that we can cite to other things in

          14        that report, we would be happy to do that.  But

          15        we're concerned the witness did not have the full

          16        report to review and no basis to judge if those

          17        excerpts were taken out of context.

          18             CHAIRMAN GRAHAM:  Mr. Wright, are you willing

          19        to put in the entire 10-K?

          20             MR. WRIGHT:  Of course, Mr. Chairman.  I

          21        would, out of respect for the environment, ask for

          22        leave to do so electronically, if that's okay.

          23             CHAIRMAN GRAHAM:  That's quite all right.

          24             MR. WRIGHT:  Thank you, sir.

          25             CHAIRMAN GRAHAM:  Okay.  So we will enter 73,
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           1        74, 75, 76 and 77 -- 173 through 177 into the

           2        record.

           3             (Exhibit Nos. 173 through 177 received in

           4        evidence.)

           5             MR. McGLOTHLIN:  Mr. Chairman, we also

           6        referred to an interrogatory answer that didn't get

           7        assigned a hearing exhibit number.  I was informed

           8        during a break that that particular answer to

           9        interrogatory had not been part of the stipulation.

          10             During the break we resolved that and I think

          11        the other parties will confirm that there is no

          12        objection to the interrogatory that I identified

          13        or, as I understand it, any answer to interrogatory

          14        that's been identified, and staff has agreed that

          15        that can come into the record.

          16             CHAIRMAN GRAHAM:  So you're telling me that I

          17        gave you too much time during the break you

          18        couldn't just eat, you had to do more stuff?  Is

          19        that what I'm hearing you saying, Mr. McGlothlin?

          20             MR. McGLOTHLIN:  We got some work done.

          21             CHAIRMAN GRAHAM:  Ms. Klancke.

          22             MS. KLANCKE:  I think it's a little bit more

          23        nuance than that, though I would love for that to

          24        be the case.

          25             Over the break, as OPC specified, the parties
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           1        were able to stipulate to the inclusion of the

           2        staff interrogatories, or all of the

           3        interrogatories rather, listed on the comprehensive

           4        exhibit list; however, FIPUG, with the exception of

           5        certain exhibits, which FIPUG has some objection

           6        to.

           7             And just for the clarity of the record, I

           8        would like to go through the comprehensive exhibit

           9        list because all of them will be stipulated but for

          10        these.  These will be independently litigated, if

          11        necessary, and moved into the record in conjunction

          12        with the applicable witness.

          13             CHAIRMAN GRAHAM:  I'll tell you what, let's --

          14        staff exhibits start on page 14; is that correct,

          15        Number 86?

          16             MS. KLANCKE:  That's correct, 14.

          17             CHAIRMAN GRAHAM:  Well, let's go through these

          18        things one at a time and you tell me which ones are

          19        in and which ones are only in in pieces.

          20             MS. KLANCKE:  Okay.  Exhibit Number 86 is

          21        completely in with the exception of numbers 19, 20,

          22        and 21 which are withdrawn.

          23             CHAIRMAN GRAHAM:  Okay.

          24             (Exhibit No. 86 received in evidence.)

          25             MS. KLANCKE:  Number 87 is now stipulated and

                         FLORIDA PUBLIC SERVICE COMMISSION

                                                                         283

           1        entered in in its entirety.

           2             CHAIRMAN GRAHAM:  Okay.

           3             (Exhibit No. 87 received in evidence.)

           4             MS. KLANCKE:  88 similarly entered in its

           5        entirety.

           6             (Exhibit No. 88 received in evidence.)

           7             MS. KLANCKE:  With respect to 89, it will be

           8        entered into the record with the exception of

           9        Exhibit Nos. 38 and 39.

          10             MS. KAUFMAN:  If I can interrupt, Ms. Klancke,

          11        we will withdraw our objection to 38 and 39.

          12             MS. KLANCKE:  Excellent.  Well, then this will

          13        be entered in in its entirety.

          14             CHAIRMAN GRAHAM:  Okay.

          15             (Exhibit No. 89 received in evidence.)

          16             MS. KLANCKE:  Number 90 is entered in in its

          17        entirety.

          18             CHAIRMAN GRAHAM:  Okay.

          19             (Exhibit No. 90 received in evidence.)

          20             MS. KLANCKE:  Number 91 is entered in in its

          21        entirety with the exception of number 85 which was

          22        withdrawn.

          23             CHAIRMAN GRAHAM:  Is only 85 withdrawn?  What

          24        about 75 through 77 and 85 through 90?

          25             MS. KLANCKE:  All in.
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           1             CHAIRMAN GRAHAM:  Okay.  So 85 is the only one

           2        that's out?

           3             MS. KLANCKE:  Yes, sir.

           4             (Exhibit No. 91 received in evidence.)

           5             MS. KLANCKE:  Exhibit Number 92 is in in its

           6        entirety with the exception of 95, 96, 97, 99, and

           7        100, those are withdrawn.

           8             CHAIRMAN GRAHAM:  Okay.

           9             (Exhibit No. 92 received in evidence.)

          10             MS. KLANCKE:  93 is withdrawn.

          11             CHAIRMAN GRAHAM:  Okay.

          12             MS. KLANCKE:  94 is entered in in its

          13        entirety.

          14             CHAIRMAN GRAHAM:  Okay.

          15             (Exhibit No. 94 received in evidence.)

          16             MS. KLANCKE:  95 is entered in in its

          17        entirety.

          18             CHAIRMAN GRAHAM:  Okay.

          19             (Exhibit No. 95 received in evidence.)

          20             MS. KLANCKE:  96 is entered in in its

          21        entirety.

          22             (Exhibit No. 96 received in evidence.)

          23             MS. KLANCKE:  97 is entered in with the

          24        exception of 145, 146, 147, 149, 150, 153, 155,

          25        157, and 158, which are withdrawn.
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           1             MR. McGLOTHLIN:  Excuse me, Ms. Klancke, you

           2        left off 151.  Is that in fact in or is that still

           3        withdrawn?

           4             MS. KLANCKE:  That is still withdrawn.  I

           5        apologize.

           6             (Exhibit No. 97 received in evidence.)

           7             MS. KLANCKE:  Number 98, there is a notation

           8        here that --

           9             CHAIRMAN GRAHAM:  Ms. Klancke, let's go back

          10        and give me that list again on the ones that are

          11        withdrawn on 97.

          12             MS. KLANCKE:  Absolutely.  145, interrogatory

          13        response 146, interrogatory response 147, 149, 150,

          14        151, 153, 155, 157, and 158.

          15             CHAIRMAN GRAHAM:  So the only thing that's

          16        changed is 142 is off that list?

          17             MS. KLANCKE:  That is correct.

          18             CHAIRMAN GRAHAM:  Okay.  That would have been

          19        easier to say.

          20             MS. KLANCKE:  Particularity, I apologize.

          21             With respect to Hearing Exhibit 98, there

          22        was --

          23             MR. STONE:  Excuse me, Mr. Chairman, I

          24        apologize.  I think 142, 143, 144, and 148, 152,

          25        and 154 remain part of Exhibit 97.
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           1             MS. KLANCKE:  With respect to all others that

           2        I've identified are withdrawn, that is correct.  I

           3        just specified those items which were withdrawn out

           4        of that enumeration.

           5             MR. STONE:  I may have misunderstood the

           6        Chair.  I thought you concluded that only 142

           7        remained.

           8             CHAIRMAN GRAHAM:  No, I'm just saying on the

           9        list that we have here, they have a list of all of

          10        the ones that have been withdrawn, and the only

          11        thing that's changed is number 142 is no longer on

          12        that list, everything else is still withdrawn.

          13             MR. STONE:  You must have been given a

          14        different list than we were.

          15             MS. KLANCKE:  He has the same list.

          16             Let me just back it up.  Numbers 142 and 152

          17        are enumerated in the exhibit description.  Of this

          18        parenthetical, numbers 145, 146, 147, 149, 150,

          19        151, 153, 155, 157, and 158 are withdrawn, the rest

          20        are in.

          21             CHAIRMAN GRAHAM:  Is that what you have,

          22        Mr. Stone?

          23             MR. STONE:  Yes, I'm good.

          24             CHAIRMAN GRAHAM:  Okay.

          25             MS. KLANCKE:  With respect to 98, there is a
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           1        notation with respect to items that were withdrawn,

           2        none of those are withdrawn.  However, Number 171

           3        is stipulated pursuant to the stipulation of

           4        witness Buck.

           5             CHAIRMAN GRAHAM:  So all of 98 is in and 171

           6        has been stipulated?

           7             MS. KLANCKE:  Correct.  And it is also in.

           8             CHAIRMAN GRAHAM:  Okay.

           9             (Exhibit No. 98 received in evidence)

          10             MS. KLANCKE:  Number 99 is all in.

          11             (Exhibit No. 99 received in evidence.)

          12             MS. KLANCKE:  Number 100 is all in.

          13             (Exhibit No. 100 received in evidence.)

          14             MS. KLANCKE:  Number 101 is all in with the

          15        exception of number 216 which is withdrawn.

          16             (Exhibit No. 101 received in evidence.)

          17             MS. KLANCKE:  Number 102 FIPUG has

          18        specifically made objections with respect to

          19        numbers 220, 226, 228, 229, 230, 231, 232, 233 and

          20        234.  All the rest are in.  Okay.

          21             CHAIRMAN GRAHAM:  Okay.

          22             (Exhibit No. 102 received in evidence.)

          23             MS. KLANCKE:  With respect to 103, FIPUG has

          24        specifically objected to number 252.  All the rest

          25        are in.  With respect to --
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           1             MR. WRIGHT:  Including 256?

           2             MS. KLANCKE:  I'm getting to it.  Numbers 256,

           3        257, and 258 have been withdrawn.

           4             MR. WRIGHT:  Excuse me, Mr. Chairman.

           5             CHAIRMAN GRAHAM:  Yes, sir.

           6             MR. WRIGHT:  Will you please ask Ms. Klancke

           7        to repeat that.  I got a little confused in the

           8        first part.

           9             CHAIRMAN GRAHAM:  You need her to repeat 103?

          10             MR. WRIGHT:  With respect to 103, yes, sir.

          11             MS. KLANCKE:  Absolutely.

          12             CHAIRMAN GRAHAM:  252 is out, it's being

          13        objected by FIPUG, and then 256 through 258 are

          14        withdrawn still.

