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1 PROCEEDI NG
2 (Transcript follows in sequence from Vol une
3 18.) EXAM NATI ON

4 BY MR SAYLER:

5 Q VWell, now we turn to the | arge stack of
6 exhibits, M. Hevert.

7 And in all of ny paper, | lost ny key. |
8 apol ogi ze, Madam Chair.

9 Ah, | found it. | apol ogi ze.

10 As you nade an excellent comment earlier,

11 Chai rman Brown, we're drowning in paper.

12 MR LITCHFIELD: |'msorry, Madam Chair.

13 Just -- if we're going to get into the

14 exhibits, | guess | do not have full copies of

15 these. These are excerpts.

16 CHAI RMAN BROWN:  And FPL rem nded the parties
17 | ast night to make sure that they provide -- all

18 I ntervenors provide themw th copies of full and

19 conpl ete exhibits.

20 M. Sayler?

21 MR. SAYLER. Madam Chair, | provided a copy on
22 CD-ROM earlier today to M. Butler, and | assune
23 that was di ssem nated to FP&L --

24 CHAI RMAN BROWN:  They are -- they | ook |ike

25 they're confirm ng.
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MR, LI TCHFI ELD: Well, we received a CD a
little bit ago, but we have no access here at
counsel table to run a CD. That's ny concern.

MR. SAYLER. My understanding with tal king
with one of your support personnel that it was
al ready prel oaded on your conputer.

CHAl RVAN BROWN: St aff.

M5. MELTON: [|I'msorry, Madam Chairman. | did
not hear the issue. Maybe M ss Brownl ess did.

M5. BROMNLESS: |'msorry, Madam Chair. | did
not as well.

CHAl RVAN BROWN: M. Butler and M. Litchfield
need hel p.

MR LITCHFIELD: W -- here's -- thank you.

VWhat we will do we'll just have M. Butler
pull up a chair with his laptop with the CDin it.
M ne unfortunately does not have CD capabilities.

CHAI RMAN BROWN:  Ckay. |Is this the Staff's --

M5. BROMLESS: No, no --

CHAI RVAN BROAN: These are OPC s.

Are you -- |let nme know when you're prepared,
FPL.

Ckay. M. Sayler, you may proceed.

MR. SAYLER: Yes, ma'am And | will -- | have

a habit of speaking very quickly.
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1 CHAI RMAN BROMAN: | know.
2 MR, SAYLER: And | amtrying to sl ow down.
3 CHAI RMVAN BROMWN:  It' s okay.
4 MR, SAYLER: But | don't want to go too slow
5 because --
6 CHAIRVAN BROAN: | |like it when you tal k fast
7 at this hour.
8 MR, SAYLER: Ckay. Well, I wll speak at a
9 pace, and if you need to slow ne down, slow ne
10 down. How does that sounds, Chairnman?
11 CHAI RMVAN BROWN:  Sounds good.
12 MR, SAYLER: Al right.
13 (WHEREUPON Exhi bit 659 was marked for
14 I dentification.)
15 BY MR SAYLER:
16 Q All right. In your packet, there are excerpts
17  fromabout -- I think it's about nine or twelve
18 different aspects of your testinony. The first one,
19 which is identified as Exhibit 659, Oter Tail Power
20 Conpany testinony in South Dakota, are you famliar with
21 this one, M. Hevert?
22 A | am vyes.
23 Q All right. And that was from 20087
24 A It was.
25 Q Al right. And if you will turn to the
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1 Schedul e 4, which is the |last page of that exhibit, are

2 you there?

3 A | amthere, yes.
4 Q Ch, not your testinony. Sorry.
5 A Oh, | know. |I'mlooking for ny testinony for

6 sonet hing el se. (Go ahead.

7 Q Ch, okay.
8 You woul d agree that this is your CAPM
9 analysis that you perfornmed for -- for South Dakot a;

10 correct?

11 A That's correct. Yes.

12 Q Al right. And your risk prem umwas at that
13  tinme 7.1 percent?

14 A It was 7.1 percent. Correct.

15 Q And this was your testinony, and your

16 testinmony was filed in October 2008 right after the
17 mar ket col | apsed starting with the so-called G eat

18 Recession; is that correct?

19 A Well, ny recollection is that the Lehman

20  bankruptcy was Septenber 15th, 2008; so this was two
21 weeks later.

22 Q kay. And do you recall how you determ ned

23 the risk premumin 2008 in that South Dakota case?

