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

        2         (Transcript follows in sequence from Volume 10.)

        3               CHAIRMAN GRAHAM:  Okay, Mr. McGlothlin.

        4                    CROSS EXAMINATION (CONTINUED)

        5    BY MR. McGLOTHLIN:

        6         Q     Dr. Vander Weide, shortly before we took up again,

        7    I provided you with copies of nine articles.  Have you had an

        8    opportunity to compare those articles with the ones in your

        9    Table 3 of your rebuttal testimony?

       10         A     I didn't -- they appear to be the same ones there.

       11    I didn't specifically check that every one in that table was

       12    there, but I believe these are the correct articles.

       13         Q     We're going to talk about each one in turn so

       14    you'll have a further opportunity, if there's any doubt in

       15    your mind.  But I would like to ask that an exhibit number be

       16    provided for our composite exhibit.

       17               CHAIRMAN GRAHAM:  Well, I believe we're at Number

       18         210, and composite exhibit of -- what are we calling

       19         this?

       20               MR. McGLOTHLIN:  Articles referred to in Vander

       21         Weide rebuttal Schedule 3.

       22               CHAIRMAN GRAHAM:  Okay.

       23         (Exhibit No. 210 was marked for identification.)

       24    BY MR. McGLOTHLIN:

       25         Q     And my questions are limited in nature, sir.  I'm
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        1    going to ask you to review with me the duration of the

        2    projection period that was examined by the authors of each

        3    article.  The first in your schedule and the first that

        4    should be in your stack is the Crichfield, Dyckman and

        5    Lakonishok.  Do you have it in front of you?

        6         A     Yes, I do.

        7         Q     Would you turn to page 653 of the study?

        8         A     Yes.

        9         Q     Would you agree that this article looks at

       10    forecasts of annual earnings per share?

       11         A     Are you referring me to a particular sentence in

       12    here?

       13         Q     It should be underlined on your page.

       14         A     Oh, yes, I see it.  Yes, I do.

       15         Q     The next article is the Elton Gruber and Gultekin

       16    study.

       17         A     Yes.

       18         Q     Would you turn to page 352 of that study.

       19         A     Yes.

       20         Q     And reviewing that page, would you agree with me

       21    that this study also looks at forecasts of annual earnings

       22    per share?

       23         A     Yes, for each of the next two years.

       24         Q     Would you look at the next in the series, which is

       25    Givoly and Lakonishok?
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        1         A     Yes.

        2         Q     It appears to us that this particular article is a

        3    survey of other studies and does not itself examine a

        4    projection period.  Are you familiar enough with the article

        5    to say whether we are right or wrong?

        6         A     I believe you're correct.

        7         Q     And the next is a study by a Lawrence Brown.  Do

        8    you have that?

        9         A     Yes.

       10         Q     And if you'll look at page 82, there's a

       11    definition of an acronym, SURPE.  Can you tell me what that

       12    stands for?

       13         A     Apparently it is equal to actual earnings minus

       14    predicted quarterly earnings.  Actual quarterly earnings

       15    minus predicted quarterly earnings divided by actual

       16    quarterly earnings.

       17         Q     So would you agree with me that the projection

       18    periods here are quarterly projections?

       19         A     Yes.

       20         Q     The next article is by Keane and Runkle.  Do you

       21    have that?

       22         A     Yes.

       23         Q     Please turn to page 778 of that study.

       24         A     I'm there.

       25         Q     Would you agree that this study looks at forecasts
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        1    of quarterly earnings per share estimates?

        2         A     Yes.

        3         Q     The next in the series is Abarbanell -- I'm sure

        4    I'm butchering that, but you get the gist.

        5         A     Yes.

        6         Q     If you'll turn to page 108 of the study.

        7         A     Yes.

        8         Q     Would you agree that there the authors indicate

        9    that the betas -- that the database includes 180,000

       10    consensus quarterly forecasts over the '85-'98 time frame?

       11         A     Yes.

       12         Q     The next is an article by Ciccone -- am I

       13    pronouncing that correctly?  Do you have that one, sir?

       14         A     Yes, I do.

       15         Q     Referring to the very first sentence of the

       16    abstract, do you see this sentence:  Forecast dispersion,

       17    error, and optimism are computed using 120,022 quarterly

       18    observations from 1990 to 2001?

       19         A     Yes.

       20         Q     So would you agree that this study also uses

       21    quarterly projections?

       22         A     Yes.

       23         Q     The next is the article by Clarke, Ferris, and

       24    others.  If you'll turn to page 176 of that study.

       25         A     Yes.
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        1         Q     Would you agree with me that this study looks at

        2    forecasts of quarterly EPS estimates?

        3         A     Quarterly estimates starting eight quarters

        4    preceding the quarter of a bankruptcy filing.

        5         Q     The last in the series is Yang and Mensah.  Do you

        6    have that?

        7         A     Yes.

        8         Q     Look at page 197, please, where the authors

        9    discuss their data.

       10         A     Yes.

       11         Q     Do they refer to 12,806 firm-quarter observations

       12    in the pre-Reg. FD period, and 13,104 firm-quarter

       13    observations in the post-Reg. period?

       14         A     Yes, they do.

       15         Q     So would those be forecasts of quarterly earnings?

       16         A     Yes.

       17               MR. McGLOTHLIN:  No further questions.

       18               CHAIRMAN GRAHAM:  Okay.  Redirect.

       19               MR. WRIGHT:  A quick question for this witness.

       20               CHAIRMAN GRAHAM:  Okay.  I thought you didn't have

       21         any questions of this witness.

       22               MR. WRIGHT:  I don't recall saying that.  If I did,

       23         I was mistaken.  I'm sorry.

       24               CHAIRMAN GRAHAM:  Okay.

       25               MR. WRIGHT:  Mr. Chairman, while these are being
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        1         distributed, I'd like to enter an appearance for my law

        2         partner, John T. LaVia, III.  He will be covering the

        3         hearing for the Retail Federation this afternoon.

        4               CHAIRMAN GRAHAM:  Okay.

        5               MR. WRIGHT:  Thank you.  Mr. Chairman, the exhibit

        6         that we are proffering here is the third-quarter 2011

        7         rate case summary published by the Edison Electric

        8         Institute, and I'd like this marked for identification,

        9         please.

       10               CHAIRMAN GRAHAM:  The number is 211.

       11         (Exhibit 211 marked for identification.)

       12                          CROSS EXAMINATION

       13    BY MR. WRIGHT:

       14         Q     Good afternoon again, Dr. Vander Weide.

       15         A     Good afternoon.

       16         Q     I'm sure you're familiar with the EEI rate case

       17    summaries?

       18         A     Yes.

       19         Q     Okay, if I could ask you to turn to numbered page

       20    four within the document, itself.

       21         A     Yes.

       22         Q     I'd just like to ask you to agree that for the

       23    third quarter of 2011 there were 17 rate cases filed and the

       24    average ROE awarded in those cases was 10.13 percent.

       25         A     Yes, and I suppose that that applies to all -- I'm
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        1    quite confident that applies to all electric utilities and

        2    doesn't distinguish between integrated electric utilities and

        3    distribution only electric utilities.  And the number is

        4    similar to the numbers that I reported earlier for all

        5    utilities, but not -- it doesn't tell us about integrated

        6    electric utilities.

        7               MR. WRIGHT:  Thank you.  That's all the questions

        8         I have, Mr. Chairman.

        9               CHAIRMAN GRAHAM:  Okay.  Gulf, redirect for this

       10         witness?

       11                         REDIRECT EXAMINATION

       12    BY MR. MELSON:

       13         Q     Dr. Vander Weide, could you turn to the Ciccone

       14    article?  It's "Trends in analyst earnings forecast

       15    properties."  My recollection is it's about halfway through

       16    the stack.

       17         A     Yes.

       18         Q     Mr. McGlothlin asked you if that used quarterly

       19    forecasts.  Could you turn to page four of that.  You see the

       20    bold number three?

       21         A     Yes.

       22         Q     Would you read the second and third sentences

       23    there.

       24         A     Quarterly forecasts are used to present all

       25    results.  The results using annual forecasts are similar to
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        1    the quarterly results and do not require separate analysis.

        2         Q     And you were asked on each of these articles to

        3    identify the forecast period.  Does the fact that these

        4    articles have used quarterly or annual periods detract from

        5    your conclusion about the use of analyst growth forecasts?

        6         A     No, none -- not whatsoever.  They all support

        7    evidence that the analysts are unbiased.  They do not support

        8    the contrary conclusion that analysts are optimistic.  Not a

        9    single one of them does.

       10               And more importantly, they support the conclusion,

       11    along with the other articles that I cite, for instance, in

       12    Table 2, that analyst growth forecasts are impounded in stock

       13    prices and that investors use analyst earnings forecasts when

       14    they -- when they determine how much they're willing to pay

       15    for a stock.

       16               MR. MELSON:  That's all I had, and Gulf would move

       17         Exhibit 158.

       18               CHAIRMAN GRAHAM:  Page 26 -- page 26, Number 158

       19         into the record.

       20         (Exhibit 158 admitted in evidence.)

       21               MR. WRIGHT:  Move 210.

       22               CHAIRMAN GRAHAM:  Move 210 into the record.

       23         (Exhibit 210 admitted in evidence.)

       24               MR. WRIGHT:  And 211, please, Mr. Chairman.

       25               CHAIRMAN GRAHAM:  And 211 into the record.
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        1         (Exhibit 211 admitted in evidence.)

        2               MR. YOUNG:  Mr. Chairman, Staff moves 185 and 186.

        3               MR. McGLOTHLIN:  I thank the Commissioners for

        4         their patience while we managed that production

        5         situation.

        6               CHAIRMAN GRAHAM:  186 and 187, is that what you

        7         said?

        8               MR. YOUNG:  185 and 186.

        9               CHAIRMAN GRAHAM:  185 and 186.  Okay.

       10         (Exhibit 185 and 186 admitted in evidence.)

       11               CHAIRMAN GRAHAM:  Mr. McGlothlin, I'm sorry?

       12               MR. McGLOTHLIN:  I just expressed my thanks for

       13         being patient while we dealt with the copying situation.

       14               CHAIRMAN GRAHAM:  We were able to continue moving

       15         forward; that's all that matters.

       16               MR. MELSON:  May Dr. Vander Weide now be

       17         permanently excused?

       18               CHAIRMAN GRAHAM:  If there's no other questions, or

       19         no objections, Mr. Vander Weide, thank you very much for

       20         coming and your testimony.

       21               THE WITNESS:  Thank you.  It was a pleasure being

       22         here.

       23               MR. GUYTON:  Gulf's next witness is Stacy Kilcoyne.

       24    Thereupon,
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                           FLORIDA PUBLIC SERVICE COMMISSION

                                                                       1978

        1    was called as a witness on behalf of Gulf Power Company, and

        2    having been previously duly sworn, testified as follows:

        3                             DIRECT EXAMINATION

        4    BY MR. GUYTON:

        5         Q     Would you please state your name for the record.

        6         A     Stacy R. Kilcoyne.

        7         Q     And have you previously been sworn?

        8         A     I have.

        9         Q     Ms. Kilcoyne, did you have occasion to prefile

       10    rebuttal testimony consisting of 30 pages?

       11         A     I did.

       12         Q     And is that testimony true and correct?

       13         A     Yes, it is.

       14               MR. GUYTON:  We'd ask that Ms. Kilcoyne's rebuttal

       15         testimony be inserted into the record as though read.

       16               CHAIRMAN GRAHAM:  We will insert Mr. Kilcoyne --

       17         Ms. Kilcoyne's rebuttal testimony into the record as

       18         though read.

       19
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        1    BY MR. GUYTON:

        2         Q     And did you have occasion to file, along with that

        3    rebuttal testimony, an exhibit identified as SRK-1?

        4         A     I did.

        5         Q     And is the information on SRK-1 true and correct?

        6         A     It is.

        7               MR. GUYTON:  Commissioners, that's previously been

        8         identified as Exhibit 160.

        9               CHAIRMAN GRAHAM:  Okay, duly noted.

       10         (Exhibit 160 marked for identification.)

       11    BY MR. GUYTON:

       12         Q     Ms. Kilcoyne, would you please summarize your

       13    testimony.

       14         A     I will.  Good afternoon, Mr. Chairman and

       15    Commissioners.  Customers are at the center of everything

       16    that we do.  In her testimony Ms. Ramas suggests that the

       17    variable or at-risk element of Gulf's compensation program is

       18    detrimental to customers.  This is not based on any objective

       19    analysis of market pay or compensation pay practices.

       20               The design of Gulf's total compensation program

       21    clearly benefits customers because the at-risk portion of pay

       22    is only awarded to employees if goals are met.  The design of

       23    the program ensures that employees are focused on both

       24    financial and operational goals that align the interests of

       25    customers, employees, and investors.
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        1               In order to provide safe, reliable, cost-effective

        2    service to our customers, Gulf must have a compensation

        3    program that will attract and retain a highly skilled, highly

        4    motivated work force.  Our compensation program is designed

        5    to be market-competitive, with pay at the median or fiftieth

        6    percentile of the market.  That includes both base pay and

        7    variable pay.

        8               Variable compensation is not extra compensation,

        9    it is a key part of total compensation.  This design aligns

       10    the interests of employees with our customers and investors.

       11    If performance goals are not met, all employees' pay is

       12    reduced.

       13               It is also in the interest of customers,

       14    employees, and shareholders that employees act as financial

       15    stewards and that the company be financially sound.  The

       16    ability for Gulf to access capital markets to raise funds at

       17    lower costs needed to provide service is in the interests of

       18    customers.  It is important that we serve customers by

       19    ensuring that the company's financial integrity is not in

       20    jeopardy.

       21               Gulf has an experienced, highly skilled, dedicated

       22    work force that provides exceptional service to our

       23    customers.  The company makes a significant investment in

       24    training to ensure that employees are equipped to do their

       25    jobs in an outstanding manner.
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        1               It takes many years to train employees in this

        2    business, which is complex, technical, and dangerous.  Our

        3    employees are highly marketable in the utility and other

        4    industries.

        5               The current design of our compensation program has

        6    allowed us to be very successful in attracting and retraining

        7    our very capable work force.  Disallowing the at-risk portion

        8    of pay would essentially reduce total compensation by almost

        9    14 percent.  A reduction in pay of this magnitude would

       10    result in the loss of many of these valuable employees and

       11    would potentially affect our ability to provide -- to provide

       12    superior customer service to our customers.

       13               It is also essential that Gulf Power provide

       14    equitable benefits to all employees.  The supplemental

       15    pension plans simply provide avenues for some management

       16    employees to receive benefits to replace those affected by

       17    certain IRS or plan limitations on the tax qualified pension

       18    plan.  Otherwise, these employees would receive a

       19    proportionally smaller pension benefit than non-management

       20    employees.

       21               There's been very little change made to our

       22    compensation program since it was approved by the Commission

       23    in the last rate case.  A compensation program which

       24    incorporates both base and variable pay components is very

       25    common among other utilities and general industry because of
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        1    the ability to consider the interests of all stakeholders,

        2    namely the customers, employees and shareholders.

        3               Again, our customers are at the center of

        4    everything that we do.  Our highly skilled and dedicated

        5    employees work hard each and every day to serve the customers

        6    of Gulf Power with the best service and the highest

        7    reliability.

        8               To disallow the variable portion of our

        9    compensation program would potentially be detrimental to our

       10    company's performance and jeopardize the interests of all

       11    concerned, especially our valued customers, as well as our

       12    shareholders and outstanding work force.  This concludes my

       13    summary.  Thank you for your attention.

       14               MR. GUYTON:  We tender the witness.

       15               CHAIRMAN GRAHAM:  Mr. Sayler?

       16                          CROSS EXAMINATION

       17    BY MR. SAYLER:

       18         Q     Good afternoon.  Ms. Kilcoyne, right?

       19         A     Kilcoyne.  Good afternoon.

       20         Q     My name is Erik Sayler.  I'm with the Office of

       21    Public Counsel and we represent your customers.  In several

       22    places in your rebuttal testimony and also in your opening

       23    summary you refer to our witness, Ms. Ramas, advocating

       24    reductions to the paid compensation of Gulf Power employees,

       25    correct?
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        1         A     That's correct.