          15             MR. WRIGHT:  Thank you, Mr. Chairman.  Thank

          16        you, Ms. Klancke.

          17             (Exhibit No. 103 received in evidence.)

          18             MS. KLANCKE:  With respect to 104, it is in

          19        and it has been moved into the record pursuant to a

          20        stipulation of witness McGee.

          21             (Exhibit No. 104 received in evidence.)

          22             MS. KLANCKE:  105 is in in its entirety.

          23             (Exhibit No. 105 received in evidence.)

          24             MS. KLANCKE:  106, there are no objections

          25        with respect to this exhibit; however, only 274
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           1        should be withdrawn.

           2             CHAIRMAN GRAHAM:  Okay.

           3             (Exhibit No. 106 received in evidence.)

           4             MS. KLANCKE:  107 is all in.

           5             (Exhibit No. 107 received in evidence.)

           6             MS. KLANCKE:  108 is all in.

           7             (Exhibit No. 108 received in evidence.)

           8             MS. KLANCKE:  109 is all in with the exception

           9        of 312 and 316, which have been withdrawn.

          10             (Exhibit No. 109 received in evidence.)

          11             MS. KLANCKE:  110 is all in.

          12             (Exhibit No. 110 received in evidence.)

          13             MS. KLANCKE:  111 is in pursuant to a

          14        stipulation.

          15             (Exhibit No. 111 received in evidence.)

          16             MS. KLANCKE:  And 112 also in pursuant to a

          17        stipulation.

          18             (Exhibit No. 112 received in evidence.)

          19             MS. KLANCKE:  Exhibit 113 is all in with the

          20        exception of items numbers 14, 27, and 79.

          21             CHAIRMAN GRAHAM:  Okay.

          22             (Exhibit No. 113 received in evidence.)

          23             MS. KLANCKE:  Item Number 77 was also in

          24        pursuant to a stipulation.

          25             Okay.  Item Number 114 is all in.
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           1             (Exhibit No. 114 received in evidence.)

           2             MS. KLANCKE:  And I would like to note that

           3        with respect to Number 153, this portion was used

           4        by OPC as part of their demonstrative exhibit in

           5        conjunction with the cross examination of witness

           6        Teel, so that perfects any issues with regard to

           7        that.

           8             115, however, there are specific objections

           9        raised by FIPUG with respect to Number 204, 206,

          10        207, 208, and 209.  The notation with respect to

          11        the Items 180 through 182 should be deleted and

          12        those items are no longer withdrawn.

          13             (Exhibit No. 115 received in evidence.)

          14             CHAIRMAN GRAHAM:  Okay.

          15             MS. KLANCKE:  With regard to 116 and 117,

          16        those are all in.

          17             (Exhibit Nos. 116 and 117 received in

          18        evidence.)

          19             CHAIRMAN GRAHAM:  Okay.

          20             MS. KLANCKE:  118 is withdrawn.

          21             CHAIRMAN GRAHAM:  Okay.

          22             MS. KLANCKE:  119 is all in.

          23             (Exhibit No. 119 received in evidence.)

          24             MS. KLANCKE:  120 FIPUG has raised specific

          25        objections with respect to number six which staff
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           1        had already withdrawn so that will not be an issue,

           2        and number 15.  As I previously stated, number

           3        five, six, and 45 have been withdrawn.

           4             CHAIRMAN GRAHAM:  Okay.

           5             (Exhibit No. 120 received in evidence.)

           6             MS. KLANCKE:  Number 121 has been withdrawn.

           7             Number 122 has been moved into the record.  As

           8        we specified this morning, item numbers 122 through

           9        144 were moved into the record either through

          10        stipulation or through a motion by staff.

          11             CHAIRMAN GRAHAM:  Okay.

          12             MR. WRIGHT:  Mr. Chairman, I'm sorry, I'm

          13        fuzzy on 123.  Is it withdrawn or is it admitted?

          14             CHAIRMAN GRAHAM:  123 is out.

          15             MS. KLANCKE:  Correct.

          16             MR. WRIGHT:  Thank you.

          17             MS. KLANCKE:  In addition, there are several

          18        deposition transcripts that have been stipulated,

          19        and I would just like to note for the record

          20        number 152 has been stipulated, the deposition

          21        transcript of witness Pollock.

          22             CHAIRMAN GRAHAM:  Okay.

          23             (Exhibit No. 152 received in evidence.)

          24             MS. KLANCKE:  Number 157, the deposition

          25        transcript of witness Stowe.
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           1             CHAIRMAN GRAHAM:  Okay.

           2             (Exhibit No. 157 received in evidence.)

           3             MS. KLANCKE:  I believe those were the two

           4        deposition transcripts that were stipulated due to

           5        agreement by the parties.

           6             MR. WRIGHT:  Mr. Chairman, just so my notes

           7        and records are clear, are we going to show those

           8        deposition transcripts as being admitted now,

           9        today?

          10             CHAIRMAN GRAHAM:  Yes.

          11             MR. WRIGHT:  Thank you very much.

          12             CHAIRMAN GRAHAM:  Is that it, Ms. Klancke?

          13             MS. KLANCKE:  That's correct.

          14             CHAIRMAN GRAHAM:  I'll go back starting from

          15        the end moving forward, just to make sure

          16        everybody's got everything.

          17             MR. SAYLER:  Excuse me, Mr. Chairman, I was

          18        comparing with my colleague, which depositions are

          19        being stipulated to, and also, does that include

          20        the exhibits attached thereto?

          21             MS. KLANCKE:  That is correct.  Pursuant to

          22        agreement by the parties in conjunction with the

          23        stipulation of these witnesses, number 152 for

          24        FIPUG's witness Pollock was stipulated to and all

          25        of the associated exhibits with regard to the
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           1        deposition, and witness Stowe, who is FEA's witness

           2        as well is listed under 157.

           3             MS. KAUFMAN:  Excuse me, Mr. Chairman, just so

           4        the record is clear, I don't think that Mr. Pollock

           5        had any exhibits to his deposition.

           6             MS. KLANCKE:  I believe that witness Stowe

           7        did, however.

           8             MS. KAUFMAN:  I just wanted the record to be

           9        clear for FIPUG's witness.

          10             MS. KLANCKE:  Sure.

          11             CHAIRMAN GRAHAM:  Okay.  Let's start through

          12        this thing going backwards, going forward, we just

          13        put in 157, 152, as stated by Ms. Klancke, we've

          14        already put in 144 through 122 with the exception

          15        of 123 -- we're on page 21 -- 121 is out and the

          16        rest of these that I call off are, according to the

          17        way described by Ms. Klancke, 120 is all in except

          18        for six and 15, and five, six, and 45 are

          19        withdrawn.  119 is all in.  118 is out.  117, 116

          20        are both all in.  115 is in with the exception of

          21        204, 06, 07, 08 and 09.  114 is all in.  113 is in.

          22        I have 14, 27, and 79 that are withdrawn.  And 77

          23        was stipulated.

          24             Is everybody with me so far?

          25             (Affirmative response.)
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           1             CHAIRMAN GRAHAM:  112, 11, ten are all in.

           2        109 is in.  And 312 and 316 have been withdrawn.

           3             The bottom of page 18, 108 and 107 are all in.

           4        106 is in except for 274 is withdrawn.  105 is in,

           5        and 104 is in through stipulation.

           6             The bottom of page 17.  Is everybody still

           7        good?

           8             (Affirmative response.)

           9             CHAIRMAN GRAHAM:  103, did we say that was in?

          10             MS. KLANCKE:  Yes, that's correct, with the

          11        exception of number 252.

          12             CHAIRMAN GRAHAM:  And --

          13             MS. KLANCKE:  And the ones that are withdrawn,

          14        which are 256, 257, 258.

          15             CHAIRMAN GRAHAM:  Okay.  102 is all in except

          16        for the objections of 220, 26, 28, 29, 30, 31, 32,

          17        33, 34.  101 is in except for 216 is withdrawn.  99

          18        are both all in.  98 is all in.  171 was

          19        stipulated.  97 is all in except for -- we've done

          20        that nine times -- 96, 95, and 94 are all in.  93

          21        is out.  92 is in except for 95, 96, 97, 98, and

          22        100, which are withdrawn.  And 91 is in.

          23             MR. WRIGHT:  Excuse me, Mr. Chairman.

          24             CHAIRMAN GRAHAM:  Okay.

          25             MR. WRIGHT:  I believe it was 99 and not 98.
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           1             CHAIRMAN GRAHAM:  I have 95, 96, 97, 99, and

           2        100.

           3             MR. WRIGHT:  Correct.

           4             CHAIRMAN GRAHAM:  Okay.  I missed it, oops.

           5             Okay.  91 all in except for 85 is out.  90 is

           6        all in.  89 is all in.

           7             MS. KLANCKE:  With the exception of numbers 38

           8        and 39, which would have been withdrawn.  I

           9        apologize, I'll stop speaking.

          10             CHAIRMAN GRAHAM:  One more time.

          11             MS. KLANCKE:  It's all in, you were correct.

          12        I failed to note the withdrawal of FIPUG's

          13        objections to two of them.

          14             CHAIRMAN GRAHAM:  Okay.  Bottom of page 14, 88

          15        is all in.  87 is in, number 30 was stipulated.  86

          16        is in, but 19 through 21 are withdrawn.

          17             Are we all on the same page?

          18             (Affirmative response.)

          19             CHAIRMAN GRAHAM:  Very good.  Okay.  I think I

          20        need a five-minute break.

          21             (Whereupon, a recess was taken.)

          22             CHAIRMAN GRAHAM:  All right, Mr. Melson, call

          23        your next witness.

          24             MR. MELSON:  Gulf calls Dr. James Vander

          25        Weide.
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           1   Thereupon,

           2              JAMES H. VANDER WEIDE, Ph.D.

           3   was called as a witness, having been previously duly

           4   sworn, was examined and testified as follows:

           5                    DIRECT EXAMINATION

           6   BY MR. MELSON:

           7        Q    Dr. Vander Weide, have you been sworn?

           8        A    Yes, I have.

           9        Q    Would you please state your name and business

          10   address?