24 A | was just looking at that, and in this case,
25 It looks like | relied upon the historical arithnetic
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1 average.
2 Q Ckay. And you woul d agree since 2008 your
3 ri sk prem uns have changed over tinme?
4 A | would think -- | would say that many -- nany
5 variables have changed over tinme including those
6 prem um
7 Q All right. And since 2008 woul d you agree
8 that the way or the nethodol ogy that you determ ne risk
9 prem uns have al so changed?
10 A Absol ut el y.
11 Q Al right. Please turn to RBH2 in this case
12 fromyour direct testinony.
13 A Yes, |I'mthere.
14 Q In your direct testinony, just |ike your
15 testinony in South Dakota, you rely upon Bl oonberg and
16 Value Line. Do you see that?
17 A Yes, | see that.
18 M5. BROMLESS: Excuse ne, Your Honor. |
19 can't hear.
20 CHAl RVAN BROAN: M. Sayler, could you just
21 speak up and close into the mc?
22 MR SAYLER Yes, mm'am
23 CHAI RMVAN BROWN:  That' s good.
24 MR, SAYLER  (ood.
25 CHAI RMVAN BROWN:  Thank you.
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1 MR, SAYLER: Al right. 1 wll do ny best to
2 project, and if I'mshouting, forgive ne in
3 advance.
4 BY MR SAYLER:
5 Q And isn't it true that if you had used your
6 risk premumresults fromtoday, which are roughly
7 9.87 percent for Value Line and 10.68 percent for
8 Bl oonberg, your CAPMresults would be higher today?
9 A I"'msorry. | don't follow your question at
10 al | .
11 Q All right. If you go to your South Dakota
12 exhibit --
13 A Yes.
14 Q -- and you substitute the market risk prem um
15 the 7.1 percent --
16 A Yes.
17 Q -- for your, say, 9.87 percent --
18 A Yes.
19 Q -- you would agree that your CAPMresults
20  woul d have been higher; is that correct?
21 A Il --
22 Q Mat hemat i cal | y speaki ng.
23 A So are you telling ne that if | put
24 7.1 percent in Colum 4 of ny testinony today, that the
25 CAPMresult would be higher?
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1 Q No. The reverse, sir.

2 If you were to use your RBH 1 from your South
3 Dakota testinony --

4 A Yes.

5 Q -- and use -- and substitute 7.10 percent

6 mar ket risk premumfor 9.87 percent.

7 MR. LI TCHFI ELD. Madam Chair, could I ask what
8 the rel evance coul d possibly be of using a data

9 point or a market assunption froma 2008 case in

10 t oday' s net hodol ogi es or fornul as?

11 CHAl RMAN BROWN: M. Sayl er ?

12 MR, SAYLER: It goes back to the earlier |ine
13 of questions about just nethodol ogi es changi ng over
14 time and how that goes to the weight of the

15 Witness's testinmony -- or credibility as they're --
16 how t hey do their job as they present testinony

17 bef ore comm ssi ons.

18 CHAI RMAN BROWN:  1'I1 allow the question, but

19 i f you could streamine the process.

20 MR, SAYLER: Certainly.

21 CHAI RMAN BROWN:  Thank you.

22 BY MR SAYLER

23 Q Turn to -- in your South Dakota testinony --

24 A Yeah - -

25 Q | nmean, backing up to ny earlier question,
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1 mat hematical |y speaking --

2 A I"msorry. I'mstill confused with what

3 you're tal king about.

4 So you're saying that if | were to put

5 7.1 percent in RBH2 fromthis case.

6 Q If you did that in this case, it would be a

7 | ower risk prem um correct?

8 A Correct.

9 Q And if you reversed that and put 9.78 into the
10  South Dakota case, it would be higher; correct?

11 A Right. But it also would nmake no sense to do
12 either of those two things. They're utterly different
13 nmeasures under utterly different markets, and it woul d
14 make no -- that's to ne a neani ngl ess cal cul ati on.