        2         Q     And on page four you essentially say that

        3    Ms. Ramas advocates for a 13 percent reduction in the total

        4    compensation paid to Gulf's work force, is that correct?

        5         A     That's correct.

        6         Q     And similarly, on page seven, you indicate that

        7    the compensation that Ms. Ramas proposes to eliminate would

        8    reduce the pay of every employee in amounts that range from 6

        9    percent to as much as 64 percent, is that correct?

       10         A     That's correct.

       11         Q     Could you -- do you have a copy of Ms. Ramas'

       12    testimony?

       13         A     I do.

       14         Q     All right.  Can you point to any place within

       15    Ms. Ramas' testimony where she states that the compensation

       16    paid to Gulf employees should be reduced?

       17         A     She has stated that the at-risk or variable

       18    portion of pay should be disallowed.

       19         Q     All right.  Can you point where she states that

       20    Gulf should discontinue its incentive plans?

       21         A     No.  Again, she states that that should be

       22    disallowed in this rate hearing.

       23         Q     And that's disallowed for ratemaking purposes, is

       24    that correct?

       25         A     That's correct.
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        1         Q     And for ratemaking purposes it's really who pays,

        2    is it the company, the shareholders, or the customers, is

        3    that right?

        4         A     That would be my understanding.

        5         Q     Okay.  And you would agree that Ms. Ramas believes

        6    that the company and not the customers should be paying for

        7    the incentive comp plans, is that correct?  Excuse me, funded

        8    by the shareholders.

        9         A     That would be my assumption from reading her

       10    testimony, that's correct.

       11         Q     Now, I believe earlier you just stated that she

       12    is not advocating that they not get paid the incentive

       13    compensation, but it's really the fact that the shareholders

       14    should be paying that, is that correct?

       15         A     That's correct, and I would disagree with that

       16    position.

       17         Q     Would it be your testimony that if this Commission

       18    requires the -- excuse me, let me back up.  The incentive

       19    compensation plans consist of the performance share program,

       20    the stock option program, and the Performance Pay Program, is

       21    that correct?

       22         Q     I didn't hear what you said first.  Would you

       23    repeat that?

       24         A     The incentive compensation or at-risk pay plans

       25    that Gulf Power has for its employees consists of three
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        1    different plans:  Performance Share Program, the Stock Option

        2    Program, and the Performance Pay Program?

        3         A     That's correct.

        4         Q     Okay.  Now, would it be your testimony that if

        5    this Commission requires the Performance Share Program costs

        6    be funded by the shareholders as a result of this case and

        7    not paid for by the Gulf customers, would it be your

        8    testimony that Southern Company or Gulf would terminate the

        9    Performance Share Program?

       10         A     Hopefully we won't be faced with that decision,

       11    but that would be something that we would have to consider.

       12    We have -- that is part of our total pay program that we have

       13    communicated to our employees.  We feel like it is beneficial

       14    to our customers so we would have to make a decision going

       15    forward of how we would adequately compensate our employees.

       16    Remember, our pay is at the median of the market, including

       17    the long-term at-risk plans.

       18         Q     So is it your testimony that they would or would

       19    not terminate the program?

       20         A     I would not make that decision.  That would be

       21    something that we would have to consider.  Hopefully we would

       22    not have to do that.  Again, it is in the best interests of

       23    our customers for our employees to be invested not only in

       24    the operational goals but also in the financial goals, which

       25    are part of the total program.
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        1         Q     All right.  I'm just trying to ask mostly yes and

        2    no questions, and if you don't know then --

        3         A     Okay.

        4         Q     -- so we can kind of move things along.

        5         A     Sure.  My pleasure.

        6         Q     The same question, but for the Stock Options

        7    Program.

        8         A     My answer would be the same.  I do not know.  We

        9    would have to make a decision in going forward of how to look

       10    at the total design of our compensation programs.

       11         Q     Okay.  The same question for the Performance Pay

       12    Program.

       13         A     My answer would be the same.  We would have to

       14    look -- we've made a commitment to our employees --

       15               CHAIRMAN GRAHAM:  Ms. Kilcoyne, you don't have to

       16         repeat it each time.

       17               THE WITNESS:  Okay, thank you.

       18    BY MR. SAYLER:

       19         Q     Would you turn to page four of your testimony?

       20         A     Page four?

       21         Q     Yes, ma'am, lines -- starting 13 through 16.

       22         A     Yes, 13 through 16 on page four.  I'm there.

       23         Q     Actually, my apologies, if you'll move down to

       24    lines 20 through 22.

       25         A     Yes.
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        1         Q     You state on these lines that, quote, with

        2    Ms. Ramas' proposed compensation adjustments, the total

        3    compensation in 2012 would decline to $103,333,012, is that

        4    correct?

        5         A     That's correct.

        6         Q     Can you explain how you determined that

        7    Ms. Ramas' compensation adjustments resulted in that 103

        8    million dollars and change for total compensation?

        9         A     If you disallowed the at-risk portion of our pay,

       10    then that's how you would arrive at that number.

       11         Q     And would that be a variable payroll, as well, or

       12    is that something different?

       13         A     Correct.

       14         Q     Okay, variable.  Thank you.  Now, does her

       15    103,333,012 take into account recommendations regarding the

       16    number of test year employees?

       17         Q     State that again, if you would, please.

       18         Q     When she made her adjustment for the 103 million

       19    -- excuse me -- did that take into account the number of test

       20    year employees?

       21         A     Correct.  That would be a total compliment of

       22    1489.

       23         Q     Okay.  My understanding is that it was not.  Can

       24    you cite to me anywhere in her testimony in which she

       25    recommends that the total compensation paid to employees
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        1    should be reduced to $103,333,012?

        2         A     If you disallow the variable compensation, then

        3    that would take you in '12 to the 103,333,012.

        4         Q     All right, thank you.  Would you turn to page six

        5    of your testimony, please, lines three to five.

        6         A     Lines three through five?

        7         Q     You testify, the adjustments made by Ms. Ramas, if

        8    accepted, would impede Gulf's ability to attract and retain

        9    employees that we need to meet our company's needs.  Is that

       10    correct?

       11         A     That's correct.

       12         Q     Can you explain how requiring the shareholders to

       13    fund the Stock Option Plan, Performance Share Plan, and the

       14    Performance Pay Program, would impede Gulf's ability to

       15    attract and retain employees?  I mean, if the shareholders

       16    are paying for it, how is that going to impede the ability to

       17    attract those competent employees in management?

       18         A     Our position would be that it's not appropriate

       19    for the shareholders to fund -- for that obligation to be

       20    shifted.  Our position is that if you look at our total

       21    compensation program, we have operational goals and financial

       22    goals.

       23               The operational goals are specifically designed to

       24    address the needs of the customer.  Along with that, the

       25    financial goals look at the long-term viability of the
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        1    company.  And by us being financially stable, it allows us to

        2    access capital markets, to get funds, to serve our employees.

        3               So if you look, it's a circle of being able to

        4    provide -- have a company that's financially sound, to raise

        5    funds to have the money to deliver services to our customers.

        6    And we need to be able to attract employees to do that.  It's

        7    a highly technical business and we need the employees that

        8    can deliver services to the customers.

        9         Q     Just for clarity of the record, when I refer to

       10    incentive compensation plan, I'm just referring to those

       11    three different compensation plans.

       12         A     And we would call it variable at-risk --

       13         Q     Variable?

       14         A     -- as opposed to incentive, yes.

       15         Q     Okay.  Now, it is true that the incentive

       16    compensation plan is kind of weighted; one-third are

       17    operational goals and two-thirds are, for lack of a better

       18    word, shareholder-related goals like ROE and earnings per

       19    share, is that correct?

       20         A     That's correct.

       21         Q     Would you turn to page seven, lines seven through

       22    ten?

       23         A     Yes.

       24         Q     Here you state the compensation Ms. Ramas proposes

       25    to eliminate would reduce pay of every Gulf employee in
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        1    amounts that range from 6 percent up to 64 percent.

        2               Can you explain how requiring shareholders to fund

        3    the Stock Option Plan -- excuse me -- just fund these

        4    incentive compensation plans would result in a reduction of

        5    pay to these employees?

        6         A     Again, you'd have to make -- the company would

        7    have to make a decision on how to fulfill its obligation to

        8    the employees and pay that pay.  If you do not pay the

        9    variable or at-risk portion of our total compensation, then

       10    you would in effect reduce employees' pay by those amounts,

       11    that range of amounts.

       12         Q     Isn't it true that an electric utility in the

       13    great general scope of things is -- the purpose of an

       14    electric utility is to provide power to customers and, if

       15    it's a privately owned one, to make a profit for its

       16    shareholders, is that correct?

       17         A     Absolutely our obligation is to serve our

       18    customer.

       19         Q     And if that is kind of the premise for a utility,

       20    isn't it in the interests of the shareholders to make sure

       21    that they hire the best and the brightest to run their

       22    company so that they can continue making their profits?

       23         A     I would agree with that, yes.

       24         Q     And if this Commission decided not to -- or to

       25    apportion their share -- or to deny -- excuse me, let me
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        1    rephrase that.

        2               If this Commission decided to require that the

        3    company pay for all the incentive compensation to the

        4    employees, isn't it still in the best interest of the company

        5    and the shareholders to still pay that incentive compensation

        6    to those employees for all the reasons that you've stated in

        7    your testimony, to maintain that profit margin?

        8         A     At the risk of repeating myself, I think you have

        9    to go back and look at, one, your obligation to employees,

       10    our obligation to serve our customer.  It is in our best

       11    interest to make sure this company is financially sound.

       12    Employees are invested in that, that's to the benefit of our

       13    customer, and we would have to decide as a company how do we

       14    -- how do we ensure that we have the appropriate compensation

       15    plans to compensate and then be able it attract and retain

       16    our employees.

       17         Q     Would you turn to page eight, lines 17 through 19.

       18    Here you indicate that Ms. Ramas is makikng an adjustment to,

       19    quote, abandon variable compensation.  Is that correct?

       20         A     Would you give me the lines again?

       21         Q     Sure, page eight, line 19.

       22         A     Line 19, yes.

       23         Q     Here you state essentially that Ms. Ramas, without

       24    any analysis, is advocating the abandonment of variable

       25    compensation, is that correct?
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        1         A     That's correct.

        2         Q     Can you point to anywhere in her testimony where

        3    she recommends that the company, quote, abandon variable

        4    compensation, end quote?

        5         A     I think there's various places in her testimony

        6    where she states that she would recommend that it be

        7    disallowed.

        8         Q     But would you agree that that's in the context of

        9    the shareholders should be paying for it, not the customers?

       10         A     Yes, I believe it's her position that the

       11    shareholders should pay.  Again, we would disagree with that

       12    position.

       13               CHAIRMAN GRAHAM:  Mr. Sayler, we need to be moving

       14         along.  I think she's already verified the fact that

       15         we're talking specifically about shareholders paying and

       16         not it being paid.

       17               MR. SAYLER:  Yes, sir.

       18               CHAIRMAN GRAHAM:  I think you've made that point

       19         about four or five times.

       20               MR. SAYLER:  And -- yes, sir.

       21    BY MR. SAYLER:

       22         Q     On page nine of your testimony, lines 16 through

       23    17, your testimony addresses the financial goals where it

       24    states that Gulf's earning a fair rate of return on equity

       25    helps maintain the company's financial integrity, is that
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        1    correct?

        2         A     That's correct.

        3         Q     And you also indicate two lines later that meeting

        4    the requirements of the shareholders or the investors is also

        5    in the interest of the customers, is that correct?

        6         A     That's correct.

        7         Q     Now, do you agree that if the company's management

        8    and employees help achieve the targeted ROE and targeted

        9    earnings per share that are part of your incentive

       10    compensation plans, that that directly benefits the Gulf

       11    shareholders?

       12         A     Yes, but it also benefits our customers, again,

       13    for the reasons I state there, that our ability to access

       14    funds in order to -- at a reasonable cost to serve our

       15    customers is in their best interest.  So I see, again, that

       16    this is all linked.

       17         Q     Okay.  I'm going to be directing my questions now

       18    specifically to your Performance Pay Program.

       19         A     Okay.

       20         Q     Would you agree that the amount of Performance Pay

       21    Program costs incorporated in the test year assumes that Gulf

       22    will exceed the return on equity contained in its target

       23    goals?

       24         A     State that again.

       25         Q     Would you agree that the amount of Performance Pay
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        1    Program costs, the PPP costs, incorporated in the test year

        2    assumes that Gulf will exceed the return on equity contained

        3    in its target goals?

        4         A     I was not involved in the development of budgets

        5    for the test year.

        6         Q     Okay.  Would you agree that Gulf's return on

        7    equity as measured under the plan will be greater than the

        8    2011 target level of 12 percent?  Is that correct?

        9         A     Again, I was not involved in the development of

       10    the budgets.

       11         Q     Since you were not involved with creating these

       12    budgets, then, it would be true that you do not know why Gulf

       13    assumed that its return -- achieved return on equity as

       14    measured under the plan will exceed its targeted level in

       15    2011 and 2012, is that correct?

       16               MR. GUYTON:  I object to the question because a

       17         factual premise hasn't been established.

       18               CHAIRMAN GRAHAM:  Restate the question.  Or I

       19         didn't hear it the first time.

       20    BY MR. SAYLER:

       21         Q     Okay.  My question is this:  The witness has just

       22    testified that she has not participated in developing the

       23    various -- from the two prior questions -- so my question

       24    was, you know, if Gulf is -- never mind, I'll just move on.

       25               CHAIRMAN GRAHAM:  Okay, thank you.
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        1    BY MR. SAYLER:

        2         Q     For purposes of developing the performance pay

        3    plan costs in the test year, Gulf has assumed that the

        4    operational goals will be achieved at a better than targeted

        5    level, is that correct?

        6         A     I have read that.  Again, I'm not involved in the

        7    development of the specific goals.  Just to explain, from a

        8    human resources standpoint, we're involved in the design of

        9    the compensation program.

       10         Q     Okay, I've got a new topic.

       11         A     Okay.

       12         Q     Are you the one who then decides that the Gulf

       13    return on equity target for performance -- excuse me, let me

       14    rephrase that.  Are you the one that decides the return on

       15    equity target for the Performance Pay Program goals?

       16         A     Not the specific ROE target for Gulf Power, no,

       17    I'm not.

       18         Q     All right.  Do you decide what the Southern

       19    Company earnings per share goal should be?

       20         A     I do not.

       21         Q     Who makes the final determination regarding the

       22    targeted ROE percentage in the Performance Pay Program?

       23         A     Final goals are approved by the compensation and

       24    succession planning committee of the Southern Company Board.

       25         Q     Okay.  And it is that committee that you just
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        1    spoke about that makes that final determination regarding

        2    those goals?

        3         A     The final approval of all goals are made by that

        4    committee, yes.

        5         Q     Okay.  Is it still correct under the current

        6    Performance Pay Program that no payments will be made under

        7    the plan if Southern Company's earnings per share are not

        8    higher than the dividend per share paid to Southern Company

        9    shareholders in the prior year?

       10         A     That is correct.

       11         Q     Do you agree that the earnings per share achieved

       12    by Southern Company is -- excuse me.  Do you agree that the

       13    earnings per share achieved by Southern Company is impacted

       14    not only by Gulf's operations but also by the performance of

       15    all the other subsidiaries of Southern Company, including

       16    operations outside of Florida?

       17         A     Yes.

       18         Q     Southern Company's earnings per share are also

       19    impacted by non-regulated operations conducted by Southern

       20    Company and its subsidiaries, is that correct?

       21         A     Yes.

       22         Q     And the dividends paid out by Southern Company are

       23    impacted by entities other than Gulf Power and its Florida

       24    operations, is that correct?