          11        A    Yes.  My name is James H. Vander Weide and my

          12   business address is 3606 Stony Brook Drive, Durham,

          13   North Carolina 27705.

          14        Q    And what is your occupation or profession?

          15        A    I am a Research Professor of Finance and

          16   Economics at Duke University, the Fuqua School of

          17   Business, and I'm President of Financial Strategy

          18   Associates.

          19        Q    And did you prefile direct testimony in this

          20   docket dated July 8th, 2011 consisting of 50 pages?

          21        A    Yes, I did.

          22        Q    Do you have any changes or corrections to that

          23   testimony?

          24        A    No, I do not.

          25        Q    If I were to ask you the same questions today,
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           1   would your answers be the same?

           2        A    Yes.

           3             MR. MELSON:  Mr. Chairman, I would ask that

           4        Dr. Vander Weide's direct testimony be inserted

           5        into the record as though read.

           6             CHAIRMAN GRAHAM:  We will insert Mr. Vander

           7        Weide's testimony into the record.

           8             (Whereupon, prefiled direct testimony

           9        inserted.)

          10

          11

          12

          13
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          15

          16
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          19
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          21

          22

          23

          24

          25
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           1               CONTINUED DIRECT EXAMINATION

           2   BY MR. MELSON:

           3        Q    And did you have two exhibits attached to your

           4   testimony, Exhibit JVW-1 consisting of ten schedules and

           5   Exhibit JVW-2 consisting of five appendices?

           6        A    Yes, I did.

           7        Q    Do you have any changes or corrections to

           8   those exhibits?

           9        A    No, I do not.

          10             MR. MELSON:  Just for the record,

          11        Mr. Chairman, those have been marked as Exhibits 11

          12        and 12 on the consolidated exhibit list.

          13             CHAIRMAN GRAHAM:  Noted.

          14             (Exhibit Nos. 11 and 12 were marked for

          15        identification.)

          16   BY MR. MELSON:

          17        Q    Dr. Vander Weide, would you please give a

          18   brief summary of your testimony?

          19        A    Yes.  My name is James H. Vander Weide and I

          20   am Research Professor of Finance and Economics at Duke

          21   University.  I have a bachelor's degree in economics

          22   from Cornell University and a Ph.D. in finance from

          23   Northwestern University.  I have published research in

          24   the areas of finance and economics and have taught

          25   courses in these areas for over 35 years.  I'm now
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           1   retired from my teaching duties at Duke.

           2             As an expert on financial and economic theory

           3   and practice, including cost of capital and capital

           4   structure, I have testified in several hundred legal and

           5   regulatory proceedings.  The purpose of my testimony is

           6   to prepare an independent appraise of Gulf Power's cost

           7   of equity and to recommend a rate of return on equity

           8   that is fair that allows Gulf Power to attract capital

           9   and that allows Gulf Power to maintain its financial

          10   integrity.

          11             I estimated Gulf Power's cost of equity in two

          12   steps.  First I applied several standard costs of equity

          13   methodologies to a large proxy group of comparable

          14   companies, including both the discounted cash flow

          15   approach and the risk premium approach.

          16             My application of the DCF or discounted cash

          17   flow method, produces a cost of equity of 10.7 percent.

          18   My application of the ex-anti and ex-post risk premium

          19   methods produced cost of equity results equal to

          20   11 percent and 10.8 percent.  The average of the DCF and

          21   risk premium results is 10.8 percent.

          22             Second, I adjust the average cost of equity

          23   from my comparable companies to reflect the difference

          24   in the financial risk of my comparable companies as

          25   measured in the marketplace and the financial risk
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           1   implied by Gulf Power's rate-making capital structure.

           2   Such a step is necessary because the 10.8 percent cost

           3   of equity from my comparable companies depends on their

           4   financial risk, which is measured by the market values

           5   of debt and equity in their capital structures.

           6             However, my estimated cost of equity is

           7   applied to Gulf Power's rate-making capital structure,

           8   and Gulf Power's rate-making capital structure contains

           9   less equity than the average market value capital

          10   structure of my comparable companies; thus, the

          11   financial risk of Gulf Power is greater than the

          12   financial risk of my comparable companies.  Adjusting

          13   the cost of equity for my comparable companies to

          14   reflect this difference in financial risk produces a

          15   cost of equity of 11.7 percent for Gulf Power.

          16             MR. MELSON:  Mr. Chairman, we tender the

          17        witness for cross examination.

          18             CHAIRMAN GRAHAM:  Thank you very much.

          19             Mr. McGlothlin.

          20             MR. McGLOTHLIN:  Mr. Chairman, we do have

          21        several documents that I will be referring to

          22        during cross.  If it's appropriate, I will have

          23        someone pass these out.

          24             CHAIRMAN GRAHAM:  Please.

          25             Mr. McGlothlin, do you have a specific order
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           1        on these or --

           2             MR. McGLOTHLIN:  I do have a specific order.

           3        If it's all right, I'll bring it up one at a time

           4        when we get to that point on cross.

           5             CHAIRMAN GRAHAM:  Sure.

           6                    CROSS EXAMINATION

           7   BY MR. McGLOTHLIN:

           8        Q    Mr. Vander Weide, I'm Joe McGlothlin, I'm with

           9   the Office of Public Counsel.

          10        A    Good afternoon, sir.

          11        Q    I've been practicing the pronunciation of your

          12   name and I'll be glad to help you with McGlothlin if you

          13   need any.

          14        A    I think I got the easier task there.

          15        Q    My first questions relate to your application

          16   of the DCF method to the derivation of the return on

          17   equity.  One component of that analysis is the

          18   quantification of a dividend as an input; is that

          19   correct?

          20        A    Yes, it is.

          21        Q    And you chose to employ a model that assumes

          22   quarterly dividend payments, do you not?

          23        A    Yes, I do.

          24        Q    And that's one difference between your

          25   approach and Dr. Woolridge's approach, correct?
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           1        A    Yes.

           2        Q    I want to pose an illustration to you.  Assume

           3   that a corporation pays dividends quarterly, the

           4   quarterly dividend is $1 and the growth rate is

           5   specified as 10 percent, the growth rate of -- dividend

           6   growth rate is 10 percent.

           7             Would you agree with me that during the course

           8   of the year an investor owning a share of the stock in

           9   that company would receive $4 in dividends?

          10        A    I'm sorry, I'm going to have to write that

          11   down, I believe.  You said that the dividend was $1?

          12        Q    The quarterly dividend is $1.

          13        A    Okay.  And there are four such dividends a

          14   year?

          15        Q    Yes.

          16        A    And what was your second assumption?

          17        Q    The growth rate in growth dividends is

          18   10 percent.

          19        A    Yes.

          20        Q    How much would an investor receive in

          21   dividends per share over the course of the year?

          22        A    I would have to have a calculator to do that

          23   math.  It would be --

          24             CHAIRMAN GRAHAM:  There's one right by you to

          25        the right.
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           1             THE WITNESS:  It would be an annual growth

           2        rate you're saying?

           3   BY MR. McGLOTHLIN:

           4        Q    Yes.

           5             Let me ask a different question, Dr. Vander

           6   Weide.  I didn't mean to ask for something that required

           7   a calculation.

           8             As I understand it, as you apply the quarterly

           9   DCF model, you assume that the amount of the quarterly

          10   dividend receives the growth rate and is compounded

          11   throughout the year, do you not?

          12        A    I assume that we take the last four quarterly

          13   dividends and that each of those growth rates get --

          14   grow by the growth rate to give you the next four

          15   quarterly dividends.  So if one looked at -- if we were

          16   looking in investing in the stock on January 1, I would

          17   look at the four quarterly dividends in the prior year,

          18   and to estimate the next four quarterly dividends I

          19   would take the last four quarterly dividends and

          20   multiply by one plus the growth rate.

          21             Now, if the dividends were the same in each of

          22   the four quarters last year, then they would all just

          23   rise by the growth rate to get the four quarterly

          24   dividends next year.

          25        Q    If all the dividends were the same throughout
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           1   the year, in my example the investor would receive $4,

           2   correct?

           3        A    Yes.

           4        Q    Now, assume that the investor -- as the

           5   investor receives the quarterly payment of $1 each,

           6   invests those dividend payments in a mutual fund, is it

           7   fair to assume that the investor would receive a return

           8   on that investment per quarter?

           9        A    They may or they may not.  They would expect

          10   hopefully to get some return, but we don't know whether

          11   they would or wouldn't.

          12        Q    Okay.  Let's change the example to a CD.

          13   Would they expect -- would they get a return on that

          14   investment?

          15        A    Currently it would be pretty close to zero,

          16   but they would -- it would be a return of about less

          17   than half of 1 percent, maybe less than a quarter of

          18   1 percent.

          19        Q    Assume the investor receives the quarterly

          20   dividends and uses those dividend payments to apply

          21   towards quarterly tax liability, would that investor

          22   benefit in the form of a lower liability as the investor

          23   receives the quarterly payouts?

          24        A    They would presumably get it if they -- I'm

          25   not sure what they would get if they applied it toward
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           1   their tax liability.  You're saying that they would owe

           2   quarterly taxes and they would just pay the -- use the

           3   dividends to pay part of their taxes for those -- each

           4   of those quarters?

           5        Q    And in that event, their tax liability would

           6   be reduced by the amount of the quarterly dividend that

           7   they applied for that purpose, correct?

           8        A    Right.

           9             So that's your assumption, and are you going

          10   to ask me a question now about that?

          11        Q    It wasn't an assumption; it was a question.

          12        A    Well, I don't understand the question.

          13        Q    Okay.  The question is if the investor

          14   received quarterly dividends and used the quarterly

          15   dividend payments to pay towards the estimated taxes,

          16   would the investor see a reduced tax liability as a

          17   result of the application of the dividends for that

          18   purpose?

          19        A    They would have a reduced tax liability.

          20   However, the assumption of the discounted cash flow

          21   model is that you would invest those dividends in

          22   another investment of the same risk so that it would

          23   have the same expected return as the company, and that's

          24   built into the discounting assumption.