15 Q All right. Please turn in your South Dakota
16 testi nony excerpt, Page 25.

17 A Yes, |I'mthere.

18 Q And if you look at Line 11, you rely on

19 Morni ngstar data; is that correct?

20 A In the 2008 case, that's correct.

21 Q And do you rely upon Mrningstar data in this
22 case?

23 For what purpose?

24 Q For determ ning your risk prem uns.

25 A No, | don't for all of the reasons we've
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1 tal ked about earlier.
2 Q And the data that you're using today is
3 different -- or the data sets you're using today are
4 different fromwhat you were using in 2008; is that
5 correct, for -- for calculating your risk prem unf
6 A When you' re saying the data sets --
7 Q | mean you're not using Mrningstar; so who
8 are you using?
9 A | amusing -- as we say right here on
10 Exhibit RBH2 in this case, |I'musing data from both
11 Bl oonberg and Value Line; so |'musing two sources of
12 dat a.
13 Q Al right.
14 A And, again, in this market under these
15 conditions, it just nakes nore sense to do that.
16 Q All right. And you would agree that the use
17  of your market DCF derived risk premuns in this case
18 results in a higher ROE nunber for your client?
19 MR, LI TCHFI ELD: (bjection. Hi gher relative
20 to what? The witness has just indicated that it's
21 a neani ngl ess cal cul ati on.
22 BY MR SAYLER:
23 Q Than if you used Morningstar data?
24 CHAl RVAN BROWN: M. Sayler, repeat the
25 questi on.
Premier Reporting (850) 894-0828 Reported by: Janyce Booth

114 W. 5th Avenue, Tallahassee, FL 32303

premier-reporting.com



2304

1 BY MR SAYLER:

2 Q I n 2008 you used one set of data to help

3 cal cul ate your risk premum correct? And in 2016

4 you're using a different set of data?

5 A Ri ght .

6 Q And the data that you're using now results in

7 a higher market risk premumthan if you had kept things
8 all the sane and used the sane data inputs from 2008; is
9 that correct?

10 A Right. But it would have nmade zero sense for

11 me to keep things the sane in 2016 as they were in 2008.

12 That would make really no sense to ne.

13 CHAl RMAN BROWN: M. Sayl er, nove along with
14 your questions, please.

15 MR, SAYLER: | was planning, yes, ma'am

16 (WHEREUPON Exhi bit 660 was marked for

17 I dentification.)

18 BY MR SAYLER:

19 Q Pl ease turn to the next exhibit. This one's
20 been identified -- it's the SCEGS testinony in South

21 Carolina, Exhibit 660.

22 A Yes. |'mthere.
23 Q And do you recall your testinony in this
24 docket? Take a nonment to | ook through -- take a nonent

25 to look through your exhibit.
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1 A "' m | ooking through the exhibit, and |I'm

2 pulling up the testinony itself. They're all special to

3 me, but fromtine to tine, | need a refresher.
4 Ckay. |'mthere.
5 Q Al right. And if you turn to the excerpt

6 Page 31 of your testinony.

7 A Yes.

8 Q And do you see where you testified in that

9 case that you used the DCF nodel as your initial

10  approach?

11 A | do.

12 Q And then you considered results from CAPM and
13 alternative risk prem um approaches for assessing the

14 DCF resul ts.

15 A | see that, yes.

16 Q All right. And those two approaches that you
17 used to assess DCF -- excuse ne. The DCF was your

18 initial -- was that your primary approach in that case?
19 A "' mnot sure what the distinction would be

20 between initial and primary, but it is the approach that
21 | used. And then as the sentence -- excuse ne -- as it
22 goes on to read, | used the CAPM and alternative risk
23 premumto assess the reasonabl eness of the DCF results
24 at that tine and in that market.

25 Q Al'l right. Thank you.
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1 And in this case, please turn to Page 31 of
2 your direct testinony.

3 A That's just an odd coi ncidence they're both
4 Page 31.

5 Q That is interesting.

6 Look at Table 4, please?

7 A Yes, |I'mthere.

8 Q Al right.

9 And these are your DCF results that include

10 flotation costs; correct?

11 A Correct.

12 Q And your recommended ROE is 11 percent in this
13 case, and that is outside the DCF results; correct? The
14 range of DCF results?

15 A |"msorry. Yes, the range of ny recomended
16 range is 10.5 to 11.5. The highest estimate here is

17 10. 2, which was 30 basis points below the | ower end of
18 ny range.

19 Q All right. And is Table 4 your constant

20 growth DCF results? | don't see it |abeled, but it

21 conmes at the end of that section.

22 A | shoul d have been nore cl ear about that.

23 You're right. That is constant growh results.

24 Q Ckay. Wuuld you turn a few pages to the right

25 to Table 7 which is on Page 36 of your testinony?
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1 A Yes. |'mthere.