       25         A     That would be correct.
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        1         Q     I have a hypothetical for you, if that's all

        2    right.

        3         A     Sure, let's try it.

        4         Q     If an event occurs at one of Southern Company's

        5    other operations outside of the state of Florida, regulated

        6    or unregulated, which causes Southern Company's earnings

        7    perfect share in a given year to be less than the prior year

        8    dividend paid to shareholders, then Gulf employees would not

        9    receive any payment under the Performance Pay Program during

       10    that year, is that correct?

       11         A     That's correct, if you're -- yes, that's correct.

       12         Q     All right.  And this would be regardless of

       13    whether or not the Performance Pay Program costs are factored

       14    into base rates being collected from Gulf's customers in the

       15    state of Florida, is that correct?

       16         A     If I understand your question correctly, that

       17    would be right.

       18         Q     Let me repeat it just so --

       19         A     Okay.  Okay.

       20         Q     And this would be -- this would be true regardless

       21    of whether or not the Performance Pay Program costs factored

       22    into base rates being collected from Gulf's customers in the

       23    state of Florida, is that correct?

       24         A     I believe that to be correct.

       25         Q     Okay.  Continuing with the same hypothetical.  If
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        1    such an event occurs and there is no payout to Gulf's

        2    employees under the Performance Pay Program, Gulf's

        3    Florida employees would not be paid at market average level

        4    in that year as a result of those events that occur at

        5    Southern Company operations outside of the state of Florida,

        6    is that correct?

        7         A     That's correct, but I would just point out to you

        8    that there are benefits to Gulf Power as there are with our

        9    other subsidiaries of being a part of the broader Southern

       10    Company.

       11         Q     My next question is essentially what would happen

       12    to those monies collected from Florida ratepayers to pay for

       13    that Performance Pay Program not paid to the Gulf employees?

       14         A     On page ten of my testimony I address the trigger.

       15    You would have those funds available to use in other parts of

       16    the operation.  That would be at Gulf Power's discretion to

       17    use.  They would have those funds available to them.

       18               And the benefit of having the trigger would be

       19    that you have that -- a limited amount of money that you

       20    would be able to fund the operations of the company.  The

       21    employees may not get the PPP that year, the variable

       22    compensation, the short term.

       23         Q     But would those funds flow up to Southern Company

       24    operations in other jurisdictions or increase the earnings

       25    per share or dividend payments of Southern Company?
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        1         A     No, those would be at Gulf Power.

        2         Q     They're retained within the Florida operation?

        3         A     Yes.

        4         Q     Okay.

        5         A     They would remain in the Florida operations.  If

        6    I misstated that, I misunderstood your question.  No, they

        7    would remain in the Florida operations, there in their

        8    budget, you just would not pay that under the variable pay

        9    program.

       10         Q     Okay.  Now, continuing with the same hypothetical,

       11    if that happened and the Performance Pay Program was not paid

       12    out in that year would that have an adverse impact on Gulf's

       13    ability to retain and attract qualified employees in Florida?

       14         A     Potentially.  I would tell you that, again,

       15    employees are aligned with the goals of the company, they

       16    understand they are -- it is in their best interest for us to

       17    achieve all of our financial goals.

       18               One year, if something occurs, then I think that

       19    just shows that we truly have an at-risk program, that our

       20    employees are invested in the Southern Company and Gulf Power

       21    in making sure that we are -- our performance is at a certain

       22    level.  So they are personally invested in the company being

       23    financially and operationally successful.

       24         Q     So the short answer to my last question was yes,

       25    right?
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        1         A     Short answer would be yes.  But, again, I think

        2    you have to look at the total picture and not just take that

        3    quick snapshot of one year.

        4         Q     On page -- excuse me, staying on page 11, on page

        5    11, line 21, you characterize or you state that Ms. Ramas

        6    characterizes verbal compensation as extra pay.  Do you see

        7    that?

        8         A     Yes, I do.

        9         Q     Can you point to me anywhere in her testimony that

       10    indicates variable compensation is extra pay?

       11         A     I couldn't give you a specific line, but it

       12    appears that you make -- that the assumption is made that

       13    base pay is at market so that our variable pay is on top of

       14    that, which is not the case.

       15               If you take away the variable pay, then we do in

       16    fact fall below market.  Our pay is targeted at the median,

       17    fiftieth percentile of the market, with variable and base pay

       18    combined.

       19         Q     So that extra pay statement in your testimony is

       20    inferred from her testimony?  Because you can't point to

       21    anywhere in her testimony where she calls it extra pay, can

       22    you?

       23         A     I would have to go back and look specifically.

       24    But I would characterize it as something that's in addition

       25    to the base pay, marketable base pay.
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        1         Q     I'm just letting you know I'm not going to have

        2    her find it in her testimony.

        3         A     Yeah, I didn't have that marked.

        4         Q     Is it true that the total amount included in the

        5    test year for stock-based compensation expense allocated to

        6    Gulf from Southern Company Services is $2,259,631?

        7         A     Can you point me to where you're looking at that

        8    number?

        9         Q     Sure.  And do you happen to have a copy of the

       10    interrogatory responses the company provided to Office of

       11    Public Counsel?

       12         A     Yes, sir.

       13         Q     If you will turn to Citizen's Ninth Set of

       14    Interrogatories.

       15         A     What number?

       16         Q     282.

       17         A     282?

       18         Q     For the record, that's part of Staff's Exhibit

       19    119.  If you can just confirm that 2,259,631 number.

       20         A     On page two of two of 282, $2,259,624, is that

       21    correct?  Is that what you're looking at?

       22         Q     I saw 2,259,631.  But you said how much?

       23         A     The number I have on page two of two, stock-based

       24    compensation allocated to the company by SCS, I have

       25    $2,259,624.
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        1         Q     I'll accept your number.  We're only seven bucks

        2    off.

        3         A     That's close enough for an HR person.

        4         Q     For government work is often what people say.  And

        5    are the amounts allocated to Gulf from Southern Company

        6    Services included in the variable -- the variable payroll?

        7         A     Excuse me?

        8         Q     Are the amounts allocated to Gulf from Southern

        9    Company Services included in the variables payroll?  Perhaps

       10    it would be helpful to look at your response to Citizen's

       11    interrogatory question 184.

       12         A     I could not answer directly on any of the expenses

       13    or budgeted amounts.  I would not be involved in the

       14    development of those numbers.  That would go back

       15    specifically to Gulf around budgets.

       16         Q     Okay.  Do you have a copy of interrogatory 184?

       17         A     I do.

       18         Q     Would you just take a moment and look at it and

       19    look at page three.

       20         A     Page three?

       21         Q     Yes.  And for the record, that's in Staff Exhibit

       22    115.  And then after this question we'll move on to deferred

       23    comp.

       24         A     Okay, I'm on page three.  Under variable payroll?

       25         Q     Yes, ma'am.  Would you like me to read the
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        1    question again?

        2         A     If you would, please.

        3         Q     Are these amounts allocated to Gulf from Southern

        4    Company Services identified in this response included in the

        5    variable payroll identified in the response to Citizen's

        6    Fourth set of interrogatories?

        7               MR. GUYTON:  I'm sorry, I need to object.  I don't

        8         understand the question.  You're talking about these

        9         amounts, and I don't know which --

       10    BY MR. SAYLER:

       11         Q     Okay, these amounts shown in Citizen's

       12    interrogatory number 228, do they correlate with Citizen's

       13    interrogatory 184?

       14         A     I apologize, I'm -- you said 182 and then 184.

       15         Q     Sorry, 282, the first interrogatory I asked you to

       16    look at, 282, where we got the 2,259,624 number.  And does

       17    that correspond with that response in question 184?

       18         A     I'll try to hurry.  I don't think I have 282.

       19         Q     Just a moment ago, Citizen's Ninth Set of

       20    Interrogatories, question 282, I asked you about the total

       21    amount included in the test year for stock-based compensation

       22    expense, and you gave me a number.

       23         A     I thought that was 180 -- just a minute.  I'm

       24    sorry.

       25         Q     How about I'll just move it along and say --
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        1         A     Okay.

        2         Q     -- would you agree that the responses in both of

        3    those interrogatory responses are true and accurate?

        4         A     I need to look at it before I could -- I need to

        5    make sure I'm looking at the same thing that you're looking

        6    at.  I obviously have gotten --

        7               MR. GUYTON:  Mr. Chairman, if it will facilitate

        8         matters, Gulf will stipulate that the answers to

        9         interrogatories Citizen's 184 and Staff's 282 are

       10         accurate.

       11               CHAIRMAN GRAHAM:  Thank you.

       12               MR. SAYLER:  It was actually Citizen's 282 and

       13         Citizen's 184.

       14               CHAIRMAN GRAHAM:  He stipulates those, too.

       15               THE WITNESS:  Thank you.  Sorry.

       16    BY MR. SAYLER:

       17         Q     We'll move on.  That's all right.  If you'll turn

       18    to page 24 of your testimony.

       19         A     Yes.

       20         Q     All right.  Here you testify employees who are in

       21    an exempt job, grade level nine, parentheses, upper

       22    management or above, abd have an annual base rate of at least

       23    100,000 are eligible to participate.  And that is participate

       24    in the deferred compensation program, correct?

       25         A     That's correct.
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        1         Q     And it's only those employees?

        2         A     That is correct.

        3         Q     And you indicate on line three to five of your

        4    testimony that the plan allows participants an opportunity to

        5    defer income -- earned income as well as certain Federal,

        6    state and local -- excuse me -- Federal, state and local

        7    taxes until a specified date or their retirement.

        8               The question I have for you is, the decision

        9    regarding whether or not to defer part of their income is

       10    completely discretionary on the participant's choice, is that

       11    correct?

       12         A     That is correct.

       13         Q     And this deferred comp benefit is a benefit to the

       14    participant in that they can defer those resulting income tax

       15    obligations on that income, correctly -- is that correct?

       16         A     Yes, but it's also a benefit to the company

       17    because they have those funds available for use.

       18         Q     On lines nine and ten you state that the deferred

       19    compensation plan provides benefits not only for the

       20    participants but also the customer and the company.  And when

       21    you mean the customer do you mean the customers in the state

       22    of Florida or what do you mean?

       23         A     Yes.

       24         Q     Can you explain how customers benefit when

       25    executives -- from an executive's election to defer their
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        1    compensation instead of receiving it in that year's income?

        2         A     Yes, I'll be glad to.  One comment I'd make is

        3    it's not just executives, it would be other management

        4    employees in the company.  Again, the dollars that are

        5    deferred by the participants in the plan would be funds that

        6    are available for the company to use in other ways.  So --

        7    and that would be used to benefit the customer in service.

        8         Q     How would using funds in other ways be a benefit

        9    to the customers?

       10         A     They would be -- they could be used in operations

       11    that provide service to the customer.

       12         Q     Anything to lower the rates?

       13         A     Excuse me?

       14         Q     Anything -- would that benefit extend to keeping

       15    the costs down and the rates down?

       16         A     I think any time we are able to provide the kind

       17    of service operation performance that we provide that

       18    continues to increase the efficiency of our system is of

       19    benefit to the customer.

       20         Q     Another new topic.  On page 25 you discuss

       21    Southern Company Services early retirement.

       22         A     Yes.

       23         Q     Just to clarify, it is your position that Gulf's

       24    Florida customers should pay for the costs in their rates

       25    associated with the early retirement benefits provided to a
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        1    group of Southern Company Services employees who have not

        2    worked for Southern Company Services since the 1980s and

        3    nineties, is that correct?

        4         A     That's correct.  Those costs were built in at that

        5    time.  I've stated earlier, I believe, that the --

        6         Q     Thank you.  Yes or no.  And are Gulf's current

        7    customers receiving any benefit today from these SCS

        8    employees who terminated or left employment in the eighties

        9    and nineties?  How are they being benefit today -- benefited

       10    today?

       11         A     I would say this is just a cost of doing business,

       12    that those costs are still being paid.

       13         Q     I'm hitting the home stretch.  If you'll return

       14    back to page five of your testimony.

       15         A     Page five?

       16         Q     Yes, ma'am.  On page five you testify, lines five

       17    through eight, the impact -- and that is the impact of the

       18    Commission requiring the shareholders to pay the variable

       19    compensation and then the shareholders deciding or electing

       20    not to pay that compensation -- if that were true, then the

       21    impact would be even more significant for the employees that

       22    have more pay at risk since their total compensation is more

       23    dependent upon the overall company performance, is that

       24    correct?

       25         A     That's correct.
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        1         Q     Okay.  And the overall company performance

        2    includes achieving earnings per share and ROE goals, is that

        3    correct?

        4         A     That is correct.

        5         Q     And you would agree that the performance of those

        6    employees with the most at-risk pay, their performance tends

        7    to benefit the shareholder more than the customer; would you

        8    agree?

        9         A     No, I would not agree.

       10         Q     Would you agree that the employees with the most

       11    at-risk pay or incentive comp pay are usually management

       12    employees and executives and those executives are directly

       13    accountable to and selected by the Board of Directors, is

       14    that correct?

       15         A     Say it -- would you just repeat that, please.

       16         Q     Sure.  Would you agree that the employees with the

       17    most at-risk pay or most incentive compensation pay are

       18    usually upper management executives?

       19         A     Yes.  It progresses as you go up in the

       20    organization.  That is correct.

       21         Q     And those upper management executives are usually

       22    accountable to and selected by the Board of Directors?  I

       23    mean, the higher up you go in the organization the more

       24    likely the Board of Directors hired you, is that correct?

       25         A     I would not make that generic statement.  I would
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        1    say at the highest levels in the organization that would be

        2    true.  But I think your statement seems to be very broad.

        3         Q     Okay, fair enough.  And bringing it in for a

        4    landing, are you familiar with this Commission's decision in

        5    the Progress Energy and FP&L rate case recommendations and

        6    also decisions?

        7         A     I am not.

        8         Q     You are not?

        9         A     I am not.

       10               MR. SAYLER:  Okay.  Commissioners, I would like --

       11         I don't think we necessarily need to take official

       12         recognition of Commission orders, but I just want to say

       13         that I would like to point out that we will be -- in our

       14         briefs we'll be referring to those decisions in the FP&L

       15         rate case and the Progress Energy rate case.

       16               CHAIRMAN GRAHAM:  Okay.

       17               MR. GUYTON:  And we'd point out that Commissioner

       18         -- or former Commissioner Deason addresses those in his

       19         rebuttal testimony that you're about to hear.

       20    BY MR. SAYLER:

       21         Q     And following those decisions in the FP&L and

       22    Progress Energy rate cases, did Progress Energy and FP&L stop

       23    paying incentive compensation to their employees?

       24         A     I do not know.

       25               MR. SAYLER:  Thank you very much for your time.
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        1               THE WITNESS:  Sure.

        2               CHAIRMAN GRAHAM:  FIPUG?

        3               MR. MOYLE:  Thank you.

        4                          CROSS EXAMINATION

        5    BY MR. MOYLE:

        6         Q     Good afternoon.

        7         A     Good afternoon.

        8         Q     I'm Jon Moyle, representing FIPUG.  I just have a

        9    few topics I want to discuss with you.

       10         A     Okay.

       11         Q     You would agree that the interests of the

       12    consumers and the interests of the shareholders are not

       13    always aligned, correct?

       14         A     In what context?

       15         Q     A general context.  I mean, you have some

       16    testimony that you believe in the compensation program

       17    that there's an alignment of interest, but as a general

       18    proposition, I mean, evidenced by the last three days, the

       19    consumer interests, the ratepayer interests, don't always

       20    align with the company interests, correct?

       21         A     I think in terms of our delivery of our product to

       22    our customers that we are aligned with our customers.

       23         Q     Okay, but I'm just -- for a general proposition,

       24    like we've heard a lot of discussion about return on equity.

       25    Are interests aren't aligned with respect to what would be
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        1    the appropriate return on equity for the company, correct?

        2               MR. GUYTON:  Objection, this is argumentative.  The

        3         witness just answered the question that she thinks the

        4         interests are generally aligned.