          25             That is, when you discount by the cost of
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           1   capital, it's assumed that that's the return you could

           2   get on all other investments of the same risk.  So you

           3   could either get that by leaving it in the company or

           4   you could get it on other investments of the same risk,

           5   but that's the return you get on all investments with

           6   that degree of risk.

           7        Q    I understood your answer just said the

           8   investor could receive the return by leaving it in the

           9   company or by investing in something of the same risk,

          10   correct?

          11        A    That's built into the assumption of the DCF

          12   model that when you discount by the -- when you discount

          13   the expected cash flows by the cost to capital, it's

          14   assumed that that's the rate at which you can reinvest

          15   the cash proceeds.

          16        Q    Would you agree with me that with respect to

          17   those possibilities, earning within the company or

          18   investing in an alternative or similar risk, the

          19   investor can do one or the other but the investor can't

          20   do both with the same dividend payment?

          21        A    That is correct, but it is still -- they would

          22   still -- when they set the price of the stock, which is

          23   what the discounted cash flow model does, they would set

          24   the price equal to the present discounted value of all

          25   expected future cash flows.  And if cash flows are paid
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           1   quarterly, they would discount the quarterly stream of

           2   dividends.

           3             And if you then wanted to determine what

           4   return did they expect to earn on their investment, you

           5   would sell for that discount rate which would equate the

           6   present value of the cash flows to the stock price, and

           7   that's what the discounted cash flow model does.

           8             If you don't get dividends quarterly, then you

           9   would have to sell for that discount rate which equates

          10   the annual cash flows, the present value of the annual

          11   cash flows to the stock price.  But you can't do both,

          12   you can't get dividends quarterly and attempt to equate

          13   the present value of a stream of annual cash flows to

          14   the stock price.  That's inconsistent.

          15        Q    You're aware that Dr. Woolridge applies a

          16   model that quantifies dividends as the dividend plus

          17   one-half of the growth rate?

          18        A    Yes, I am.

          19        Q    Do you agree with Dr. Woolridge that this is

          20   the same methodology that the FERC uses?

          21             MR. MELSON:  Mr. Chairman, I'm going to lodge

          22        an objection.  He is really asking questions that

          23        are better directed to the rebuttal.  I don't mind

          24        the witness answering them, but he's really beyond

          25        the scope of direct once he starts comparing what
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           1        Dr. Woolridge testifies when Dr. Woolridge hasn't

           2        been here yet.

           3             MR. McGLOTHLIN:  I'll rephrase the question.

           4             CHAIRMAN GRAHAM:  Please.

           5   BY MR. McGLOTHLIN:

           6        Q    Dr. Vander Weide, are you familiar with the

           7   method that the FERC uses?

           8        A    Yes, I am.

           9        Q    Is it true that the FERC employs a model of

          10   the DCF that quantifies dividends as a dividend plus

          11   one-half of the growth rate?

          12        A    Yes, it is.

          13        Q    We've referred to the growth rate and that has

          14   to do with the rate of growth of the dividends over

          15   time, does it not?

          16        A    One can say that it has -- one could

          17   characterize it that way.  But in the DCF model, the

          18   earnings, the dividends, and the book value and the

          19   stock price are all expected to grow at the same rate.

          20   So one would just properly, I guess, call that the

          21   growth rate of the company.  All of the variables grow

          22   at the same rate in the discounted cash flow

          23   assumptions.

          24        Q    Including the dividends?

          25        A    Yes.
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           1        Q    With respect to the choice of growth rates

           2   that you employ in your DCF model, you refer to the

           3   long-term growth rate, do you not?

           4        A    Yes.

           5        Q    And you define that long-term growth rate as

           6   three to five years, correct?

           7        A    I define it to be the investor's expectation

           8   of long-run future growth.  And I believe that the best

           9   proxy for that is the analysts' growth forecast as

          10   reflected in the analysts' three to five-year growth

          11   rates.  That's the longest period for which analysts

          12   forecast growth rates.

          13        Q    Would you agree with me that the relationship

          14   between the growth rate employed and the results of the

          15   DCF model is that the higher the growth rate, the higher

          16   the indicated return that would be required by an

          17   investor?

          18        A    Yes.  And the lower the growth rate, the lower

          19   would be the required return, all other things equal.

          20        Q    In your analysis to quantify the growth rates,

          21   you relied on a long-term growth forecast of financial

          22   analysts, did you not?

          23        A    Yes.

          24        Q    And that was the only source of this data that

          25   you employed, correct?

                         FLORIDA PUBLIC SERVICE COMMISSION

                                                                         359

           1        A    Yes, because there's ample evidence that stock

           2   prices are much more highly correlated with analysts'

           3   growth rates than with other growth rates such as

           4   historical growth rates or sustainable growth rates, and

           5   the DCF model requires a match between the growth rates

           6   and the stock prices.

           7             If the analysts' growth rates are what's

           8   embodied in the stock prices, then it's the analysts'

           9   growth rates that have to be used in the DCF model.

          10        Q    As part of your DCF exercise, you also include

          11   a quantification of flotation costs, do you not?

          12        A    Yes.

          13        Q    Do I understand correctly that the manner in

          14   which you use flotation costs you apply the percentage

          15   to the entire equity base?

          16        A    Yes, I do, as it amounts to about 25 basis

          17   points in the estimate of the cost of equity.

          18        Q    Twenty-five basis points.  And that's applied

          19   to the --

          20        A    It's applied to the stock price in the

          21   discounted cash flow model.

          22        Q    In your summary you refer to the development

          23   of 10.8 percent indicated ROE that is derived from your

          24   DCF and risk premium analysis, correct?

          25        A    Yes.
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           1        Q    In your testimony, you also describe your

           2   application of the capital asset pricing model, do you

           3   not?

           4        A    I do, and I describe the evidence that the

           5   capital asset pricing model understates the cost of

           6   equity for companies whose betas are significantly less

           7   than one.  And so I do not use the results of the CAPM

           8   because the betas are significantly less than one for my

           9   proxy companies.

          10        Q    After arriving at the 10.8 percent average of

          11   your average DCF risk premium, you adjusted that by 90

          12   basis points and you described the leverage adjustment

          13   that you employed to arrive at 11.7 percent, correct?

          14        A    I call it a financial risk adjustment, but I

          15   do describe the financial risk adjustment, yes.

          16        Q    Your financial risk adjustment is intended to

          17   compensate for the fact that regulators use a book value

          18   based capital structure by increasing the earnings

          19   quarterly?

          20        A    Not entirely.  It's designed to reflect the

          21   fact that my cost of equity estimates reflects the risks

          22   of investors in the marketplace through the stock price.

          23   And financial economists have recognized for many years

          24   that investors in the marketplace measure risk by the

          25   variance of return on their investment.  And the
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           1   variance on return of investment depends on the market

           2   values of debt and equity in the capital structure, not

           3   on the book values.

           4             So we have a cost of equity that is quite a

           5   bit less than it would be if investors were to look at

           6   book value capital structures to measure the financial

           7   risk.  Since they look at market values, which have

           8   higher percentages of equity at the present time, the

           9   cost of equity has been lowered somewhat by the lower

          10   financial risk in the market value capital structures of

          11   their investments.

          12             Now, if we apply that cost of equity to a

          13   different capital structure, we have to recognize that

          14   that different capital structure might have a different

          15   level of financial risk associated with it.  And if it

          16   does, which in this case it does because the company has

          17   recommended a book value capital structure be used for

          18   rate-making purposes, then we have to adjust the cost of

          19   equity to reflect that higher degree of financial risk.

          20        Q    You referred to the market value and the

          21   manner in which the market sets the price of the stock.

          22   Would you agree that one premise of analysts is that

          23   that price is being set by informed investors?

          24        A    One usually assumes that investors are

          25   informed, and at the same time one assumes that
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           1   investors are primarily concerned with the volatility or

           2   the variability in their return on investment which is

           3   measured by the market value capital structure.

           4        Q    Would you also agree that the price reflects

           5   the risks that the informed investors perceive

           6   associated with the security or the stock that they're

           7   purchasing?

           8        A    Yes.  And included in those risks would be the

           9   financial risk is measured by the market value capital

          10   structure.

          11        Q    Would you agree with me that informed

          12   investors and the investment community, including

          13   analysts that provide services to investors, are

          14   familiar with the fact that in regulated industries the

          15   regulators such as the Florida Public Service Commission

          16   apply a traditional rate-based rate of return type of

          17   analysis to the utilities under their jurisdiction?

          18        A    Sure, I would agree with you that they

          19   recognize how regulation is set, as do I recognize that.

          20   But they would also recognize that the financial risk of

          21   any group of proxy companies in the marketplace would be

          22   affected and be measured by the market value capital

          23   structures of those proxy companies.

          24        Q    Would you agree that they understand that this

          25   traditional rate base, rate of return form of regulation
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           1   is applied to the book value of the assets?

           2        A    They would, yes.

           3        Q    Would you agree that the utilities, including

           4   Gulf Power and Southern, prepared financial statements

           5   that are based upon book value and not market value?

           6        A    Yes.  They're required by statutory and

           7   generally-accepted accounting principles to prepare

           8   financial statements.  But that doesn't preclude the

           9   investors from understanding that the market price is

          10   different than the book value and by -- and, thus,

          11   looking, measuring their financial risk in terms of the

          12   market values.

          13             That's commonly accepted in financial circles

          14   that investors measure financial risk by the market

          15   value -- of an equity investment by the market value

          16   capital structure of the company.

          17        Q    Would you agree that the investors and the

          18   investment community that provides the services to them

          19   have access to those financial statements in the form of

          20   annual reports and reports to the SEC?

          21        A    Of course they have access to the financial

          22   statements.  But they don't use the financial statements

          23   to assess their -- the financial risk of the company.

          24   They use -- they adjust those financial statements to

          25   look at the market values of equity and debt in the
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           1   capital structure and measure their financial risk using

           2   market value capital structures.  Every financial

           3   textbook that I know of discusses financial risk in

           4   terms of the market value capital structures.

           5        Q    Within the universe of information available

           6   to inform investors there exists information based upon

           7   market value, and there's also information based upon

           8   book value; would you agree with that?

           9        A    Yes.  But I would not agree that those

          10   investors would use book value to estimate their

          11   financial risk.  They would only use market value to

          12   estimate their financial risk.