2 Q And you woul d agree that this is your

3 mul ti stage DCF results showing float costs; correct?

4 A That's right.

5 Q And you woul d agree that your recomrended ROCE

6 of 11 percent -- and matter of fact, your range is

7 outside the range of your multistage DCF results;

8 correct?

9 A | would agree -- well, | just want to clarify
10 one thing. You say "outside of the range of results.”
11 | do not agree with that.

12 | think if you were to |l ook at the exhibits

13 thensel ves, you woul d see many observations where

14 I ndi vidual estimates are within ny range, and i ndivi dual
15 estimates are actually higher than 10.5 or 11 percent.
16 \What we're | ooking here is the average, and I would

17 agree with you on the average, but there are individua
18 results that are wthin the range and hi gher.

19 Q Al right. But, again, |ooking back at

20 Page 31 of your South Carolina testinony, you used CAPM
21 and risk premumas a sanity check on your initial DCF
22 nodel approach; correct?

23 A Sure. And it goes to what | said earlier this
24 norni ng; that as markets change, the efficacy of nodels
25 change and their suitability to market conditions
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1 change. You can't use -- not -- excuse ne. No one
2 nodel is the appropriate nodel under all market

3 cl rcunst ances.

4 Q Al right. Let's turn to the next exhibit,

5 TECO

6 But before we | eave South Carolina, our road
7 trip through testinony, did you do -- in your DCF nodel

8 for South Carolina, did you do a nultistage anal ysis, or
9 was it just a constant growh?

10 A | -- I don't recall offhand.

11 (WHEREUPON Exhi bit 661 was marked for

12 I dentification.)

13 BY MR SAYLER:

14 Q kay. Now let's turnto -- let's cone to

15 Florida to Tanpa El ectric, Exhibit 661

16 And you prefiled testinony on behalf of Tanpa

17 El ectric in that case; is that correct?

18 A Yes.

19 Q O do you need a mnute to get there?

20 A |"msorry. | was just pulling that one up as
21 wel | .

22 Yes. That's right.

23 Q Al right. And because that case settl ed,

24 that's why you didn't have the privilege of being

25 cross-examned by all the intervenors today?
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1 A And taking this fun road trip, that's right.
2 Q Al right. And in your deposition, there were
3 a nunber of questions about this particular Tanpa
4 El ectric, your direct testinony?
5 A Yes, there were.
6 Q Al right.
7 Let's turn to Page 19 of your direct
8 testinony.
9 A In this case?
10 Q No. Excuse ne. In the Tanpa exanpl e.
11 A Yes. |'mthere.
12 Q Al right. And if you |look at Lines 14 and
13 15, do you see that?
14 A | do.
15 Q And nmy copy, they're yellow highlighted.
16 A Yes. Mne as well.
17 Q Al right.
18 MR, SAYLER And | will submt, Madam Chair,
19 that | did the yellow highlighting.
20 CHAI RMAN BROWN:  Thank you.
21 MR, SAYLER: Al right.
22 BY MR SAYLER:
23 Q And you woul d agree that in that case you
24 testified that you primarily relied upon the constant
25 growt h DCF nodel ; correct?
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1 A Yes. That's correct. Yes.

2 Q And |i ke South Carolina, you used CAPM and

3 risk premumto corroborate -- as corroborating

4 met hodol ogies to arrive at your ROE;, correct?

5 A Correct.

6 Q But in your current testinony before this

7 Comm ssi on, you are not relying upon constant grow h.

8 You're relying on CAPM is that correct?

9 CHAI RMAN BROWN:  That's asked and answer ed.
10 BY MR SAYLER:

11 Q So if you're relying upon the CAPM nodel in
12 the case but you relied upon DCF constant growh in the
13 | ast case in Florida, you would agree that you changed
14 how you do your recommendation for ROEs; is that

15 correct?

16 A Sure, because the market's changed.

17 Q And so -- and another way of putting it,

18 you're a little bit flexible in how you cal cul ate your
19 RCE recomendations; is that correct?