        5               CHAIRMAN GRAHAM:  She was specific about what she

        6         thought -- she was specific about where she thought the

        7         interests were aligned.  So I guess outside of that --

        8    BY MR. MOYLE:

        9         Q     Okay.  I'm sorry, let me just start over.

       10         A     Okay.

       11         Q     Do you believe that the interests of ratepayers

       12    and the interests of Gulf Power are aligned 100 percent, all

       13    of the time, on every issue?

       14         A     I don't think you could say that about anybody

       15    anywhere, any time, regardless of the situation, that you'd

       16    always be completely aligned.  So I think that's a little

       17    bit --

       18         Q     So that would be a no?

       19         A     It would be a no, but I think the question is a

       20    little --

       21               CHAIRMAN GRAHAM:  That's all right, that's good

       22         enough.  No.

       23    BY MR. MOYLE:

       24         Q     And I'm not trying to play games, I'm just trying

       25    to understand, you know, a base question with respect to
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        1    other answers that flow from a credibility standpoint.

        2               Let me ask you this.  With respect to risk pay, is

        3    it called risk pay because there's risk to the employee or

        4    risk that the PSC may not approve it, or why is it called

        5    risk pay?

        6         A     At-risk pay?

        7         Q     Yeah.

        8         A     Because if our employees do not -- if the company

        9    and employees do not achieve our goals, then that pay is at

       10    risk.  If we do not achieve those goals, you do not get that

       11    pay.

       12         Q     Okay.  So you've got to meet certain parameters,

       13    you meet the parameters, then you get the money, essentially?

       14         A     Correct, based on your individual performance,

       15    also.

       16         Q     Would it also be correct to call that bonus pay?

       17         A     No.

       18         Q     I mean, it sounds like a bonus to me.

       19         A     No, absolutely not.

       20         Q     And why would that not be a bonus, if you meet

       21    certain performance objectives on this Performance Pay

       22    Program, why would it not be a bonus?

       23         A     A bonus is something in addition to your pay.  The

       24    way our plan is designed -- again, remember, I'll say again,

       25    we're at the median of the market with base and variable pay.

                           FLORIDA PUBLIC SERVICE COMMISSION

                                                                       2043

        1    So in my compensation experience, a bonus would be something

        2    on top of what your reasonable rate of pay would be.  That

        3    would be something in addition.

        4               This is their pay.  So if they do not achieve

        5    goals, they do not get that pay.  So if they have not met

        6    customer needs over the course of the year, they do not

        7    receive that pay.

        8         Q     So it's your testimony that this payment structure

        9    does not in any way, shape, or form constitute bonus pay?

       10         A     Absolutely not.

       11         Q     You were asked some questions by OPC about --

       12    about the -- what happens to the money if you don't make the

       13    payments.  Does it get returned to ratepayers, does it go

       14    into the working capital or general operations fund.  And I

       15    think you answered that it stays with the company, right?

       16         A     Correct.  That's my understanding, yes.  Again,

       17    I'll say again, I'm not a -- I'm not involved in the budgets,

       18    finance of the company, so that's my understanding.

       19         Q     Fair enough.  If the last ten years has there been

       20    any instance in which the numbers, the dividend numbers for

       21    performance pay, have not been hit?

       22         A     When you say performance pay have not been hit --

       23    we have paid -- Gulf Power specifically has paid below the

       24    target pay, in -- I believe it's 2009 plan year, it was below

       25    100 percent, if that's what you're referring to.
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        1         Q     Is that the only time that it's been below plan?

        2         A     I haven't looked at anything past just a few

        3    years.  It would have been below 100 percent that year.

        4         Q     Okay.  You were in the room yesterday when

        5    Mr. McMillan testified?

        6         A     I was not in the room, no.

        7         Q     Did you hear his testimony?

        8         A     I heard most of his testimony remotely.

        9         Q     Okay.  And the question -- I asked him these

       10    questions.  I don't need to ask them of you again.  But given

       11    that there has been an increase in full time equivalence with

       12    Gulf Power, an increase in salaries, an increase in O&M of

       13    1 percent or less customer growth and approximately a 20

       14    percent increase in base rates, do you have a concern that

       15    having the ratepayers fund this performance program sends the

       16    wrong message to businesses and customers who are suffering

       17    from the effects of the great recession?

       18         A     I'm not sure I really understand the point of your

       19    question.

       20         Q     There are a lot of customers in your area that

       21    have suffered economically, correct?

       22         A     Correct.

       23         Q     And now, today, your testimony is designed to

       24    convince this Commission to have ratepayers fund your

       25    Performance Pay Program, correct?
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        1         A     The variable pay component is part of the total

        2    compensation program.  So paying a competitive market rate

        3    allows us to attract and retain employees for our business

        4    that in fact deliver --

        5               CHAIRMAN GRAHAM:  Ms. Kilcoyne, you don't have to

        6         restate that each time.  We understand that.

        7               THE WITNESS:  Okay.  I just want to make sure I'm

        8         clear.

        9    BY MR. MOYLE:

       10         Q     So is your testimony designed to ask this

       11    Commission to go ahead and have ratepayer money fund the

       12    Performance Pay Program?

       13         A     We believe that's the correct thing to do, yes.

       14         Q     I guess after reciting what Mr. McMillan testified

       15    to yesterday -- never mind, strike that.  Well, don't you

       16    have a concern that that may send kind of -- that some

       17    ratepayers might see that as sort of sending the wrong

       18    message that when everybody is tightening their belts that

       19    Gulf is in asking not only for rates for increased O&M and

       20    increased salaries and increased FTEs, but also to fund a

       21    Performance Pay Program?

       22         A     I can speculate on what I think -- I think our

       23    customers value the service that we provide to them, and us

       24    having a highly qualified staff allows us to meet the needs

       25    of the customer.  And we do that, again, through our total
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        1    compensation program.

        2         Q     You're not aware of any ratepayers in your service

        3    territory, in the Gulf service territory, getting annual pay

        4    raises or performance bonuses in the last four or five years,

        5    are you?

        6         A     I haven't done a study to know exactly how -- what

        7    the pay practices are of all the companies.

        8         Q     And I'm just asking you anecdotally, I mean, you

        9    know, kind of knocking around in your community, you're not

       10    aware of many businesses that have been giving pay raises and

       11    performance payments during the great recession, correct?

       12         A     Our market data would tell us that we are

       13    competitive in the market and at the median, and we do survey

       14    a lot of companies.

       15         Q     This issue that we're talking about is

       16    approximately worth 4.5 million, isn't that right, in terms

       17    of -- that was the calculation I did based on your testimony

       18    on page four.  Ms. Ramas made adjustments to take it to 103.3

       19    and Gulf -- is that 107.8?

       20         A     What was your question?

       21         Q     How much are you seeking from the Commission in

       22    terms of increased rates to compensate for the incentive pay

       23    program or the Performance Pay Program, if you know?

       24         A     I can give up the number that we've calculated for

       25    '12 in variable -- in variable compensation, the total.

                           FLORIDA PUBLIC SERVICE COMMISSION

                                                                       2047

        1         Q     And what is that number?

        2         A     That includes everything.

        3         Q     Yes.

        4         A     16,464,470.

        5         Q     I'm sorry?

        6         A     16,464,470.  That's our total projected variable

        7    payroll.  Again, I want to be clear, that includes

        8    everything.

        9         Q     And OPC is suggesting you get how much money?

       10         A     If I look at Ms. Ramas' testimony, she's

       11    suggesting that we disallow -- that the variable pay programs

       12    be disallowed, so that would take us back to -- for '12 it

       13    would be 103,333,012 that I have in my testimony on page

       14    four.

       15         Q     Okay.  I guess what kind of struck me is it seems,

       16    if I understand, it's Gulf's position is we should get every

       17    last dollar associated with this Performance Pay Program,

       18    correct?  I mean, you want full recovery for the Performance

       19    Pay Program, is that a correct statement of your position?

       20         A     Yes, we believe that that is appropriate, for the

       21    variable pay program to be included in our base rates, that's

       22    correct.

       23         Q     Okay.  And Ms. Ramas and OPC has taken the

       24    position that we don't have a problem with your Performance

       25    Pay Program, we just think it ought to be funded by
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        1    shareholders and not ratepayers; that's their position, in

        2    essence, correct?

        3         A     As I understand it, that's correct.

        4         Q     And when I heard you answering a question from

        5    OPC, you said that the pay program, the Performance Pay

        6    Program, was keyed on one-third operational goals and

        7    two-thirds shareholder goals, is that right?

        8         A     It's one-third operational --

        9               MR. GUYTON:  Objection, asked and answered.  And

       10         this is about the third time through, that we've been

       11         through the performance goals.

       12               CHAIRMAN GRAHAM:  I'm not sure if I heard the

       13         one-third, two-third but --

       14    BY MR. MOYLE:

       15         Q     It is one-third, two-third?

       16         A     I would state it's one-third operational,

       17    one-third Gulf ROE, and one-third Southern EPS.

       18         Q     All right.  And do you think, given the ROE and

       19    the Southern goals, and the one-third operational goals, do

       20    you think it would be fair to split this so that shareholders

       21    pay for two-thirds and ratepayers pay for one-third of this

       22    program?

       23         A     I haven't done a study.  I haven't given that

       24    consideration, so I wouldn't agree with you at this point.

       25         Q     I'm sorry, you would or would not?
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        1         A     I would not agree with what you're stating, no.

        2    I won't repeat myself, but, again, we feel like our program

        3    is designed to benefit the customer.  Everything we do

        4    revolves around our customer.

        5         Q     But just from a sense of fairness with respect to

        6    it would you agree that maybe if there's one-third that's

        7    Southern Company dependent, and OPC asked you some questions

        8    about if something blows up in Mississippi, that could

        9    affect, you know, that portion -- do you think it would be

       10    fair to fund it one-third out of the shareholders and

       11    two-thirds out of the ratepayers or no?

       12         A     No, I believe the way we have it, that we're

       13    funding the program, is appropriately now.

       14               MR. MOYLE:  Thank you.

       15               CHAIRMAN GRAHAM:  Major Thompson?  Mr. Wright?  I'm

       16         sorry.

       17               MR. LAVIA:  No questions.

       18               CHAIRMAN GRAHAM:  Staff?

       19               MS. KLANCKE:  We just have a few.

       20                          CROSS EXAMINATION

       21    BY MS. KLANCKE:

       22         Q     Would you please turn to page 21 of your rebuttal

       23    testimony?

       24         A     Okay.

       25         Q     On lines 12 through 14 you specify that, quote,
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        1    the long-term components are stock options and the

        2    performance dividend program which is being phased out and

        3    replaced by the new performance share program.  Do you see

        4    that?

        5         A     I do.  That's correct.

        6         Q     What was the basis for this change in these

        7    programs?  What was the impetus behind it?

        8         A     Looking at the -- we every year look at our

        9    programs, our market.  We felt like looking at those factors

       10    that the performance share program was a more appropriate

       11    vehicle for us to deliver that long-term compensation, so we

       12    phased out the performance dividend program.

       13         Q     And that phase out has been complete at this time?

       14         A     No, we'll actually make the last -- the stock

       15    options that were paid on were frozen in 2010.  The last

       16    payout of that program will be in '13.

       17         Q     Are there going to be any savings associated with

       18    this change in plans or will the compensation levels remain

       19    the same?

       20         A     It depends on how we perform of whether or not the

       21    performance share program -- again, that links back to

       22    performance of the company as to whether or not those shares

       23    actually end up being -- how valuable they are.  So how well

       24    we perform will determine, which is again why we like to --

       25    or why we've designed our programs in that manner, so that
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        1    the performance is linked to how the company performs.

        2               MS. KLANCKE:  We have no further questions for this

        3         witness.

        4               CHAIRMAN GRAHAM:  Commissioner Balbis?

        5               COMMISSIONER BALBIS:  Thank you, Mr. chairman.  I

        6         have a quick question.  You indicated that some, if not

        7         all, of the at-risk or variable compensation is based

        8         upon the performance of Gulf's parent company, is that

        9         correct?  Some aspects of performance.

       10               THE WITNESS:  Yeah, EPS, right.

       11               COMMISSIONER BALBIS:  And you indicated that Gulf's

       12         customers receive a benefit from this in that it allows

       13         you to attract or retain key employees.  Wouldn't Gulf's

       14         customers gain an additional benefit if those incentives

       15         were tied to Gulf Power's performance?

       16               THE WITNESS:  They are.  Specifically and directly

       17         on the operational goals, then you have Gulf's ROE and

       18         the Southern's EPS.  Gulf has the benefit, of course, of

       19         being part of the larger Southern Company.  So I would

       20         say, in the long term, Gulf's customers do benefit from

       21         Southern being successful.

       22               COMMISSIONER BALBIS:  But I'm confused.  I thought

       23         that the operational goals only pertained to the PPP

       24         program, or the Performance Pay Program.

       25               THE WITNESS:  I'm sorry, I thought you were talking
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        1         about those three components.  I misunderstood your

        2         question, then.  I'm sorry.

        3               COMMISSIONER BALBIS:  All of the at-risk or

        4         variable compensation, whether it's the PPP program, the

        5         stock program, or the others, only -- the operational

        6         goals only pertain to the Performance Pay Program?

        7               THE WITNESS:  Correct.  Correct.  Yes, yes, I'm

        8         sorry, I misunderstood your question.

        9               COMMISSIONER BALBIS:  The rest are solely based

       10         upon parent company performance and metrics, correct?

       11               THE WITNESS:  The award -- yes, it would be -- the

       12         employee's payout or their allocation is determined by

       13         how Southern does.  That's correct.  If our stock

       14         improves, then, yes, they would earn more if Southern is

       15         more successful, correct.  Yes.

       16               COMMISSIONER BALBIS:  And so the question is, for

       17         those programs that are not -- there's no Gulf

       18         operational component to those programs, wouldn't Gulf's

       19         customers get an additional benefit if you incorporated

       20         into those programs Gulf performance measures?

       21               THE WITNESS:  I don't know.  We'd have to look at

       22         that.  That's an interesting -- since our stock is

       23         Southern Company stock, we've never looked at it in that

       24         way.

       25               COMMISSIONER BALBIS:  Okay.  And I think you asked
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        1         -- or answered Mr. Moyle, he asked if any at-risk or

        2         variable pay was paid to Gulf employees in 2009 and 2010

        3         and you indicated it was, but not at a full 100 percent,

        4         is that correct?

        5               THE WITNESS:  That's correct.  I believe in 2000 --

        6         I can give you the year.  I believe the 2009 plan year,

        7         which would have paid in March of '10, was lower than

        8         100 percent.

        9               COMMISSIONER BALBIS:  Why was it lower than 100

       10         percent?

       11               THE WITNESS:  It was the achievement of goals at

       12         that time.  In the plan year of '09 the total award

       13         achievement was 68 percent.

       14               COMMISSIONER BALBIS:  Of the possible 100 percent?

       15               THE WITNESS:  The target would have been 100

       16         percent, that's correct.

       17               COMMISSIONER BALBIS:  Okay, thank you.

       18               CHAIRMAN GRAHAM:  Commissioner Brown.

       19               COMMISSIONER BROWN:  Thank you.  Good afternoon.

       20               THE WITNESS:  Good afternoon.

       21               COMMISSIONER BROWN:  As a follow-up to

       22         Ms. Klancke's question, are there any other changes,

       23         other than the performance dividend program, for the

       24         incentive programs as part of Gulf's filings?

       25               THE WITNESS:  No.  Our performance pay plan --
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        1               COMMISSIONER BROWN:  Of the existing programs.

        2               THE WITNESS:  Our performance pay plan is the same.

        3               COMMISSIONER BROWN:  Do you happen to know how many

        4         employees fall within grade levels seven through 15

        5         under the Performance Pay Program, thereby being

        6         eligible to receive a target award of 25 percent to 60

        7         percent?

        8               THE WITNESS:  I don't believe I have that number

        9         with me.

       10               COMMISSIONER BROWN:  Will Mr. Deason have that

       11         number?