          13        Q    In response to some discovery requests

          14   relating to examples in which market value and not book

          15   value was applied, you referred us to the Verizon

          16   TELRIC -- that's acronym T-E-L-R-I-C -- order issued by

          17   the FCC, did you not?

          18        A    Yes, I did.

          19        Q    And that case involved petitions by

          20   competitive local exchange companies for arbitration of

          21   the prices that Verizon would charge them to lease

          22   components of the local network; is that correct?

          23        A    I don't know who initiated the case, but it

          24   certainly involved the prices of unbundled network

          25   elements, yes.
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           1        Q    And that was done pursuant to the 1996

           2   Telecommunication Act?

           3        A    Yes, it was.

           4        Q    We provided you with an excerpt of that order

           5   that I would like to have --

           6             MR. McGLOTHLIN:  And I need a number assigned

           7        to that, please.

           8             CHAIRMAN GRAHAM:  Which one is this?

           9             MR. McGLOTHLIN:  The description is order of

          10        FCC in Common Carrier Docket Numbers 218 and 251.

          11             MS. KLANCKE:  178.

          12             CHAIRMAN GRAHAM:  178.

          13             (Exhibit No. 178 was marked for

          14        identification.)

          15             MR. McGLOTHLIN:  And counsel for Gulf, we do

          16        have a full version of the order here in the

          17        hearing room.  The FCC doesn't do anything in less

          18        than three or 400 pages so we included the full

          19        cost of capital section of that order for purposes

          20        of the questions so we're happy to show you the

          21        order itself.

          22             MR. MELSON:  That's all right, so long as

          23        Dr. Vander Weide thinks he has the portions he

          24        needs.

          25
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           1   BY MR. McGLOTHLIN:

           2        Q    Dr. Vander Weide, please turn to page 45 at

           3   the bottom, which is also the last page of the excerpt I

           4   gave you.

           5        A    Yes.

           6        Q    Paragraph 102 contains the FCC's conclusions

           7   with respect to choice of capital structure.  Would you

           8   read into the record the highlighted sentence that

           9   begins "In section 252D1"?

          10        A    Yes.  "In Section 252D1 of the Act, Congress

          11   specifically prohibited the use of traditional rate

          12   base, rate of return on equity rate making."

          13             Do you want me to go on?

          14        Q    Yes, please.

          15        A    "The Commission has interpreted this section

          16   to require prices based on forward-looking costs because

          17   forward-looking costs best replicate the costs a carrier

          18   would face in the market with facilities-based

          19   competition."

          20        Q    Thank you.

          21        A    Can I complete the paragraph?

          22        Q    I'll tell you what, let me ask my questions

          23   and see if they cover the same ground and then on

          24   redirect your counsel will have the same opportunity.

          25        A    Okay.
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           1        Q    You would agree, would you not -- I think

           2   you've already agreed -- that this Commission applies

           3   the traditional rate based, rate of return form of

           4   regulation?

           5        A    Yes.

           6        Q    And is that the type of regulation that FCC

           7   was reciting here that it is prohibited from using?

           8        A    The FCC did not use rate of return regulation;

           9   they used regulation based on forward-looking costs.

          10        Q    And that's --

          11        A    But they do say that -- there is a statement

          12   that says that they're trying to do the same thing with

          13   forward-looking economic costs and that is that "The

          14   TELRIC Rules provide for the recovery of the investment

          15   in that efficient network through the use of economic

          16   depreciation and they provide for a return on that

          17   investment through a risk adjusted cost of capital."

          18        Q    Dr. Vander Weide, I believe we agreed a minute

          19   ago that you would limit your answers to my question

          20   posed.

          21             The question before you is simply do you agree

          22   that in this paragraph, the FCC expressed its view that

          23   the 96 Act prohibited it from applying the same type of

          24   rate of return regulation that this Commission employs?

          25        A    Yes.
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           1        Q    The FCC also indicated that the choice of

           2   capital structure is geared to address a situation in

           3   which Verizon is facing facilities-based competition,

           4   correct?

           5        A    Are you referring to a specific sentence?

           6        Q    Yes, "Because forward-looking costs best

           7   replicate the costs the carrier would face in a market

           8   with facilities-based competition," one of the

           9   highlighted sentences.

          10        A    Yes.  They didn't necessarily say that they

          11   are facing competition at this point.  They said it's

          12   what they -- "best replicate the costs the carrier would

          13   face in a market with a facilities-based competition."

          14        Q    Would you agree that Gulf Power Company has a

          15   monopoly on providing retail electric service in this

          16   service area?

          17        A    I do -- I would agree with that.  But it's

          18   also my understanding that regulation is supposed to

          19   be -- it's supposed to provide -- or be a surrogate for

          20   competition; that is, it's supposed to provide the

          21   results of a competitive market even though a

          22   competitive market does not exist.

          23        Q    Now, in this instance, the FCC applied market

          24   value information directly, correct?

          25        A    Yes.

                         FLORIDA PUBLIC SERVICE COMMISSION

                                                                         369

           1        Q    This is not an example of a forum in which the

           2   type of financial risk adjustment that you described was

           3   made?

           4        A    No.  That's correct.  It's evidence though

           5   that the FCC believes that investors do base decisions

           6   on market value capital structures and also ask if they

           7   base decisions on those market value capital structures

           8   they must measure the financial risk of the company

           9   based on a market value capital structure.

          10             And it's straightforward to go from there to

          11   say that if investors measure financial risk based on a

          12   market value capital structure but one applies the cost

          13   of equity associated with that market value capital

          14   structure and that level of financial risk to a book

          15   value capital structure, one ought to make an adjustment

          16   to recognize the difference in financial risk.

          17        Q    You also referred us to a decision by the

          18   Surface Transportation Board regarding railroad costs.

          19   Do you have that excerpt in front of you?

          20        A    I do.

          21             MR. McGLOTHLIN:  I'll need a number for that,

          22        sir.

          23             CHAIRMAN GRAHAM:  That's 179.

          24             (Exhibit No. 179 was marked for

          25        identification.)
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           1   BY MR. McGLOTHLIN:

           2        Q    Dr. Vander Weide, I've highlighted a sentence

           3   on page seven of the document.

           4        A    Yes.

           5        Q    Would you read the highlighted sentence?

           6        A    Yes.  "AAR calculated the 2009 market value of

           7   common equity for each railroad by calculating weekly

           8   market values for each railroad using data on shares

           9   outstanding from railroad 10-Q and 10-K reports

          10   multiplied by stock prices at the close of each week in

          11   2009."

          12        Q    And the AAR is the industry Association of

          13   Railroads; is that correct?

          14        A    Yes, that's my understanding.

          15        Q    And would you agree with me that like the

          16   earlier order, this is not an instance in which the

          17   regulator applied a financial risk adjustment but

          18   instead applied market value data directly to derive the

          19   required return?

          20        A    Yes.

          21        Q    Do you have the Iowa Tax Authority Rules

          22   before you?

          23        A    Yes, I do.

          24             MR. McGLOTHLIN:  I need a number, sir.

          25             CHAIRMAN GRAHAM:  180, one eight zero.
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           1             (Exhibit No. 180 was marked for

           2        identification.)

           3   BY MR. McGLOTHLIN:

           4        Q    And like the others, this is a document to

           5   which you referred for examples of the market value

           6   analysis that you recommend; is that correct?

           7        A    Yes.

           8        Q    If you turn to the first page, do you see a

           9   definition of stock and debt approach about two-thirds

          10   down on 77.1(7)?

          11        A    Yes.

          12        Q    Would you agree with me that the rules in this

          13   document contemplate the application of a market value

          14   approach to the derivation of ROE directly without a

          15   financial risk adjustment of the nature that you're

          16   making in this case?

          17        A    Yes.  No -- since they apply it directly, no

          18   such market value -- no such financial risk adjustment

          19   is required.  They are already using market values and

          20   recognizing that market values must be used to estimate

          21   the cost of equity and so no adjustment is required in

          22   this case.

          23        Q    Now, I believe it was in response to the staff

          24   where examples of jurisdictions that had accepted your

          25   type of financial risk adjustment, you referred to an
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           1   order issued by the Missouri Public Service Commission

           2   involving the Empire District; is that correct?

           3        A    Yes.

           4        Q    But you have appeared in more than one

           5   proceeding on behalf of Empire District over time, have

           6   you not?

           7        A    That's correct.

           8        Q    And do you have before you the document which

           9   is the Missouri PSC order dated March 26th, 2008?

          10             CHAIRMAN GRAHAM:  We'll call that 181.

          11             THE WITNESS:  Yes.

          12             (Exhibit No. 181 was marked for

          13        identification.)

          14   BY MR. McGLOTHLIN:

          15        Q    Please turn to page 11.  And you'll see in the

          16   right-hand column there that I've highlighted a portion

          17   of the paragraph.  Take a moment and familiarize

          18   yourself with what is captioned in paragraph 12

          19   beginning with your name there.

          20        A    Yes.

          21        Q    Do I understand correctly that in this

          22   particular case, you developed an average cost of equity

          23   of 11.3 percent and then adjusted that with a version of

          24   your financial risk adjustment?

          25        A    Yes.  That's correct.
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           1        Q    So the average of your methodologies was

           2   11.3 percent and you recommended a financial risk

           3   adjustment of 40 basis points to arrive at 11.7,

           4   correct?

           5        A    Yes.

           6        Q    Please turn to page 12.  Would you read the

           7   highlighted paragraph?

           8        A    Yes.  That's the one that begins "In light

           9   of"?

          10        Q    Yes.

          11        A    "In light of the comparable companies' average

          12   ROE at or near 10.9 percent, the national average ROE

          13   and the perceived risk associated with investment in

          14   Empire, including the downgrade of Empire's credit

          15   rating to the lowest investment grade after this case

          16   was filed, the Commission concluded that 10.9 percent is

          17   a reasonable and appropriate ROE for Empire."

          18        Q    Now, the average of your methodologies was

          19   11.3, correct?

          20        A    Correct.

          21        Q    And you proposed to increase that by 40 basis

          22   points for the financial risk adjustment?