       12               THE WITNESS:  Excuse me?

       13               COMMISSIONER BROWN:  Would Mr. Deason have that

       14         number?

       15               THE WITNESS:  I don't -- I don't think so.

       16               COMMISSIONER BROWN:  Who would have that number?

       17               THE WITNESS:  We can get that number for you pretty

       18         quickly, if you'd like for us to.

       19               COMMISSIONER BROWN:  I'd be curious.

       20               THE WITNESS:  Okay.  We can certainly do that.

       21               COMMISSIONER BROWN:  Thank you.  For any of the

       22         variable pay programs are the employees given a contract

       23         with the terms of their incentive compensation?

       24               THE WITNESS:  I wouldn't call it a contract.  We

       25         communicate what the goals are, what their target awards
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        1         would be, so they understand how their pay is

        2         calculated.  And we provide quarterly updates to them on

        3         how the -- how the company is performing, so they know

        4         what their target is.

        5               COMMISSIONER BROWN:  The question I'm really

        6         getting at is, is there a presumption of an expectation

        7         on the employee's part that they're going to receive

        8         part of that incentive as part of their overall

        9         compensation?

       10               THE WITNESS:  I think our employees are very clear

       11         that they know what their target is and they know that

       12         if they do not perform -- if we do not meet our customer

       13         needs, then that pay is at risk.  They are very clear on

       14         that, yes.

       15               COMMISSIONER BROWN:  Okay.  And you say that it's

       16         communicated to the employee.  That's the written

       17         documentation to --

       18               THE WITNESS:  It's written in plan documents.  The

       19         reason I'm hesitant is we don't have employment

       20         contracts, specifically, with employees.  But I think

       21         there is an expectation.  They know that -- they know

       22         what the goals are, they know what their target award

       23         would be, so there is an expectation.

       24               And again, we feel like that that is a strong

       25         motivator for performance, that they understand those
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        1         three components and know if they perform then that

        2         target amount is available to them.

        3               COMMISSIONER BROWN:  How many employees are

        4         eligible to participate in all three incentive programs?

        5               THE WITNESS:  Grades -- and we'd have to get the

        6         numbers -- grades seven and above are eligible to

        7         participate in the long-term portion, which is stock

        8         option and performance shares.  All employees, including

        9         our bargaining unit, are included in the PPP program.

       10               COMMISSIONER BROWN:  Okay.

       11               THE WITNESS:  Not temporaries, contractors, of

       12         course.  Our full and regular -- full and regular

       13         employees are eligible to participate in the short term.

       14               COMMISSIONER BROWN:  Okay, thank you.

       15               CHAIRMAN GRAHAM:  Ms. Kilcoyne, I have a quick

       16         question.

       17               THE WITNESS:  Okay.

       18               CHAIRMAN GRAHAM:  Commissioner Balbis asked a

       19         question about when you did not hit the target, which

       20         was '09?

       21               THE WITNESS:  Yes.

       22               CHAIRMAN GRAHAM:  You said 68 percent, and you said

       23         that the target is roughly 100 percent?

       24               THE WITNESS:  That's our target.  That's what we

       25         plan.
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        1               CHAIRMAN GRAHAM:  Now, if you go over and above

        2         that target and say you hit 110 percent do they get an

        3         added bonus -- is 100 percent the cap, or do you go

        4         above that?

        5               THE WITNESS:  No, they would get the benefit of the

        6         stronger performance.  Again, that's an indicator of

        7         performance.  That would be the number that's used for

        8         funding their award, that's correct.

        9               CHAIRMAN GRAHAM:  Okay.  So 100 percent, you said,

       10         is -- 100 percent would put them basically where average

       11         should be.  So if you're paying 110 percent, then that

       12         extra 10 percent would be a bonus?

       13               THE WITNESS:  I wouldn't characterize it that way,

       14         again, because that would also take into account how

       15         other companies perform.  We would compare to the

       16         market.  We could -- looking at the market and

       17         performance of other companies, we could pay out over

       18         100 percent and actually still be below market.  But

       19         that's why we target 100 percent in looking at the

       20         market.

       21               CHAIRMAN GRAHAM:  Is there a ceiling on the -- on

       22         the variable?

       23               THE WITNESS:  200 percent, you go to 200 percent on

       24         the --

       25               CHAIRMAN GRAHAM:  Okay, redirect?
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        1                         REDIRECT EXAMINATION

        2    BY MR. GUYTON:

        3         Q     I have a few questions.  Let's start there.  Is

        4    there a floor on the variable pay, as well?

        5         A     Zero, yes.

        6         Q     So it can range from zero to 200 percent?

        7         A     Correct.

        8         Q     And the target is at 100 percent?

        9         A     That's correct.

       10         Q     Would you turn to your exhibit SRK-1, please,

       11    Schedule 1.  This is a follow-up to Commissioner Brown's

       12    question.  I believe the information on this schedule may

       13    answer her question.

       14               Would you look at management grades seven and up.

       15    Does that give the number of employees that would be eligible

       16    for -- or the number of employees from grades seven up?

       17         A     It does, and I apologize.  I interpreted your

       18    question to say how many level sevens do we have.  I'm sorry.

       19    I apologize.

       20         Q     And that number would be what?

       21         A     119, grades seven and above.

       22         Q     You were asked by one of the Commissioners about

       23    your long-term incentive programs being solely based on

       24    performance of the parent company.  Do you recall that line

       25    of questioning?
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        1         A     Yes, yes.

        2         Q     Does Gulf Power Company raise equity capital in

        3    the markets?

        4         A     Yes.

        5         Q     Gulf or Southern?

        6         A     Southern raises equity capital.  I'm not a

        7    financial person, so I may not answer that appropriately,

        8    so --

        9         Q     Okay, you understand that Southern Company raises

       10    equity capital in the market?

       11         A     Yes, that's correct.

       12         Q     Do you know if Gulf raises equity capital in the

       13    market?

       14         A     I would say that yes, they do.  We have to have --

       15    Gulf would have to have that to fund their operations,

       16    correct.

       17         Q     You were asked about whether or not you were

       18    asking the Commission to fund your PPP plan.  Is the company

       19    asking the -- is the company asking the Commission to fund

       20    its total compensation program in this case?

       21         A     Base pay is also a part of the total compensation,

       22    yes.

       23         Q     And so PPP is just a part of that total

       24    compensation?

       25         A     That is correct.
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        1         Q     You were asked whether executive management was

        2    accountable to the Board of Directors.  Do you recall that?

        3         A     I think so, yes.

        4         Q     Are they accountable to the Board of Directors for

        5    the provision of customer service by Gulf Power Company?

        6         A     Yes, the Board of Directors would also be very

        7    interested in customer service.

        8         Q     Have the targets for the 2012 PPP plan, have they

        9    been established yet?

       10         A     They have not.

       11               MR. GUYTON:  That's all I have.  Thank you.  We

       12         would move Exhibit 160.

       13               CHAIRMAN GRAHAM:  Move top of page 27, 160, into

       14         the record.  Is that the only exhibit?

       15          (Exhibit 160 admitted in evidence.)

       16               MR. GUYTON:  I believe so.  We'd call Mr. Wathen to

       17         the stand.

       18               CHAIRMAN GRAHAM:  Ms. Kilcoyne, thank you very much

       19         for your testimony.

       20               MR. GUYTON:  May Ms. Kilcoyne be excused?

       21               CHAIRMAN GRAHAM:  If there's no objections, yes.

       22               MR. GUYTON:  Thank you.

       23               THE WITNESS:  Thank you.

       24    Thereupon,
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        1    was called as a witness on behalf of Gulf Power Company, and

        2    having been previously duly sworn, testified as follows:

        3                          DIRECT EXAMINATION

        4    BY MR. GUYTON:

        5         Q     Have you previously been sworn?

        6         A     I have.

        7         Q     Would you please state your name and business

        8    address for the record.

        9         A     David J. Wathen.  My business address is 3500

       10    Lenox Road, Atlanta, Georgia.

       11         Q     And by whom are you employed and in what capacity?

       12         A     I'm employed by Towers Watson as a Director in the

       13    Atlanta Executive Compensation Practice Leader.

       14         Q     And Mr. Wathen, did you have occasion to file or

       15    did Gulf have occasion to file your rebuttal testimony in

       16    this case consisting of 13 pages?

       17         A     Yes, I did.

       18         Q     Do you have any changes or corrections to that

       19    rebuttal testimony?

       20         A     No, sir, I do not.

       21               MR. GUYTON:  We'd ask that Mr. Wathen's rebuttal

       22         testimony be inserted into the record.

       23               CHAIRMAN GRAHAM:  We'll insert his direct -- I'm

       24         sorry -- rebuttal testimony into the record as though

       25         read.
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        1    BY MR. GUYTON:

        2         Q     Mr. Wathen, did you also have occasion to file

        3    with your rebuttal testimony Exhibit DJW-1?

        4         A     Yes, sir.

        5         Q     And is the information in DJW-1 true and correct

        6    to the best of your knowledge and belief?

        7         A     Yes, sir.

        8               MR. GUYTON:  Commissioners, that's previously been

        9         identified as Exhibit 161.

       10         (Exhibit 161 marked for identification.)

       11    BY MR. GUYTON:

       12         Q     Would you please summarize your testimony -- your

       13    rebuttal testimony for the Commission.

       14         A     I will.  Good afternoon, Commissioners.  My

       15    testimony will cover our competitive assessment of

       16    Gulf Power's compensation programs.  As the leader of the

       17    Atlanta Executive Compensation Practice and leader of Towers

       18    Watson's utility industry compensation team, in my 15-year

       19    career I have worked with numerous utilities in assessing and

       20    designing their compensation plans and currently today work

       21    with several utilities in providing them compensation

       22    consulting services.

       23               Companies like Gulf Power retain consultants like

       24    Towers Watson given our expertise and resources we have

       25    regarding current and emerging market trends and competitive
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        1    pay data.

        2               Towers Watson has extensive experience serving

        3    energy services industry clients and has worked with over 100

        4    organizations last year.  We invest heavily in our energy

        5    services industry capabilities and have robust competitive

        6    industry data that enables Gulf Power to benchmark against

        7    similar companies in the U.S.

        8               Given Towers Watson's breadth and depth of

        9    resources, Gulf Power engaged Towers Watson to conduct a

       10    competitive assessment of the company's current compensation

       11    programs relative to market practice in order to rebut the

       12    testimony of the Office of Public Counsel Witness Donna

       13    Ramas, in which she proposes adjustments to Gulf Power's

       14    projected 2012 test year budget for variable or at-risk

       15    compensation.

       16               Specifically in our competitive review we focused

       17    on five main program components:  The total compensation

       18    philosophy, annual merit increases, the compensation

       19    benchmarking process, competitive market positioning of total

       20    pay, and at-risk compensation program design.

       21               Overall, our market analysis indicates that Gulf

       22    Power's total compensation programs are comparable to and

       23    competitive with practices of other similarly-sized

       24    utilities.  Gulf Power, like all the companies it competes

       25    with for talent, has to provide competitive total

                           FLORIDA PUBLIC SERVICE COMMISSION

                                                                       2077

        1    compensation opportunity delivered via programs that benefit

        2    customers, employees, and shareholders.  Gulf achievers this

        3    goal with a balanced, competitive base salary, and at-risk

        4    compensation program.

        5               In my experience in working with utilities and

        6    general industry companies -- in my experience in working

        7    with utilities and general industry companies indicates that

        8    programs at Gulf Power fall well within market norms and are

        9    not excessive in design or level of pay.

       10               To the specific pay components that we assessed,

       11    we identified that Gulf's targeted compensation philosophy of

       12    targeting pay at the fiftieth percentile of comparably-sized

       13    utilities to be competitive with market practices.

       14               Likewise, our review of average base salary merit

       15    increases provided to all eligible employees identified that

       16    from 2001 to 2011 average merit increases at Gulf Power

       17    typically fell below market levels for both utilities and

       18    general industry companies.

       19               We found the process used by Gulf Power in

       20    benchmarking market competitive pay levels to be consistent

       21    with general industry and utility market best practices.

       22               In turn, we determined that Gulf Power's

       23    compensation level -- compensation by job level aligns with

       24    the company's total compensation philosophy of targeting base

       25    salary and at-risk compensation at the median of market for
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        1    comparable positions.

        2               Likewise, Gulf Power's pay for performance or

        3    short term at-risk compensation plan and the current

        4    long-term at-risk compensation plan, which currently reflects

        5    annual grants of stock options and performance share awards,

        6    is also comparable with designs of other utilities.

        7               In her testimony Ms. Ramas recommends disallowance

        8    of all at-risk compensation at Gulf Power.  However, our

        9    analysis concludes that Gulf Power needs to maintain the

       10    market competitive at-risk compensation plans.

       11               The elimination of at-risk compensation, without

       12    any sort of replacement, would result in total compensation

       13    at Gulf Power that is below competitive market levels and

       14    impact the company's ability to attract and retain employees

       15    with the knowledge and skills needed for continued success.
       16    This concludes our summary.

       17               MR. GUYTON:  We tender the witness.

       18               CHAIRMAN GRAHAM:  Mr. Sayler?

       19               MR. SAYLER:  Thank you, Mr. Chairman.

       20                          CROSS EXAMINATION

       21    BY MR. SAYLER:

       22         Q     Good afternoon, Mr. Wathen.

       23         A     Good afternoon.

       24         Q     Is it Wathen?

       25         A     Wathen.
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        1         Q     Wathen.  Thank you.  Sorry.  Erik Sayler, I work

        2    with the Office of Public Counsel and represent Gulf Power's

        3    customers.

        4               If you'll turn to page ten of your testimony --

        5    and I apologize for asking kind of a longish question.  I

        6    hope I don't get an objection for a compound question, but

        7    hopefully it will speed things along.

        8               When you made your comparison of Gulf's

        9    performance pay plan, you examined market data from several

       10    market perspectives, and that included 19 publicly traded

       11    utilities of comparable -- comparable in size to Southern

       12    Company, 13 publicly traded utilities, and 15 energy services

       13    companies, is that correct?

       14         A     That is correct, yes.

       15         Q     And doing simple math, that's 47 separately traded

       16    companies, is that -- or separately analyzed companies, is

       17    that right?

       18         A     Correct.

       19         Q     Now, how many of the plans -- how many of the

       20    plans you reviewed were for operating subsidiaries that are

       21    part of larger holding companies, such as Gulf is to

       22    Southern?

       23         A     For the two proxy peer groups, the 19 company and

       24    the 13 company, they were publicly traded entities, so they

       25    were not operating units.
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        1         Q     Okay.

        2         A     For the 15 company sample out of the Towers Watson

        3    annual incentive plan design survey, it again is comprised

        4    mostly of stand-alone entities, not operating subs.

        5         Q     So how many of your plans compared operating subs

        6    like Gulf?

        7         A     To the best of my knowledge, I don't believe that

        8    there were any.

        9         Q     And in your testimony on lines 16 through 19 you

       10    suggest that Gulf's performance pay plan is designed --

       11    excuse me, strike that.

       12               Let me just move on to my next question.  Were you

       13    aware that under Gulf's Performance Pay Program there's no

       14    payout in a given year if Southern Company's earnings per

       15    share in that year do not exceed the prior year's dividend

       16    payment made by Southern?

       17         A     Yes.

       18         Q     And were you aware of that when you made your

       19    analysis?

       20         A     Yes.

       21         Q     Okay.  Of the companies you reviewed, which

       22    involved operating subsidiaries of larger companies, how many

       23    of those incorporated a provision in which there would be no

       24    payout under the plan if the parent company's earnings per

       25    share does not exceed the prior year's dividends?
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        1         A     Almost 50 percent of the peers that we looked at

        2    had what we call a circuit breaker.  And in this case a

        3    circuit breaker which requires some achievement of financial

        4    performance before they fund the plan.

        5         Q     Okay.  Of the 47 plans that you reviewed, how many

        6    of those had return on equity goals at a target level that

        7    exceeded the return on equity that had been authorized by the

        8    regulatory commission as part of its rate proceeding?

        9         A     I do not specifically know the answer to that

       10    question.

       11         Q     For the plans you reviewed, how many of those had

       12    one-third or more of the plan goals that were tied to

       13    earnings per share achieved by the parent company?

       14         A     Of the various -- of the 47 or so entities that we

       15    looked at, over 80-plus percent had performance goals that

       16    reflect a mixture of financial and operational performance.

       17    The mix that reflects the exact same mix as Gulf Power's of a

       18    third, a third, a third, did not identify any, but it tends

       19    to vary greatly when you look at the weightings.

       20         Q     All right.  If you were to -- were any of the

       21    two-third, one-third variety?

       22         A     I specifically don't recall.

       23         Q     And two-third meaning two-thirds tend to be

       24    earnings per share with ROE component, as opposed to the

       25    operational plan.
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        1         A     Again, I specifically don't recall the exact

        2    breakdown of the weightings.

        3         Q     And on page 12 of your testimony, line 17.

        4         A     Yes.

        5         Q     Is it your understanding that Ms. Ramas has

        6    suggested that the performance pay plan be eliminated?

        7         A     My assumption was, given that she wanted it to be

        8    disallowed, my assumption was that it would not be continued.

        9         Q     All right.  And are you aware that disallowed in

       10    ratemaking parlance means -- it just means the customers

       11    don't pay for it?

       12         A     Correct.  But given that she was silent on it, the

       13    assumption I made was that there would not be one.

       14         Q     Okay.  If a regulated entity earns in excess of

       15    its authorized return on equity, should this result

       16    in -- should this result in additional funds that could be

       17    used to pay the incentive compensation costs?

       18         A     I can't speak specifically to that question.

       19         Q     All right, turn to page 11 of your testimony,

       20    lines 19 through 23, where you talk about maximum performance

       21    level.

       22         A     Yes, sir.

       23         Q     You state that Gulf requires higher relative total

       24    shareholder return performance to deliver a maximum

       25    performance share award than typical peer practice.  Do you
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        1    see that?

        2         A     Yes.

        3         Q     Does your statement mean that Gulf's plan is

        4    focused more on the shareholder return than its peers?

        5         A     No, the measure in the performance share plan, the

        6    primary measure is total shareholder return.  And in this

        7    case, what Gulf requires in order to pay out a maximum award

        8    is relative total shareholder return performance at the

        9    ninetieth percentile of the defined peer group, whereas most

       10    of the peers with a similar type design require a

       11    seventy-fifth percentile payout.

       12         Q     So that means Gulf's plan is not more focused on

       13    shareholder return than other plans, is that correct?

       14         A     Gulf's design is comparable in that it has the

       15    same measure, a relative total shareholder return metric, but

       16    they require a high performance hurtle to pay out at maximum.

       17                MR. SAYLER:  Well, thank you for your time.

       18               CHAIRMAN GRAHAM:  Ms. Kaufman?

       19               MS. KAUFMAN:  Thank you, Mr. Chairman.

       20                          CROSS EXAMINATION

       21    BY MS. KAUFMAN:

       22         Q     Good afternoon, Mr. Wathen.

       23         A     Yes, good afternoon.

       24         Q     I just have one or two questions for you, and I

       25    want to follow up with a question Mr. Sayler asked you in
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        1    regard to your discussion of Ms. Ramas' testimony at page 12.

        2         A     Yes, ma'am.

        3         Q     And I think that you said you had assumed that she

        4    meant that the compensation programs would not continue if

        5    her recommendation was followed, is that correct?

        6         A     No, my assumption was, given that she was silent

        7    on it, and not knowing what the direction was, that was the

        8    assumption that I made, that they were going to be,

        9    correct.

       10         Q     Right.  So let me ask you this.  You explained to

       11    us in your testimony your view of the benefits that flow from

       12    these compensation plans.  Would you agree with me that the

       13    same benefits would flow if such plans were funded, say,

       14    two-thirds by the Southern Company and one-third by Gulf

       15    Power?

       16         A     I can't speak to that.  That would be a company

       17    decision as to what they would do with the programs going

       18    forward, depending on how they were funded.

       19         Q     But if you assume that they would move forward on

       20    that basis, your goals of attracting excellent employees and

       21    the other things you mentioned in your summary would be met,

       22    regardless of the source of funding of the compensation

       23    programs, correct?

       24         A     If the company decided to go forward with that,

       25    I do think that they would still have the same opportunities
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        1    to provide, yes.

        2               MS. KAUFMAN:  Thank you.

        3               CHAIRMAN GRAHAM:  Major Thompson?  Staff?

        4               MR. YOUNG:  No questions.

        5               CHAIRMAN GRAHAM:  Commissioners?  Rebuttal?  I'm

        6         sorry, redirect?

        7               MR. GUYTON:  We have no redirect.  We would move

        8         Mr. Wathen's Exhibit 161.

        9               CHAIRMAN GRAHAM:  We'll move exhibit 161, page 27,

       10         into the record.

       11          (Exhibit 161 was admitted in evidence.)

       12               CHAIRMAN GRAHAM:  Would you like to excuse this

       13         witness?

       14               MR. GUYTON:  Yes, sir, I would, and thank you for

       15         reminding me.

       16               CHAIRMAN GRAHAM:  Thank you, sir.  Thank you for

       17         your testimony.

       18               THE WITNESS:  Thank you.

       19               MR. MELSON:  Gulf calls Terry Deason.

       20               CHAIRMAN GRAHAM:  This witness will not be excused.

       21         He's got to stay until the end.

       22               MR. MELSON:  The witness thanks you.  I'm not so

       23         sure about the company.

       24    Thereupon,

       25                           J. TERRY DEASON
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        1    was called as a witness on behalf of Gulf Power Company, and

        2    having been previously duly sworn, testified as follows:

        3                          DIRECT EXAMINATION

        4    BY MR. MELSON:

        5         Q     Mr. Deason, would you state your name and address

        6    for the record, please.

        7         A     Yes, my name is Terry Deason.  My address is 301

        8    South Bronough Street, Suite 200, Tallahassee, Florida.

        9         Q     And I forgot to ask, have you previously been

       10    sworn?

       11         A     I have.

       12         Q     Thank you.  By whom are you employed and in what

       13    capacity?

       14         A     I'm employed by the firm Radey, Thomas, Yon and

       15    Clark as a special consultant.

       16         Q     Did you prefile rebuttal testimony in this docket

       17    dated November 4th, 2011, consisting of 63 pages?

       18         A     I did.

       19         Q     And did you also file supplemental rebuttal

       20    testimony on November 29th consisting of 12 pages?

       21         A     I did.
       22         Q     And do you have any changes or corrections to any

       23    of that testimony?

       24         A     Yes, I do.  I have three minor corrections.  The

       25    first correction is found on page eight.
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        1         Q     Is this of the first piece of testimony?

        2         A     Yes, this is the rebuttal.  Page eight, line 18,

        3    there's a docket number listed there that is the incorrect

        4    docket number.  The correct docket number is 080317-EI.

        5               The second correction is also in the rebuttal

        6    testimony, and this correction is found on page 32, and it is

        7    found at line 24.  After the word "yes" you need to delete

        8    the word "it" and replace it with the phrase "any unfunded

        9    portion."

       10               And the third correction is in the supplemental

       11    rebuttal testimony, and it is on page five, and it is line

       12    16.  There's a reference to a rule.  That reference,

       13    one digit is incorrect.  The correct rule reference should be

       14    25-6.0425.

       15         Q     And with those corrections, if I were to ask you

       16    the same questions today, would your answers be the same?

       17         A     Yes, they would.

       18               MR. MELSON:  Mr. Chairman, I'd ask that both the

       19         rebuttal testimony and the supplemental rebuttal

       20         testimony be inserted into the record as though read.

       21               CHAIRMAN GRAHAM:  We will insert Mr. Deason's

       22         rebuttal and supplemental rebuttal testimony into the

       23         record as though read.

       24

       25
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        1    BY MR. MELSON:

        2         Q     And you had one exhibit to your rebuttal testimony

        3    identified as TD-1, is that correct?

        4         A     That is correct.

        5         Q     And do you have any changes or corrections to that

        6    exhibit?

        7         A     I do not.

        8         Q     And I believe, Mr. Chairman, that's been

        9    identified as 162.

       10         (Exhibit 162 marked for identification.)

       11               CHAIRMAN GRAHAM:  Okay.

       12    BY MR. MELSON:

       13         Q     Mr. Deason, could you give us a brief summary of

       14    your testimony, please.

       15         A     Yes, I will.  Good afternoon, Commissioners.  As

       16    you know, regulation is a balancing act.  For the balance to

       17    be reached, it is essential that a utility be given a

       18    reasonable opportunity to actually achieve its authorized

       19    rate of return.  Unfortunately, many of the Intervenor

       20    witnesses in this case have taken positions which would deny

       21    Gulf Power this most basic opportunity.

       22               A good example of denying Gulf this opportunity is

       23    Ms. Ramas' recommendation to disallow 100 percent of at-risk

       24    compensation.  Her recommendation is not based on an analysis

       25    of the amount of compensation that is reasonable and
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        1    necessary to provide utility service.  Rather it's based on

        2    a philosophical difference she has with the way the

        3    compensation is paid, and not the amount that is paid.

        4               Her position is contrary to basic principles of

        5    regulation, is inconsistent with Commission policy, is based

        6    on simplistic assumptions that are not factually correct.  If

        7    adopted, her position would actually be harmful to customers

        8    by denying Gulf a needed and effective managerial tool to

        9    motivate its employees and provide cost effective and

       10    reliable service to its customers.

       11               Another adjustment which would deny Gulf a

       12    reasonable opportunity to actually achieve its authorized

       13    return is Ms. Dismukes' suggestion to impute $1.5 million of

       14    imaginary revenues from unregulated companies.  Such an

       15    adjustment serves no legitimate regulatory purpose and would

       16    penalize Gulf for merely being part of the Southern Company

       17    system.

       18               It was Southern that deployed the capital, and it

       19    is Southern's investors who are at risk if these unregulated

       20    companies fail.  Yet Ms. Dismukes would take 2 percent of the

       21    unregulated revenue away from those who took the risk and who

       22    actually earned it.

       23               The order which Ms. Dismukes incorrectly quotes as

       24    a basis for her suggested imputation of revenue had only

       25    limited relevancy to the telephone industry in 1985 and has
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        1    no relevancy to Gulf Power in 2011.

        2               Another adjustment that would deny Gulf a

        3    reasonable opportunity to actually achieve its authorized

        4    rate of return is Ms. Ramas' suggestion to remove $60.9

        5    million of construction work in progress.

        6               This amount represents projects which are not

        7    eligible for an allowance for funds used during construction.

        8    If these dollars are not allowed in rate base Gulf would be

        9    denied any type of a return on its investments in these

       10    projects, projects which are needed to provide reliable

       11    service and meet customer demands.

       12               Another adjustment that could prevent Gulf from

       13    earning its authorized return is the parent debt

       14    adjustment which presumes that debt issued by Southern

       15    Company is invested in the equity of Gulf Power.  This

       16    presumption is a rebuttable one and Mr. Teel does so with his

       17    dividend analysis.

       18               Dr. Woolridge asserts that the presumption has not

       19    been rebutted because funds cannot be traced.  However, the

       20    presumption, itself, is a tracing of funds from the debt of

       21    Southern to the equity of Gulf.  To rebut a presumption that

       22    is based on tracing one must analyze the flow of funds to

       23    show the most likely source of Gulf's equity investment.

       24               Another important consideration is the

       25    reasonableness of Gulf's capital structure.  If the amount of
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        1    Gulf's debt is appropriate, then it would also be reasonable

        2    to conclude that the presumption has been rebutted.

        3               I also respond to other adjustments recommended by

        4    Intervenor witnesses, including adjustments to supplemental

        5    pension expense, directors and officers liability insurance,

        6    and the storm damage accrual.

        7               And finally, in my supplemental rebuttal

        8    testimony, I explain how Ms. Ramas' recommendation to ignore

        9    a portion of Gulf's investment in the Crist turbine upgrades

       10    is contrary to sound regulatory principles and the

       11    Commission's policy on such investments.

       12               If accepted, her recommendation would deny Gulf an

       13    opportunity to earn a return on its investment in the turbine

       14    upgrades, which will be providing fuel cost savings to Gulf's

       15    customers.  This concludes my summary.

       16               MR. GUYTON:  Tender the witness for cross.

       17               MR. McGLOTHLIN:  No questions.

       18               CHAIRMAN GRAHAM:  FIPUG?

       19                          CROSS EXAMINATION

       20    BY MS. KAUFMAN:

       21         Q     Mr. Deason, good afternoon.

       22         A     Good afternoon.

       23         Q     I wanted to ask you a question or two about your

       24    comments on the compensation packages that we've been

       25    discussing this afternoon.
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        1         A     Yes.

        2         Q     Really I have two questions.  First is similar to

        3    the question that I asked the prior witness, and that is, if

        4    we assume that Gulf ratepayers do not have to pay some

        5    portion of the compensation plan but that it is paid by the

        6    shareholders, then the benefits that have been described

        7    about the compensation plan would still exist, would they

        8    not?

        9         A     I have to reject the basis of your question.  It

       10    is impossible to have shareholders pay this compensation to

       11    customers.  Gulf could not send an invoice to its
       12    shareholders and get a check from its shareholders to pay

       13    these employees.

       14               It is disingenuous to ask a question about having

       15    shareholders pay compensation to these employees.  It doesn't

       16    happen.  When you say have the shareholders pay it,

       17    Commissioners, what the Intervenors are saying is we want to

       18    reduce the company's achieved rate of return.

       19               It goes back to my summary.  These adjustments,

       20    all that they do would be deny Gulf a reasonable opportunity

       21    to actually achieve its rate of return.

       22               I believe it's been calculated that the amount of

       23    at-risk compensation which the Intervenors suggest simply be

       24    denied in this rate case amounts to somewhere in the

       25    neighborhood of, I believe, $14 million.  I believe Mr. Teel
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        1    has testified that $10 million is equal to a hundred basis

        2    points on return on equity.

        3               So if you were to simply disallow this incentive

        4    compensation or at-risk compensation, the net effect is to be

        5    reducing Gulf's achieved rate of return by 140 basis points.

        6    So by example, if you determine --
        7               MS. KAUFMAN:  Excuse me, I think the witness is

        8         going far beyond what my question was.

        9               CHAIRMAN GRAHAM:  I was going to pull his chain

       10         five minutes ago.  I was waiting on you.

       11               THE WITNESS:  Mr. Chairman, I apologize, but given

       12         the latitude, I was going to answer the question fully.

       13               CHAIRMAN GRAHAM:  Like I said, I let you

       14         editorialize until they said that you've gone too far.

       15    BY MS. KAUFMAN:

       16         Q     I'll try to do a better -- a better job on that.

       17    You also cite in your testimony -- you reference some prior

       18    orders of the Commission in regard to these compensation

       19    plans.  I think you do that on page -- beginning at the

       20    bottom of page seven, line 20, and continuing over to the

       21    next page.

       22         A     Yes, that's correct.  I referenced a number of

       23    orders.  Do you have one in particular?

       24         Q     I just want to ask you, in general, about that

       25    passage.  You talk about 1992 Florida Power Corporation order
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        1    and then Tampa Electric order, correct?

        2         A     Yes.

        3         Q     Two separate Tampa Electric orders.

        4         A     Correct.

        5         Q     Do you have any discussion in here about the

        6    recent -- fairly recent Florida Power and Light decision or

        7    the Progress Energy decision on compensation?

        8         A     I think I do reference the fact that I believe

        9    Ms. Ramas referenced the Florida -- I'm sorry, the Progress

       10    Energy decision, and I believe that there was also -- I don't

       11    believe that she referenced the FPL decision, but I'm also

       12    familiar with that.  Do you wish me to discuss these

       13    decisions?

       14         Q     I don't wish you to discuss it, I just wanted to

       15    ask you if you, other than in response to Ms. Ramas, have

       16    mentioned those two decisions in your testimony.