          23        A    Yes.

          24        Q    Would you agree with me that in this instance,

          25   the same Missouri PSC did not accept your financial risk
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           1   adjustment?

           2        A    Yes.  That's correct.

           3        Q    You also appeared on behalf of -- you also

           4   appeared before the Missouri PSC on behalf of Union

           5   Electric doing business as Ameren; is that correct?

           6        A    Yes.

           7        Q    Do you have that order in front of you?  This

           8   is a Missouri PSC order dated May 22nd, 2007.

           9        A    Yes, I do.

          10             CHAIRMAN GRAHAM:  We'll number that 182.

          11             (Exhibit No. 182 was marked for

          12        identification.)

          13   BY MR. McGLOTHLIN:

          14        Q    Please turn to page 34 -- I'm sorry -- 33.

          15   The highlighted language in the middle of page 33

          16   indicates that you recommended a return on equity of

          17   12.2 percent; is that correct?

          18        A    Yes.

          19        Q    And did that reflect the application of the

          20   financial risk adjustment?

          21        A    Yes, it did.

          22        Q    Would you please turn to page 34 and read the

          23   paragraph that begins -- well, this paragraph number 23

          24   beginning "In large part."

          25        A    "In large part, the overly high return on
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           1   equity recommendations put forward by AmerenUE's

           2   witnesses result from their inclusion of a large

           3   financial risk add-on premium based on the allegedly

           4   greater financial risk resulting from the market value

           5   of common authorized equity and AmerenUE's capital

           6   structure.

           7             "The witnesses used this premium adjustment to

           8   increase some exchange return on equity recommendation

           9   by 100 basis points and Vander Weide by 70 basis points.

          10   But despite his advocacy of an adjustment to account for

          11   AmerenUE greater risk, Vander Weide acknowledged at the

          12   hearing that the AmerenUE's risk is about average for

          13   the electric utility industry."

          14        Q    And on page 35, the second paragraph contains

          15   the Missouri PSC's disposition of your recommendation.

          16   Would you read that?

          17        A    "In sum, the financial risk upward adjustment

          18   proposed by AmerenUE's witnesses appears to be a

          19   transparent effort to inflate the company's proposed

          20   return on equity to obtain a better bargaining position

          21   in the hope the Commission would simply split the

          22   difference between the extreme positions.

          23             "Such efforts call into question the

          24   credibility of these witnesses.  Indeed, Vander Weide

          25   came close to acknowledging that his proposed return on
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           1   equity was extreme when at the hearing he indicated an

           2   11 percent return on equity in line with the amounts

           3   that the Commission has allowed Kansas City Power &

           4   Light and the Empire District Electric Company in recent

           5   cases would be a benchmark that the financial community

           6   would look to."

           7        Q    And then on page 36, the Missouri PSC

           8   reflected the ROE that it felt was appropriate in that

           9   case.  Did they find a 10.2 percent would be appropriate

          10   in that case?

          11        A    Yes, they did.

          12        Q    We provided another Missouri PSC order dated

          13   July 30th of 2008.  Do you have that before you?

          14        A    Yes.

          15             MR. McGLOTHLIN:  I need a number, please.

          16             CHAIRMAN GRAHAM:  This will be 183.

          17             (Exhibit No. 183 was marked for

          18        identification.)

          19   BY MR. McGLOTHLIN:

          20        Q    And in this case, you appeared again as the

          21   cost of capital witness for the Empire District Electric

          22   Company, correct?

          23        A    Yes.

          24        Q    Please turn to page 16.  Reading the

          25   highlighted language, Dr. Vander Weide, do I understand
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           1   correctly that you performed three separate analyses

           2   with different methodologies and then averaged them to

           3   arrive at 11.6 percent?

           4        A    Yes.

           5        Q    And do I also understand it correctly that in

           6   this appearance for Empire District, you did not propose

           7   a financial risk adjustment before the Florida -- excuse

           8   me -- the Missouri PSC?

           9        A    Yes.  That's because it had been rejected in

          10   that -- it had been accepted in a 2007 case and that's

          11   why I presented it as support.  And it also then was

          12   rejected in the follow-on case and so I decided not to

          13   present it in that case because the Commission had made

          14   a strong statement about not accepting it.

          15        Q    And because the Missouri PSC had rejected it

          16   in prior cases, you performed your three separate

          17   analyses, arrived at an average of 11.6 percent but did

          18   not propose to increase it to reflect the difference in

          19   financial risk?

          20        A    Yeah.  Actually, as I now think about that

          21   answer, I would revise it slightly.  The -- my recall

          22   is, as I think about it, that -- and I don't have the

          23   testimony in front of me to know for sure -- but my

          24   recall is that the company requested that I -- I

          25   indicated in the testimony that it would be appropriate
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           1   to use a financial risk adjustment.

           2             But in the final recommendation, the company,

           3   in order to keep the issues at a minimum, asked me to

           4   not apply a financial risk adjustment.  That's my recall

           5   as I'm sitting here today.

           6        Q    So that the record is clear, do I understand

           7   correctly that in this performance -- excuse me -- in

           8   this appearance for Empire District, you did not propose

           9   to apply the financial leverage -- financial risk

          10   adjustment that you had advocated in earlier

          11   appearances?

          12        A    No.  And just to be clear, the reason that I

          13   did not is that I discussed the appropriateness of the

          14   financial risk adjustment in the testimony and I

          15   indicate in the testimony that the company asked me to

          16   keep -- because there were so many other issues in the

          17   case -- to keep the number of issues at a minimum and to

          18   not make the adjustment in that proceeding.

          19        Q    So you recommended the 11.3 without

          20   adjustment, correct?

          21        A    Yes.

          22             MR. McGLOTHLIN:  If I may have a couple of

          23        minutes, I'll see if I have anything else to ask.

          24             CHAIRMAN GRAHAM:  Sure.

          25             MR. McGLOTHLIN:  That's all.
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           1             CHAIRMAN GRAHAM:  Mr. Moyle.

           2             MR. MOYLE:  Thank you, Mr. Chairman.

           3                    CROSS EXAMINATION

           4   BY MR. MOYLE:

           5        Q    Hello, Doctor, how are you?

           6        A    Fine, thank you.

           7        Q    Good.  I'm Jon Moyle.  I represent the Florida

           8   Industrial Power Users Group.  I think we met previously

           9   when you testified a couple of years ago down there.

          10        A    I believe we have, yes.

          11        Q    Okay.  I'm not going to be as long as

          12   Mr. McGlothlin, but I want to ask you some questions

          13   about a few points.

          14             Counsel for Gulf in his opening statement --

          15   you were here for the opening statements, correct?

          16        A    Yes.

          17        Q    I think he had a little fun with some of the

          18   intervenors and suggested they were bringing in experts

          19   from out of state.  You're not a Floridian, are you?

          20        A    No, I'm not.  I don't recall that particular

          21   statement and I don't know whether he was having fun or

          22   not.

          23        Q    All right.

          24        A    But his statement, I believe, is self-evident.

          25        Q    All right.  And I thought I would have a
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           1   little fun.  You're a Blue Devil from Duke; is that

           2   right?

           3        A    Right.

           4        Q    Okay.  And you're advocating that there be an

           5   ROE of 11.7, correct?

           6        A    Yes, I am.

           7        Q    And that's after this risk premium adjustment

           8   that Mr. McGlothlin was just asking you about of 90

           9   basis points; is that right?

          10        A    That's right.

          11        Q    So it's almost a full percentage point that

          12   you're asking this Commission to approve to increase

          13   based on the capital structure of the company; is that

          14   right?

          15        A    It's 90 basis points.

          16        Q    In Exhibit No. 181, this case you testified in

          17   Missouri, you only sought 40 basis points; is that

          18   right?

          19        A    Yes.

          20        Q    And the Missouri Commission did not accept

          21   your recommendation to make a financial risk adjustment,

          22   correct?

          23        A    In that case they did not.  They had

          24   recommended it in a prior case.

          25        Q    Okay.  And then you had just indicated before
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           1   that in another case you didn't make the recommendation

           2   because the company asked you not to; is that right?

           3        A    They asked me to minimize the number of issues

           4   in the case because there were other very important

           5   issues they wanted to focus on.

           6        Q    Okay.  How many issues were in that case?

           7        A    I didn't count them.

           8        Q    Can you give us a ballpark?

           9        A    No.

          10        Q    Do you know how many issues are in this case?

          11        A    No.

          12        Q    Okay.  There's a prehearing statement, I'll

          13   represent to you that at least going in I think it was

          14   in excess of 100.  You would agree that's a lot of

          15   issues, would you not, if my recollection is correct?

          16             MR. MELSON:  Objection, relevance.

          17             CHAIRMAN GRAHAM:  Mr. Moyle.

          18             MR. MOYLE:  Well, I think it is relevant just

          19        to get to his point about -- and there were a lot

          20        of issues in Missouri and his financial risk wasn't

          21        sought.  I'm trying to get his understanding as to

          22        is this a similar case or a lot of issues and

          23        whether he would consider not asking for the

          24        financial risk adjustment in this case.

          25             CHAIRMAN GRAHAM:  I thought I remember him
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           1        saying that the company thought it was a lot of

           2        issues.  I didn't hear him say he thought it was a

           3        lot of issues.

           4             MR. MOYLE:  That may be.

           5             CHAIRMAN GRAHAM:  What was your testimony,

           6        sir?  Was it the company thought it was a lot of --

           7             THE WITNESS:  You had it exactly right, the

           8        company thought there were a lot of issues.  And I

           9        stated in the testimony that I believe that the

          10        financial risk adjustment was correct in that

          11        testimony.

          12   BY MR. MOYLE:

          13        Q    Okay.  With respect to each hundred basis

          14   points or one percentage point, 100 basis point equals

          15   one percentage point; isn't that right?

          16        A    Yes.

          17        Q    Okay.  So how much with respect to the amount

          18   of money that Gulf is seeking does each percentage point

          19   represent?

          20        A    I don't know.

          21        Q    So you don't know whether it's 10 million or

          22   30 million?  You don't know the value of each hundred?

          23        A    No.  I was only asked to provide an estimate

          24   of the cost of equity.

          25        Q    Okay.  And you're aware that OPC has an
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           1   expert, Dr. Woolridge, who is also providing his opinion

           2   on return on equity, correct?