       17         A     Well, yes, and the point that I'm making -- I will

       18    be brief -- is that those decisions are a deviation from long

       19    established Commission policy, and in my judgment should not

       20    be --

       21               MS. KAUFMAN:  Excuse me, Mr. Chairman --

       22               CHAIRMAN GRAHAM:  Mr. Deason, she just wanted to

       23         know if you had referenced it in your rebuttal.

       24               THE WITNESS:  Yes, I referenced it.

       25               MS. KAUFMAN:  That's all I have, Mr. Chairman.
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        1         Thank you.

        2               CHAIRMAN GRAHAM:  Major Thompson?  Retail

        3         Federation?  Staff?

        4               MR. YOUNG:  Yes, sir, briefly.  May we approach the

        5         witness?

        6               CHAIRMAN GRAHAM:  Sure.

        7               MR. YOUNG:  Mr. Chairman, we would ask that this

        8         exhibit be marked for identification purposes at this

        9         time.

       10               CHAIRMAN GRAHAM:  We'll give it number 212.  Do you

       11         have a title for this?

       12               MR. YOUNG:  Yes, parent company debt MFR Schedule

       13         C-47 and C-24, Docket Numbers 01094-EI and 110138-EI.

       14               CHAIRMAN GRAHAM:  Maybe I should have asked a

       15         better question.  Do you have a short description?

       16               MR. YOUNG:  MFR -- parent company -- Parent Company

       17         Debt MFR Schedules.

       18               CHAIRMAN GRAHAM:  Thank you.

       19         (Exhibit 212 marked for identification.)

       20                          CROSS EXAMINATION

       21    BY MR. YOUNG:

       22         Q     Mr. Deason, can you please turn to page 57 of your

       23    testimony?  And that will be your direct testimony -- excuse

       24    me, rebuttal, lines 22 through 24.  Can you take a minute to

       25    read that to yourself?
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        1         A     Yes, I've read that.

        2         Q     Okay.  Here you state a parent debt adjustment

        3    pursuant to Rule 25-14.001 -- I mean, 004, excuse me --

        4    Florida Administrative Code was not made in the Gulf's last

        5    rate case.  Is this correct?

        6         A     That is correct.

        7         Q     And you have the handout that staff -- the exhibit

        8    that staff has been marked and given to you, correct?

        9         A     Yes, I have it.

       10         Q     Can you take a minute to look at those -- look at

       11    that exhibit?

       12         A     Okay, I have briefly reviewed it.

       13         Q     Okay.  Looking at the second page, would you agree

       14    that this page is Schedule C-47 from the MFRs in Gulf's 2001

       15    rate case?

       16         A     Yes, it appears to be.

       17         Q     At the bottom of the schedule in the middle it

       18    says not applicable.  Do you see that?

       19         A     I do.

       20         Q     Can you read that?

       21         A     The explanation states not applicable.  The only

       22    debt outstanding for the parent represents commercial paper.

       23    Commercial paper is used to meet the short-term cash needs of

       24    Southern Company, not as a permanent source for investments.

       25         Q     And would you agree with me in the last rate case,
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        1    as you state in your testimony, that a parent debt adjustment

        2    was not made for Gulf, correct?

        3         A     That's correct.

        4         Q     Now, can you please turn to the next page.  This

        5    MFR schedule is C-24, correct?

        6         A     Yes.

        7         Q     Now, while the number assigned in -- while the

        8    numbers assigned in C-47 versus C-24 have changed, would you

        9    agree that the title of these schedules is parent debt

       10    adjustment information, correct?

       11         A     Yes, they're both titled Parent Debt Information.

       12         Q     Turning your attention to long-term debt, under

       13    one, line one.

       14         A     Yes, I'm there.

       15         Q     What is that number?

       16         A     It is 1,250,000,000.

       17         Q     And that is long-term debt, correct?

       18         A     Correct.

       19         Q     And that's at the parent level, correct?

       20         A     Yes, it is at the parent level.

       21               MR. YOUNG:  No further questions, sir.

       22               CHAIRMAN GRAHAM:  Commissioners?  Mr. Balbis?

       23               COMMISSIONER BALBIS:  Thank you, Mr. Chairman.  And

       24         thank you, Mr. Deason, for coming today.  It's always

       25         good to see someone who served as long as you have and
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        1         not be so debilitated by stress that you can actually

        2         function, so it's always good to see you.

        3               THE WITNESS:  Thank you.

        4               COMMISSIONER BALBIS:  I have, I think, one or two

        5         questions, and I want to focus on the variable

        6         compensation and incentive pay.  And on page seven of

        7         your testimony you quote an order.  Lines 16 and 17

        8         states:  When employees excel, we believe that customers

        9         benefit from a higher quality of service.

       10               And I agree with you -- well, I agree with the

       11         Commission when they stated that.  But my question to

       12         you is, the two programs that they have, the Performance

       13         Share Program, which is based upon, according to Gulf's

       14         information, shareholder returns, and the Stock Option

       15         Program, which is based upon price increases in

       16         Southern's stock, couldn't hypothetically you could see

       17         both of those thresholds met while the performance of

       18         the employees may not have changed, is that correct?

       19               THE WITNESS:  I would agree that that is a

       20         possibility.  I think, though, it is also important to

       21         look at the sum total of the structure of the at-risk

       22         compensation and to make a determination as to whether

       23         it achieves the right balance which motivates employees

       24         to achieve the goals and provide quality service to

       25         customers.
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        1               COMMISSIONER BALBIS:  And I agree, but in some

        2         cases you could have an employee -- say it's a customer

        3         service representative that's participating in those two

        4         plans that isn't necessarily meeting targets, et cetera,

        5         is not answering phone calls in a certain period of

        6         time, and yet that portion of their variable

        7         compensation is met because Southern Company's stock

        8         increased and shareholder value increased.  Would you

        9         agree with that?

       10               THE WITNESS:  That is certainly possible.

       11               COMMISSIONER BALBIS:  And, again, a similar

       12         question I asked the other witness, wouldn't Gulf's

       13         customers receive an additional benefit if there were

       14         some sort of correlation between Gulf Power's

       15         performance in all of the variable compensation plans

       16         and the amounts they receive from that, so some sort of

       17         threshold, et cetera, something that includes Gulf

       18         Power's performance in all of the variable compensation?

       19               THE WITNESS:  I think it is possible that that

       20         could be the result.  Let me explain, it wasn't the

       21         purpose of my testimony to do an evaluation of the exact

       22         metrics of Gulf's proposal.  I did look at it.  I knew

       23         that it was similar to what had been approved in the

       24         past, which I thought generated positive outcomes for

       25         Gulf's customers.
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        1               I think it is essential for there to be targets to

        2         be reached by employees.  Whether Gulf's particular set

        3         of metrics are ideal, I'm not sure, but I do know this,

        4         Commissioner.  This record is replete and complete with

        5         testimony that Gulf's compensation is at market, which

        6         includes all of the at-risk compensation based upon

        7         these metrics, these goals.

        8               And if there were to be a disallowance of that, as

        9         recommended by Ms. Ramas, it could have some negative

       10         consequences.

       11               So on a going-forward basis would it be possible to

       12         tweak these metrics and these goals to make them even

       13         more responsive to customers?  I'm sure that that is

       14         possible, but I'm not sure that justifies a

       15         disallowance, as recommended by Ms. Ramas.

       16               COMMISSIONER BALBIS:  Okay, thank you.  And just

       17         moving on to another line of questioning, on page 39 of

       18         your testimony, line three, you indicate, concerning

       19         storm accrual, if you were to use the last eight years

       20         and include the large storms of '04 and '05, the average

       21         annual cost is 19 million, greatly exceeding 6.8 million

       22         that Gulf is -- that's indicated in Gulf's study, is

       23         that correct?

       24               THE WITNESS:  That is correct.

       25               COMMISSIONER BALBIS:  And I started to have this
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        1         discussion with one of the other witnesses, but I may

        2         have gotten frustrated and stopped asking questions.

        3               But the -- and it goes to the point I was trying

        4         to make.  If Gulf is putting in 6.8 million annually

        5         into that fund, and if you were to look at the recent

        6         history of storms, that would be inadequate to cover all

        7         the costs associated with recovery, correct?

        8               THE WITNESS:  That would be correct.

        9               COMMISSIONER BALBIS:  So Gulf would likely resort

       10         to some sort of surcharge?

       11               THE WITNESS:  If storms of the magnitude of 2004

       12         and 2005 were to reoccur, yes, I think it would be --

       13         the conclusion would be that there would -- the reserve

       14         would be depleted and that there would be the necessity

       15         of Gulf requesting a surcharge approach to replenish the

       16         reserve back to a more appropriate operating level.

       17               COMMISSIONER BALBIS:  Okay.  So then wouldn't it be

       18         logical to take those storms out, since, as you said,

       19         Gulf Power would have to go to a surcharge if a storm of

       20         that magnitude would hit -- of those magnitudes would

       21         hit, wouldn't it be logical to take those storms out to

       22         estimate what the appropriate accrual level would be to

       23         cover the minor storms?

       24               THE WITNESS:  Commissioner, I do not agree with

       25         that.  And first let me say that the Commission's long
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        1         history associated with storms, going back to Hurricane

        2         Andrew, when it became a necessity to go to a

        3         self-insurance plan like we have now through the accrual

        4         and the reserve, it was determined that the reserves

        5         should not be large enough that it covers all potential

        6         storms.

        7               But that did not mean -- and it still today does

        8         not mean that you ignore real storms, real storms that

        9         can hit, which were evidenced by what happened in 2004

       10         and 2005.

       11               What needs to be done is you need to look at the

       12         probability of those storms hitting, not ignoring them

       13         totally.  And it is my understanding that's what the

       14         storm costs -- the storm study does.  And that's what

       15         the Commission required and approved for Florida Power

       16         and Light post-Hurricane Andrew, when we were grappling

       17         with the situation of how do we establish a proper

       18         accrual and a proper reserve.

       19               It was never intended to ignore the larger storms,

       20         it was to include all the storms but to determine what

       21         are the probabilities of those storms hitting.  Even

       22         including the probabilities of those storms hitting does

       23         not mean that you're going to guarantee that there's

       24         never going to be a surcharge.

       25               This was evidenced by real facts, real history.  We
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        1         implemented that for FPL and when the subsequent

        2         hurricanes hit like a decade later, their storm accrual

        3         -- I'm sorry, the reserve was depleted and we had to

        4         resort to a surcharge or, in their case, a

        5         securitization.

        6               So even considering the larger storms does not mean

        7         that there's going to be a guarantee that there will

        8         never be a surcharge.  So I think they need to be

        9         considered, but it needs to be part of the probability

       10         analysis to include the storms, but design a correct

       11         probability of those storms actually occurring.

       12               COMMISSIONER BALBIS:  Okay, thank you.  That's all

       13         I have.

       14               CHAIRMAN GRAHAM:  Commissioner Edgar.

       15               COMMISSIONER EDGAR:  Thank you.  Good afternoon.

       16               THE WITNESS:  Good afternoon.

       17               COMMISSIONER EDGAR:  And just one question, I

       18         think, to follow up.  My understanding is that Witness

       19         Schultz and perhaps Witness Pollock, in their

       20         recommendations for a reduced annual storm accrual

       21         amount -- and my understanding of their recommendation

       22         is that they are recommending not just a disallowance of

       23         a larger annual amount, but a reduction of the annual

       24         amount that is currently approved -- that is part of

       25         their reasoning is that they say that we would be
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        1         failing to account for storm hardening measures that

        2         have been -- that have taken place since the current

        3         annual accrual amount was approved or authorized by the

        4         Commission.

        5               I don't think in your written testimony that you

        6         really address that point, the storm hardening measures

        7         and the fact that that is a policy that the Commission

        8         adopted, again, after the current annual amount was

        9         approved.  Can you speak to that point?

       10               THE WITNESS:  Yes, Commissioner.  You are correct,

       11         I don't specifically address it, but I do note that the

       12         Gulf witnesses have said that they recognize that the

       13         storm hardening process has been started.  It's not yet

       14         completed.  It is a continuing process.

       15               Fortunately, there's been no actual evidence of the

       16         success of that when a storm hits.  I'm sure at some

       17         point, unfortunately, we will get that information,

       18         because a storm will hit.

       19               But I think we need to keep in mind that the

       20         accrual, in itself, is an estimate.  You do studies.

       21         We don't know the exact numbers.  We try to reach a

       22         balance.  So it's not one right number, but there should

       23         be a range which is considered to be reasonable.

       24               I'm not so sure that the added precision that one

       25         would hope to gain by making an explicit adjustment for
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        1         storm hardening and making some estimate as to what it

        2         would be would actually be a correct refinement of the

        3         broader estimate of $6.8 million.  So you're adding some

        4         refinement, but I'm not sure that really -- it implies a

        5         degree of precision that I'm not sure is there.

        6               Second of all, you need to realize, or we all need

        7         to realize is that the reserve -- that it is used for
        8         other property damages other than storms.  So while

        9         storms are probably the largest component, it's not the

       10         only component.  And the accrual that is being proposed

       11         of 6.8 million is based upon just storms.  So it's

       12         already conservative there.

       13               It is also conservative in that it is the estimate

       14         of what the storm damages would be.  It is not -- and if

       15         reality works out exactly as is predicted, the reserve

       16         would not grow.  You would have -- they would equal.  So

       17         it's conservative in that the accrual is not meant to

       18         build the reserve, it is meant to keep the reserve at

       19         the current level.  So that is another conservative

       20         approach which Gulf is using.

       21               There's also been testimony in this case about the

       22         increase in the insurance deductibles and their impacts,

       23         which puts more pressure on the reserves, so that if a

       24         storm hits, there's going to be less contribution from

       25         insurance after the deductibles are met.
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        1               And then, too, we have to realize that we're

        2         setting rates on a going-forward basis.  These rates are

        3         going to be effective starting next year.  We have based

        4         -- the company has based their request upon projections

        5         of 2012.

        6               Hopefully these rates are going to be in effect for

        7         2012 and beyond.  Hopefully for many years beyond.  The

        8         storm study, as I understand it, was based upon a period

        9         of time.  It was not a forward-looking study, based upon

       10         2012 or 2013.

       11               And if I'm incorrect in that assumption, I

       12         apologize, but that was my assumption.  So there are a

       13         number of conservative features already contained in

       14         Gulf's approach and the specific request that they're

       15         making.

       16               So if the Commission were comfortable that storm

       17         hardening is going to result in a 10 percent reduction

       18         in storm impacts, and you feel confident in that, maybe

       19         you should make the adjustment.  I'm just not sure that

       20         there's enough evidence in this record to support such

       21         an assumption.

       22               COMMISSIONER EDGAR:  Thank you.

       23               CHAIRMAN GRAHAM:  Commissioner Brown?

       24               COMMISSIONER BROWN:  Thank you, Mr. Chairman.  Good

       25         afternoon, Mr. Deason.  It's a pleasure to see you.
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        1               THE WITNESS:  Thank you.

        2               COMMISSIONER BROWN:  Under the performance payment

        3         plan -- pay plan -- if an employee's incentive -- and we

        4         talked about this a little bit with another witness.

        5         But if their incentive is not realized in any given

        6         year, what happens to that particular amount in that

        7         given year?  I know it stays in the Florida budget, but

        8         is it reallocated to a different division?

        9               THE WITNESS:  Well, that's an interesting question,

       10         and I've thought about that, as well.  Two-thirds of the

       11         performance pay plan is based upon financial metrics,

       12         which I have no problem with.

       13               If there's not going to be a payout under the

       14         performance pay plan, there's the likelihood that some

       15         financial goals have not been met.  And if there's zero

       16         payout, it probably means that there has been some very

       17         poor financial performance.

       18               And if it's that level, it's most likely that there

       19         have been some impacts of some sort that have been

       20         beyond the management's control to result in performance

       21         at that level.

       22               The implication is that somehow there's money in
       23         rates that is being diverted from paying people and is

       24         being used for something else.  If that level of

       25         financial performance is actually achieved, or if that
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        1         is a result, in my way of looking at things, that means

        2         the money is not there.

        3               There were cost increases elsewhere that caused the

        4         company not to achieve where it needs to be.  So it's

        5         not like there's some windfall that somehow money is

        6         being diverted away from employees and is being used

        7         for some other purpose, like higher dividends to

        8         shareholders.

        9               I don't think that would be the case, because the

       10         earnings, themselves, would not be there to have that

       11         result.

       12               COMMISSIONER BROWN:  Okay, thank you.  And also,

       13         I did want to turn your attention to page 21 of your

       14         rebuttal testimony.  I just want to give you an

       15         opportunity to possibly correct something on line two.

       16               This is with regard to the DOL insurance.  You say

       17         that it's an ordinary and necessary cost of doing

       18         business for any publicly held company.  I don't think

       19         that was your intention.  I think -- and correct me if

       20         I'm wrong -- is that correct?

       21               THE WITNESS:  Let me reread the context, the

       22         question and the answer, please.  Commissioner, I

       23         believe so.  Publicly held companies -- companies that

       24         issue stock or are a part of a holding company that

       25         issues stock, I think it is very ordinary and customary

                           FLORIDA PUBLIC SERVICE COMMISSION

                                                                       2184

        1         for those type of entities to carry this type of

        2         insurance coverage.

        3               COMMISSIONER BROWN:  I know Gulf's parent,

        4         Southern, is publicly traded, I just wanted to make sure

        5         -- and Gulf is not particularly publicly traded.  So I

        6         didn't know if that was a misstatement.

        7               THE WITNESS:  Well, perhaps I need to clarify that.

        8         Obviously Southern is the company that actually issues

        9         the stock.  What I'm implying from that, even though

       10         Gulf may not issue stock, it's part of the holding

       11         company and its directors and its officers are certainly

       12         -- I'm not going to say prone.

       13               It is possible that they could be the subject of a

       14         suit, and that the directors and officers are aware of

       15         that.  And I do agree that people there in those

       16         positions look to see if they have that type of

       17         insurance coverage.

       18               And if it were not offered, I think it would be

       19         true that some qualified people who -- would not be

       20         interested in that type of a position.  So you would be

       21         narrowing the pool of potential candidates.

       22               COMMISSIONER BROWN:  Oh, I understand your

       23         argument.  Thank you.

       24               THE WITNESS:  Thank you.

       25               CHAIRMAN GRAHAM:  Commissioner Brise.
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        1               COMMISSIONER BRISE:  Thank you, Mr. Chairman.

        2         Thank you, Mr. Deason, for your testimony.  I have a

        3         question on page eight.  I think you began to allude to

        4         it, line 20, with respect to the Progress Energy or the

        5         PEF decision where you state that the PEF case is really

        6         a deviation from Commission precedent.

        7               And I wanted to know -- or I wanted you to expound

        8         on that and then also talk about the effect on the

        9         company as a result of that decision.

       10               THE WITNESS:  Okay, so it's kind of a two-part

       11         question, Commissioner?

       12               COMMISSIONER BRISE:  Sure.

       13               THE WITNESS:  Just give me a second.  So you want

       14         me to talk about the results for PEF and then talk about

       15         the decision, itself?

       16               COMMISSIONER BRISE:  Right.

       17               THE WITNESS:  Well, as my testimony states, I do

       18         think that the Progress Energy case was a deviation from

       19         long-established policy of the Commission.  And I've

       20         referenced orders which I believe substantiate that.

       21         But if we were to even go to the Progress decision, I

       22         think it would be helpful to read some of the language

       23         from that order.

       24               One of the things -- even though I think it's a

       25         deviation from policy, I think there are some things
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        1         interesting in the language of the order.

        2               One of the interesting things is on page 113 of the

        3         order, the last paragraph.  The Commission is stating,

        4         we are concerned that the company, meaning Progress, has

        5         placed an emphasis on EPS that has negative

        6         consequences.  In particular the deferral of certain

        7         items of maintenance.

        8               So the Commission had a concern that there were

        9         some maintenance that was delayed or deferred, which had

       10         some negative consequences.  That is a fact specific to

       11         that case.

       12               So you can't blindly follow Progress and say it

       13         applies to Gulf, unless, Commissioner, you still have a

       14         concern that the facts in this case somehow have -- that

       15         the tree trimming, which I think maybe was the subject

       16         of this, that there's some deficiency in Gulf that would

       17         -- that would meet this concern.  I'm not sure that

       18         evidence is in this case.

       19               Then on page 114 of the order the Commission is

       20         referring to a witness who testified, and this witness

       21         noted that Florida has recognized the value of incentive

       22         compensation plans in the past and has approved their

       23         inclusion in rates.

       24               The Commission recognized that, and then the

       25         Commission went on to say, we note that the decisions
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        1         discussed by the witnesses -- by the witness were based

        2         on the record in those cases, TECO, FPL, Gulf.

        3               While prior decisions are important, the decision

        4         in this case must be based on this record which may be

        5         different from those considered previously.

        6               I can't -- I have no qualms with that.  And I think

        7         the record in this case should be the basis that is

        8         evaluated to make that determination.

        9               But to the extent that one were to read into the

       10         Progress decision that there's been some finding that

       11         at-risk compensation or incentive compensation is bad

       12         policy and should not be followed and the Commission

       13         should adopt decisions which would give incentives to

       14         companies to go away from that type of a compensation --

       15         I'm not sure that was the finding of the Progress case.

       16               So I don't think the Progress case goes that far.

       17         And if someone were to interpret that to be the meaning

       18         of the Progress case, I would disagree.  I think that

       19         would be bad regulatory policy to in essence dictate or

       20         micromanage a utility, to tell them how they should pay

       21         their employees.

       22               I think the Commission should be concerned that the

       23         total amount of compensation is fair and reasonable, not

       24         the manner in which it is paid.  I think that may be

       25         crossing the line into micromanaging.  It may be taking
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        1         away, as I mention in my testimony, a very effective

        2         managerial tool used by the management of Gulf to

        3         properly manage and focus their employees.

        4               The second part of your question dealt with the

        5         results in Progress.

        6               COMMISSIONER BRISE:  Or impact.

        7               THE WITNESS:  This is a difficult question to

        8         answer, and I allude to it in my testimony.  The

        9         Progress case was ultimately decided.  The current rates

       10         that are being charged by Progress, and their current

       11         earnings levels, were the result of a stipulation and

       12         settlement.

       13               There were some parts of the settlement which gave

       14         Progress some additional flexibility to manage their

       15         earnings.  It primarily results around the ability to

       16         make -- reversing entries to reverse the amount of

       17         theoretical depreciation surplus.

       18               So it is difficult to estimate what this decision

       19         has resulted in the earnings of Gulf because -- I'm

       20         sorry, not Gulf -- Progress, because Gulf -- I mean,

       21         Progress has this ability to use this depreciation

       22         surplus to manage its earnings.

       23               If it had not been for that ability for Progress,

       24         then there may have been some adverse financial

       25         consequences.  But we can't really say at this point
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        1         what that may be.

        2               COMMISSIONER BRISE:  Okay, another question, if we

        3         go to page 60, there is, within your testimony, a

        4         discussion about impact on customers.  And part of that

        5         discussion in there talks about, as Witnesses Chriss and

        6         Pollock discuss sort of the financial environment or

        7         economic environment that we're in right now.

        8               And Commissioner Balbis asked earlier to another

        9         witness the impact with respect to that range of 9.25

       10         and 11.7.

       11               And if you can briefly discuss with us the impact

       12         of having the company come in at a low ROE, the impact

       13         on customers, versus applying the 11.7 which will also

       14         have an impact on the pocketbooks of customers.

       15               THE WITNESS:  First, I think we all are concerned

       16         about impacts on customers.  I've heard Gulf witnesses

       17         say it over and over, and I know the Intervenors are

       18         certainly concerned about the impacts of any type of a

       19         rate increase on their clients.  And I understand that.

       20               Having said that, it is important to realize that

       21         rates should be set upon the just and reasonable cost to

       22         provide the service.  Regulation is essentially based

       23         upon costs.

       24               Now, to the extent that the economic downturn has

       25         affected markets, to the extent it has affected what is

                           FLORIDA PUBLIC SERVICE COMMISSION

                                                                       2190

        1         deemed to be the appropriate return on equity up or

        2         down, for sure, that needs to be captured.  That is part

        3         of the cost of providing service to customers.

        4               But to arbitrarily make a decision to have a lower

        5         rate of return than is determined to be the true cost of

        6         equity may have a temporary benefit for customers, but

        7         it is not sustainable.

        8               Regulation has to realize that there are true

        9         economic costs that have to be recovered.  And if a

       10         Commission -- a theoretical Commission would just

       11         arbitrarily say we think that the cost of equity is X,

       12         but we're going to set rates upon X, less some amount,

       13         I think that would not be the correct approach to

       14         protect customers in the long term.

       15               So I hope I've answered your question.  I can't

       16         give you a definitive answer as to what the solution

       17         should be.  It's a difficult question.  It's something

       18         that regulators have to deal with.  It's certainly more

       19         difficult given the current financial and economic

       20         situation that we're in.

       21               But I think statutorily and by practice and by

       22         regulatory policy rates should be based upon just and

       23         reasonable costs, which includes a fair return on

       24         equity, and beyond that, to give a utility a fair

       25         opportunity to actually earn the rate of return which
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        1         you deem to be fair, just, and reasonable.

        2               COMMISSIONER BRISE:  Thank you very much.

        3               CHAIRMAN GRAHAM:  Commissioner Balbis?

        4               COMMISSIONER BALBIS:  Thank you.  Just one quick

        5         follow-up on Commissioner Brise's question and your

        6         answer.  And I know, me, personally, I'm not implying

        7         that we are going to make an arbitrary decision on ROE,

        8         but, again, we're faced with several expert witnesses

        9         that are providing us testimony of the true cost of

       10         capital, which results in the return on equity.

       11               So the question for you would be in this situation

       12         where we have expert witnesses that have provided

       13         testimony on different appropriate levels of ROE, can

       14         you indicate, back to the original question on what

       15         impact other than reduced revenues to Gulf Power, if

       16         this Commission were to base its decision on the

       17         testimony on 9.25 percent versus 11.70 percent, the

       18         impact to the customers.

       19               THE WITNESS:  Commissioner, I believe I understand

       20         your question.  I think my answer is going to be

       21         generally the same, but I would note this.  And this may

       22         be helpful for you.  I would reiterate my answer that

       23         rates should be based upon fair and reasonable costs.

       24         Return on equity is a cost of providing service.

       25               You need to keep -- I don't mean to be preaching,
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        1         I apologize.  We all need to consider -- regulation as a

        2         whole, as a policy, needs to consider the fact that a

        3         regulated company such as Gulf Power has an obligation

        4         to serve, which means they have to obtain capital,

        5         deploy it to meet customers' demand, regardless of

        6         whether economics are good, whether it's boom times or

        7         bust times, as opposed to a competitive firm which has

        8         the ability to curtail services or cut back or to close

        9         stores that are not producing a sufficient rate of

       10         return because the economy is in a downward position.

       11         And then once the economy picks back up, to reopen that

       12         store or to enter new lines of businesses.

       13               A regulated company doesn't have that opportunity.

       14         A competitive company does have that opportunity.  And

       15         sure, when economic times are bad, their return on

       16         equity may suffer.  When economic times are good, their

       17         rate of return may soar.  A regulated company doesn't

       18         have that ability.

       19               Sure, their return on equity is going to fluctuate,

       20         and we've seen that with Gulf, which has been kind of

       21         going downward.  But basically regulation tries to

       22         achieve earnings with a much more narrow range.

       23               Now, of course, the key question that you

       24         just asked, where in that range do you try to set that.

       25         I don't have a magic answer to that.
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        1               I would just suggest that regardless of the

        2         economic times, it should be based upon what the cost

        3         is, and that will serve customers' interests better in

        4         the long term.

        5               COMMISSIONER BALBIS:  Okay, thank you.

        6               CHAIRMAN GRAHAM:  Mr. Deason, since you went down

        7         that path, the analogy you were giving about what the

        8         utilities have to do is a lot like the analogy that

        9         people look at government, where you have a service that

       10         you have to provide.  And so it doesn't matter if it's

       11         boom times or tight times, you still have to provide

       12         that service.  Would you agree with that?

       13               THE WITNESS:  I can see the analogy, Chairman.

       14               CHAIRMAN GRAHAM:  So looking at the same analogy,

       15         during boom times, you don't see the ceiling come off

       16         the top with government, other than maybe the courthouse

       17         down the street.  But you do see during the down times

       18         that government is racketing back, salaries aren't going

       19         up, and the belt gets tighter and tighter and tighter.

       20               But yet what you're saying, that analogy, that part

       21         of the analogy, should not affect the utility companies.

       22               THE WITNESS:  Well, I see the analogy.  I am

       23         sensitive to that, and I think, Mr. Chairman, you make a

       24         very good point.  I think the key distinction is that

       25         Gulf is not -- it is not a not for profit company.  It
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        1         is a for profit company.

        2               It has been the decision of government and the

        3         policymakers of government who have an entity that is

        4         for profit to provide a public service, and has put

        5         controls on the entity to meet those demands, to meet

        6         those services.

        7               It is a difficult question.  If the belt needs to

        8         be tightened, I think the result is going to be some

        9         type of decline in the quality of service.  How severe,

       10         I'm not sure.

       11               I know government is dealing with the same

       12         difficulties.  Do you spend money on education and maybe

       13         not spend as much on taking care of other people,

       14         perhaps disabled people?  I'm just using examples, I'm

       15         not trying to profess political policy.

       16               There are a number of legitimate and necessary

       17         functions of government that the level of service that

       18         has historically been provided may have to be curtailed,

       19         may have to be reduced, and there are going to be

       20         consequences from that.  Some people will feel the pain

       21         of that.

       22               The question I think the Commission needs to ask,

       23         do we want to risk a diminishment of the quality of

       24         service that are provided to utility customers.  And I'm

       25         not saying that if you set the return on equity at 9.25
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        1         percent that something catastrophic is going to happen.

        2         I think you increase the risks that there could be some

        3         decline in the quality of service.

        4               I don't have -- I wish I could give you a specific

        5         direct answer and say, you know, here's the -- here's

        6         the correct amount, and if we set the rates at this

        7         level, everything is going to be fine.  I don't think

        8         anybody -- nobody has the crystal ball to know that.

        9               But Mr. Chairman, I certainly have empathy for the

       10         situation that you're facing, both as a manager or a --

       11         and you have the responsibility to manage a State agency

       12         and are feeling the budget constraints which are being

       13         placed upon you, and in addition to that you have the

       14         burden of trying to make policy decisions which could --

       15         which will have some impact on the services being

       16         provided to customers of Gulf Power.

       17               It is a difficult question to answer, and some days

       18         I wake up and I'm glad I'm not the one having to make

       19         those decisions anymore.

       20               CHAIRMAN GRAHAM:  I can't say that I disagree with

       21         you, it's just not appropriate for me to make that

       22         speech right now.  Redirect?

       23               MR. MELSON:  No redirect.  And we'll move Exhibit

       24         162.

       25               CHAIRMAN GRAHAM:  We need to move 162, on page 27,
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        1         into the record.

        2          (Exhibit 162 admitted in evidence.)

        3               MR. YOUNG:  Staff will move 212.

        4               CHAIRMAN GRAHAM:  And move 212 into the record.

        5         (Exhibit 212 admitted in evidence.)

        6               CHAIRMAN GRAHAM:  With that being said, we have

        7         probably strained our court reporter's fingers to the

        8         bone.  We normally try to wait about two hours.  It's

        9         been just over two-and-a-half hours, so we're going to

       10         take about a ten-minute break, which will put us to

       11         4:30, so we can switch out court reporters, and we'll

       12         take a break now.

       13         (The transcript continues in sequence to Volume 12.)
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