           3        A    Yes.

           4        Q    Okay.  And you don't question any of

           5   Dr. Woolridge's qualifications, you would agree he's an

           6   expert in economics and well versed to testify about

           7   return on equity?

           8             MR. MELSON:  Objection, relevance.  This

           9        witness's opinion about another witness's expertise

          10        is not relevant.

          11             CHAIRMAN GRAHAM:  I'll allow it.

          12             THE WITNESS:  I obviously question his

          13        expertise because I disagree with it.  I agree that

          14        he has been qualified as an expert in this case,

          15        but I disagree with his expertise on certain

          16        subjects.

          17   BY MR. MOYLE:

          18        Q    And I guess the finer point that I'm trying to

          19   make is that lawyers will sometimes disagree on a legal

          20   point, but if they're members of the Bar they have some

          21   expertise on the law.

          22             That's a similar situation with you and

          23   Dr. Woolridge, you don't question whether he's qualified

          24   to render an opinion, you just disagree with his

          25   opinion; is that right?

                         FLORIDA PUBLIC SERVICE COMMISSION

                                                                         384

           1        A    Yes.

           2        Q    And as a general proposition in trying to

           3   determine the appropriate return on equity, you have put

           4   forward a lot of theories:  DCF and CAPM and risk

           5   premium.  These are theoretical exercises; isn't that

           6   right?

           7        A    I wouldn't characterize them as theoretical at

           8   all.  They are used all the time.

           9        Q    Okay.  And with respect to the equity that

          10   is -- well, let me ask you this:  Do you know, does the

          11   Southern Company -- do you know as a matter of fact that

          12   the Southern Company does these calculations when

          13   deciding whether to make an equity investment?

          14        A    I haven't examined what the Southern Company

          15   does.  I know that they agree that this is a reasonable

          16   method of estimating the cost of equity; otherwise, they

          17   wouldn't have hired me.

          18        Q    No, I understand.  I'm just asking you

          19   factually as we sit here today, do you know if the

          20   Southern Company -- if their senior management, before

          21   they decide to make an equity investment, whether they

          22   do a CAPM model or any of the other --

          23        A    I have no idea what they use.  I haven't

          24   explored it.

          25        Q    And the reason I'm asking the question and the
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           1   reason I think it's relevant is because isn't it true

           2   that all of the equity for Gulf comes from the Southern

           3   Company?

           4        A    Yes.

           5        Q    Okay.  So I, as an investor, if I wanted to

           6   invest in Gulf and I say, you know what, if I can get

           7   nine and a half or ten, I mean, if I wanted to invest

           8   that, I couldn't do it because the equity is limited to

           9   the Southern Company's investment, correct?

          10        A    That is correct.  The Southern Company can

          11   invest in Gulf and they are the relevant equity investor

          12   for the purpose of determining what it would take to

          13   continue to invest in Gulf.

          14        Q    Okay.  And you've been in the room throughout

          15   the day, correct?

          16        A    Yes.

          17        Q    Okay.  And you would agree with me that the

          18   Southern Company made a decision in 2010 that they could

          19   invest equity and receive a return of 9.5, correct?

          20        A    I don't know what situation you're referring

          21   to.

          22        Q    The chief financial officer who testified, he

          23   was asked a question about what was the return on equity

          24   in 2010, and I think he answered 9.5.  Do you remember

          25   that?
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           1        A    I believe he was referring to an actual rate

           2   of return as opposed to a required rate of return.

           3        Q    And the same question with respect to 2011?

           4        A    Yes.  As I heard that, he was referring to an

           5   accounting rate of return that was realized as opposed

           6   to a forward-looking required rate of return that one

           7   would use, say, for capital budgeting purposes.

           8        Q    Nobody from the Southern Company has told you

           9   that they're not going to invest in Gulf Power unless

          10   they get a return on equity of greater than 10 percent,

          11   have they?

          12        A    I haven't discussed it with Gulf Power.  Did

          13   you say Southern Company?  Southern Company, I haven't

          14   discussed it with Southern Company.

          15        Q    Right.

          16        A    No.

          17        Q    Southern Company is the equity investor in

          18   Gulf?

          19        A    Yes.

          20        Q    Okay.  So the answer to my question would be

          21   no, because you haven't discussed it, no one's told you

          22   that they would not invest in the Gulf Company if the

          23   return on equity was not greater than 10 percent?

          24        A    No, I have not discussed it with them.  I

          25   forget which way the question was phrased, whether a yes

                         FLORIDA PUBLIC SERVICE COMMISSION

                                                                         387

           1   or no is appropriate, but the meaning is clear that I

           2   haven't discussed it with them.

           3        Q    Okay.  I want to spend a little time about

           4   the -- talking more about the risk adjustment that you

           5   did.  And I read your testimony, and I assume that that

           6   was done as a way to in effect measure and value risk,

           7   correct?

           8        A    It began as a way to measure risk.  It also

           9   had the purpose of determining the appropriate return

          10   that when applied to a book value capital structure

          11   would give investors an opportunity to earn their

          12   required return in the marketplace.

          13        Q    Okay.  My thinking in reading your testimony

          14   was if there are adjustments that need to be made

          15   because of different risk profiles that in your approach

          16   you could make adjustments one way or the other with

          17   respect to different risk elements; is that fair as a

          18   general proposition?

          19             I mean, because you did it for the financial

          20   equity thing, I would assume that if there were other

          21   risks or other things that made the company less risky

          22   that you would likewise consider making an adjustment?

          23        A    That is correct.  However, I felt that from an

          24   equity perspective, this group of electric -- the

          25   average electric utility in my proxy group had a
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           1   comparable business risk to Gulf Power but had a

           2   different financial risk than was embedded in my cost of

           3   equity estimates.

           4        Q    So I think you've agreed that adjustments are

           5   appropriate based on the level of risk, correct?

           6        A    If they're significant.

           7        Q    Okay.  Are you aware as to the type of cost

           8   recovery clauses that the Florida Commission has in

           9   place either through rule or through legislative

          10   direction?

          11        A    I'm generally aware as from my reading of the

          12   company's 10-K that there are financial recovery

          13   mechanisms.  And I also am aware that most electric

          14   utilities have cost recovery mechanisms that are very

          15   similar in nature to those available here.

          16        Q    Do you know what percentage of Gulf's annual

          17   income flows through the clauses as compared to what

          18   flows through base rates?

          19        A    I've heard it mentioned today that it might be

          20   up to 60 percent.  But that would be typical for most

          21   electric utilities, again, because it's very common to

          22   have a fuel cost adjustment clause.  And fuel costs

          23   represent a large percentage of an electric utility's

          24   operating expenses.

          25        Q    It's less common to have an environmental cost
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           1   recovery clause, is it not?

           2        A    No.  In recent years because the environmental

           3   costs are generally required investments legislated by

           4   national policy and sometimes state policy, it's quite

           5   common to have clauses that guarantee the recovery of

           6   environment costs as long as they are prudently incurred

           7   and prudently made.

           8        Q    Right.  And investors like it when the money

           9   flows through clauses as compared to base rates, that

          10   gives them less risk, correct?

          11        A    They do but the relevant thing for the cost of

          12   capital is how the risk of Gulf Power relates to the

          13   risk of my proxy companies.

          14        Q    Right.  And with respect to your proxy --

          15        A    I wasn't quite finished with my answer yet.

          16        Q    I'm sorry.

          17        A    And if they all have similar types of recovery

          18   clauses, then the cost of equity results from my proxy

          19   companies are reasonable to apply to Gulf Power.

          20        Q    So I'm assuming based on that answer that you

          21   then did a detailed analysis and looked at the recovery

          22   clauses that Gulf has and compared it to all of the

          23   recovery clauses that your proxy group has; is that

          24   correct?

          25        A    No, it's not correct.  That I did a detailed
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           1   analysis, if by that you mean I identified all of the

           2   cost recovery clauses for all of the companies in my

           3   proxy group, that would have been very cost prohibitive.

           4             However, I am aware as a person who testifies

           5   frequently for electric utilities and who reads

           6   extensively about electric utilities, that the major

           7   expenses of other electric utilities are recovered in a

           8   very similar manner.

           9        Q    Did you know that Gulf recovered 60 percent of

          10   its -- when did you first find out that Gulf recovered

          11   60 percent of its money through clauses?  Was that today

          12   in the hearing?

          13        A    Well, that precise number was today in the

          14   hearing.  But as I've mentioned to you a minute ago,

          15   fuel cost adjustment clauses are very, very common

          16   throughout the entire electric utility industry and fuel

          17   costs are a major percentage of the costs, so other

          18   electric utilities would have similar percentages.

          19        Q    Okay.  And I'm going to move on in a second.

          20   But are you aware of any other besides the fuel and the

          21   environmental cost recovery clause that Florida has?

          22        A    I've read them in the 10-K.  I couldn't

          23   enumerate them as I sit here.

          24        Q    Okay.

          25        A    But I have read about all of the clauses that
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           1   are available.

           2        Q    All right.  And you did not make an adjustment

           3   downward with respect to your recommended return on

           4   equity due to the fact that Florida has a number of

           5   clauses, correct?

           6        A    No, I didn't believe it was appropriate,

           7   because Value Line has rated Florida regulation as being

           8   average for regulatory environments throughout the

           9   country.  And since my proxy group has about an average

          10   regulatory business ranking, I thought that was

          11   appropriate for Gulf as well.

          12        Q    Do you agree with the proposition that

          13   companies which have nuclear operations, that that has a

          14   higher risk profile and therefore that there should be

          15   an adjustment upward with respect to return on equity?

          16        A    I don't think I would be willing to make a

          17   general statement about that.  You know, I would have to

          18   consider all of the circumstances surrounding that.

          19        Q    You would agree that a nuclear unit presents

          20   more risk as a general proposition, correct?

          21        A    Nuclear has some risk factors and it has some

          22   other factors.  It generally provides lower costs for

          23   baseload energy.  It's more -- it has -- it emits a lot

          24   fewer greenhouse gases and so the company would not have

          25   to make as big of investments in environmental capital
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           1   expenditures.

           2             The risk is that it has generally a longer

           3   period of recovery, so there are -- one would have to

           4   look at all of the different factors at the same time.

           5        Q    Are you familiar with the -- any issues or

           6   costs associated with the Crystal River 3 nuclear

           7   outage?

           8             MR. MELSON:  Objection.  This is getting

           9        pretty far afield.

          10             CHAIRMAN GRAHAM:  I agree with the objection.

          11        Unless you can tell me -- what do you plan on

          12        getting to?

          13             MR. MOYLE:  The reason I think it's an

          14        appropriate question is that I'm asking him

          15        questions related to any adjustments he made

          16        relative to risk and it's all about risk as to the

          17        return on equity.

          18             You know, I think some experts have said

          19        nuclear presents greater risk.  He's saying he

          20        doesn't necessarily agree.  And I think in terms of

          21        trying to establish that, no, nuclear does present

          22        greater risk to the extent he had any information

          23        about Crystal River 3, it would help me establish

          24        that.  If he doesn't have any information, you

          25        know, he can't establish them.
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           1             CHAIRMAN GRAHAM:  Sir, do you have any

           2        information on Crystal River 3?

           3             THE WITNESS:  No.

           4   BY MR. MOYLE:

           5        Q    Okay.  With respect, again, to elements of

           6   risk, doesn't it help to have a utility that is

           7   backstopped or supported by a large holding company as

           8   compared to having a utility that's not supported by a

           9   large holding company or backstopped by a large holding

          10   company?

          11        A    I can't say that it helps or it hurts.  I

          12   think one would have to examine, again, the individual

          13   set of circumstances.  As a general proposition, I don't

          14   think that it does.

          15        Q    Do you think having a statutory rate case

          16   clock is a favorable thing for investor-owned utilities?

          17        A    I misunderstood one word.  A rate case clock?

          18        Q    A statutory provision that says once a rate

          19   case is filed you have to have it heard and decided

          20   within a certain amount of time.  Is that a beneficial

          21   thing that reduces risk to an investor-owned utility in

          22   your opinion?

          23        A    Sure, it's a beneficial thing, but it doesn't

          24   reduce the risk relative to my proxy companies, because

          25   most states have such schedules in place.
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           1        Q    Did you research that issue to find out

           2   whether the ones in your proxy group indeed had a

           3   regulatory time clock or a statutory time clock?

           4        A    It didn't require a lot of research.  I've

           5   been in several hundred rate cases over the last 30

           6   years and I'm very familiar with the kinds of regulation

           7   environments that are faced by electric utilities.

           8        Q    Okay.  And you testified in the Progress

           9   Energy case, you're aware that the Commission set a 10.5

          10   return on equity in that case; is that right?

          11        A    Yes.

          12        Q    Okay.  And that was considerably below the

          13   number that you had recommended, correct?

          14        A    Yes.  And as was discussed earlier, the case

          15   was settled and there were some other things that were

          16   beneficial to the company in addition to the range of

          17   rates of return that were allowed.

          18        Q    All right.  And as we sit here today, you have

          19   no information or evidence that Progress Energy has not

          20   been able to provide reliable service since the end of

          21   the rate case, correct?

          22        A    No, I don't have any information, but I don't

          23   think it would be relevant.  I don't think that the

          24   company would intentionally allow in the short-run its

          25   service to deteriorate solely because it didn't get the
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           1   rate of return that it requested.

           2             The commitment to provide quality services is

           3   a long-run commitment and it's generally considered that

           4   there's a compact between the regulator and the company,

           5   that the company will provide safe and reliable service

           6   and the regulator in return in compliance with the Hope

           7   and Bluefield Standards will provide an opportunity to

           8   earn a fair rate of return on the investment.

           9             MR. MOYLE:  Mr. Chairman, in being respectful

          10        of our witness, a lot of these questions are simple

          11        yes and no questions that don't respectfully

          12        require a elaboration about the regulatory compact

          13        and the Supreme Court holdings, so I think it would

          14        move it along if I could get a yes or a no.  I

          15        would appreciate some help in that regard.

          16             CHAIRMAN GRAHAM:  Dr. Vander Weide, normally

          17        the way I handle things up here is -- or the way

          18        it's written up in preorders, you're allowed to

          19        answer the question yes or no and give a brief

          20        explanation.

          21             Normally I'll let the witness go on until the

          22        person asking the question calls for me to rein it

          23        in a little, so what I'm doing right now is reining

          24        it in a little.  I need you to make your responses

          25        as brief as possible.
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           1             THE WITNESS:  Certainly.

           2   BY MR. MOYLE:

           3        Q    Since the decision in the Progress Energy rate

           4   case in which a 10.5 return on equity was awarded, do

           5   you have any information to suggesting that Progress

           6   Energy has not been able to access either debt or equity

           7   capital?

           8        A    No.  And I don't believe that it would -- that

           9   such information would be relevant to determining the

          10   cost of capital in this proceeding.

          11        Q    And such information -- with respect to

          12   determining return on equity, you try to take a snapshot

          13   of market conditions as they exist at a particular point

          14   in time, correct?

          15        A    Yes.

          16        Q    Okay.  So there was a question earlier about

          17   Gulf having previously had a 12 or 12 and a half percent

          18   return on equity.  You would agree that was set ten

          19   years ago at a time that had completely different market

          20   conditions, correct?

          21        A    I haven't examined the conditions involved in

          22   that case.

          23        Q    Okay.  But with respect to what the objective

          24   is, a historical return on equity does not have much

          25   relevancy with respect to trying to set a return on
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           1   equity on a going-forward basis, correct?

           2        A    All I did is I would look at current market

           3   conditions.

           4        Q    Okay.  So am I correct then in suggesting that

           5   a historical return on equity is not particularly

           6   helpful or relevant in determining return on equity

           7   because it's designed to try to get a market picture at

           8   the time the return on equity is being decided?

           9        A    Well, I didn't consider it relevant or

          10   important.

          11        Q    And you're an expert in this field?

          12        A    Yes.

          13        Q    Do you try to keep up with Commission

          14   decisions around the country with respect to return on

          15   equity?

          16        A    Generally, yes.

          17        Q    Are you aware that the Oklahoma Gas & Electric

          18   on 6/17/11 issued an opinion in which they awarded a

          19   9.95 return on equity?

          20        A    I don't recall the Oklahoma decision.  I am

          21   aware that the average allowed return for integrated

          22   electric utilities in 2011 has been approximately 10 and

          23   a half percent.

          24        Q    With respect to -- I had three or four of

          25   these, I just want to test your knowledge about specific
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           1   cases.

           2             Are you aware or have any information that the

           3   Pittsburgh Gas & Electric Company, which is in

           4   Massachusetts, that their regulator on 8/1/11 authorized

           5   a return on equity of 9.2 percent?

           6             MR. MELSON:  Objection, relevance.  The

           7        witness has testified that what is awarded in other

           8        jurisdictions is not relevant to this proceeding,

           9        that you look at a snapshot in time.

          10             CHAIRMAN GRAHAM:  He said that he didn't

          11        believe it was relevant but he said that he stays

          12        on top of what goes on nationwide, so I'll allow

          13        him to answer the question.

          14             THE WITNESS:  When I look at information on

          15        authorized returns, I don't look at individual

          16        returns, so I'm not aware of that, the answer would

          17        be.  I look only at the average allowed return and

          18        I look particularly at integrated electric

          19        utilities.  And as I have suggested, that average

          20        for 2011 has been approximately 10 and a half

          21        percent for integrated electric utilities.

          22   BY MR. MOYLE:

          23        Q    Well, 10 and a half percent is a lot different

          24   from 11.7, isn't it?

          25        A    Yes, it is different.  It doesn't say that I
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           1   agree that that's my estimate of the cost of equity.

           2        Q    Okay.

           3        A    I'm just providing information in response to

           4   your question on what the allowed rates of return are.

           5        Q    Sure.  And I'm just testing your knowledge as

           6   to utility-specific return on equities.

           7        A    And I don't have any knowledge of it to

           8   testify to about utility-specific returns.

           9        Q    Okay.

          10        A    Only the average for the country.

          11        Q    All right.  But you would agree that utility

          12   specific are used to calculate the average, correct?

          13        A    Yes.  But because each case is different and

          14   there are so many factors that go into each case, it's

          15   very difficult to compare one case to one other case.

          16        Q    Okay.

          17        A    It's better to look -- to average out those

          18   unusual characteristics of a particular case.  It's

          19   better to look at an average if one looks at allowed

          20   returns at all.

          21        Q    So with respect to -- you wouldn't have any

          22   information about Niagara Mohawk, which is out of New

          23   York, on 1/20/11 authorized a return on equity of 9.3 or

          24   Portland General on December 17th, 2010 authorizing a

          25   10.0 return on equity, correct, because those are
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           1   utility specific?

           2        A    I don't have any utility-specific information,

           3   but I do know, however, that if there is an

           4   industry-wide average number that is reported, it's not

           5   indicative to just taking numbers that are below the

           6   average and pretend like they are relevant for this

           7   proceeding.  One has to look at the entire range of

           8   numbers.

           9        Q    I would agree.  And the number that you're

          10   asking this Commission to adopt is -- would put Florida

          11   at the top of the heap in terms of return on equity, it

          12   would be one of the highest return on equities in the

          13   country; isn't that right?

          14        A    It would.  And as I've already indicated, the

          15   allowed returns aren't my estimate of the cost of

          16   equity, but they are quite a bit higher than those of

          17   the other cost-of-equity witnesses in this proceeding

          18   and indeed are about halfway between us.  But, again, I

          19   would still believe that my estimate is the correct

          20   estimate of the cost of equity.

          21             MR. MOYLE:  Just one second, I think I'm done.

          22             CHAIRMAN GRAHAM:  Sure.

          23             MR. MOYLE:  Thank you for your time, I

          24        appreciate it.

          25             CHAIRMAN GRAHAM:  As we are about at the
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           1        two-hour mark, probably just a little past that, we

           2        are going to have to let our court reporter take a

           3        break, so we'll take about a -- well, we'll take a

           4        ten-minute break.

           5             (Whereupon, the hearing was recessed at 4:30

           6        p.m.)

           7             (Whereupon, the transcript continues in

           8        sequence to volume 3.)
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