20 MR, LI TCHFI ELD: bjection. Characterization.
21 BY MR SAYLER:

22 Q | could have said flip-flop. | was trying to
23  be gentle.

24 CHAI RMAN BROWN:  Rephr ase.

25 MR, SAYLER: Certainly.
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1 BY MR SAYLER:
2 Q Creative in the way that you do your RCE --
3 MR LI TCHFI ELD: (Qbj ecti on.
4 MR, SAYLER:. Al right. 1 wll nove on.
5 CHAI RMAN BROWN:  Thank you.
6 BY MR SAYLER:
7 Q All right. If you'll turn to the next page in
8 that exhibit, you'll agree that that shows your constant
9 growth DCF results; correct?
10 A Yes. That's right.
11 Q Al right. And let's ook at the results in
12 that case for the 30-day nean.
13 A Ckay.
14 Q And al so the nedian. You would agree that the
15 mean and the nedian are 10.6 to 10.86 -- excuse ne. The
16 range, the upper and | ower range of your nean and
17 medi ans, your lowis 10.6 and 10.8 -- or . 86.
18 A | see your question. Yes, | agree with that.
19 Q Al right. And if that is your -- your DCF
20 results, your bookends, so to speak, how did you end up
21 recommendi ng an 11.25 ROE for Tanpa Electric case?
22 A Vll, I -- as | sit here right now, I can't
23 reconstruct everything that | did in the Tanpa Electric
24 case, but | can give you sone data points that m ght be
25 hel pful .
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1 | said | used the DCF approach as ny primary

2 approach and had others as corroborative approaches. |If
3 you look at the range of CAPMresults, they go as high

4 as 12.2 percent. Certainly | did not reconmend a return
5 that high, but | also understood that that nodel brings
6 wth it sonme information that the constant grow h DCF

7 nodel does not bring.

8 | also note that if you | ook at the nean high

9 and the nmedi an high constant growth DCF results, they're

10 well in excess of 11.25 percent. Wien | |look at all of
11 that data and | balance it, | think -- as I sit here
12 today, | can't reconstruct exactly what | did, but | can

13 | ook at this data and see why | woul d have thought that
14 11. 25 was a reasonable result.

15 Q All right. And for your direct testinony,

16 it's true that you did not do a nmultistage DCF nodel ?
17 A In the Tanpa El ectric case?

18 Q Subj ect to check, | believe you did one on

19 your rebuttal but not on your direct.

20 A | -- okay. | -- I'"msure you're right.

21 Q Ckay. And since the Tanpa El ectric case, have
22 you included the nultistage DCF nodel in your RCE

23 recommendat i ons?

24 A |'ve used it frequently, yes, because it's --

25 one thing that we found is as conpani es have begun and
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1 really continue the phase of capital investnent, a | ot
2 of the assunptions underlying the constant growth nodel
3 sinply don't hold and, in particular, the assunption
4 that the payout ratio will stay constant.
5 As conpani es spend nore noney on capital
6 I nvestnent, they tend to change their payout ratios.
7 That's a critical assunption in the constant growh
8 nodel. And so as we've noved ahead as the capital
9 I nvest nent cycl e has expanded, that's one good reason to
10 nove to the nultistage formof the nodel.
11 Q Al right. But in 2013 you didn't express any
12 concerns or doubts with the DCF nodel when deciding to
13 primarily rely upon it; did you?
14 A In the direct testinony. As you said, | used
15 it in nmy rebuttal testinony.
16 Q And woul d you agree that your -- what were
17  your projected long-termtreasury yields in that case?
18 A No, it's not on these sheets right here, is
19 it -- oh, wait a mnute. One second, please.
20 So the projected long-termtreasury yield
21 was -- if this is the sane case -- would have been
22 5.1 percent.
23 Q Al right. Thank you.
24 CHAI RMAN BROWN:  You're noving al ong; aren't
25 you?
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1 MR. SAYLER: Yes, nma'am

2 BY MR LI TCHFI ELD:

3 Q Now, if you'll turn to Page 29, the next page
4 in the exhibit, you would agree that your 30-year
5 treasury range was 2.2 to 2. -- or 3.23 percent; is that

6 correct?

7 MR LI TCHFI ELD: Madam Chai r, agai n, objection
8 as to relevance. Again we're tal king about market
9 conditions that are relevant for this case and

10 mar ket conditions that were relevant for a case two
11 years ago, three years ago, eight years ago. And
12 if this is the way we're going to proceed, we're

13 going to be here a long tinme and to what end |'m

14 not really quite sure.

15 MR, SAYLER: |I'mnot sure what the objection
16 is, Madam Chair, but | do have a point with this.

17 BY MR SAYLER

18 Q | believe in that case, you testified --

19 CHAl RMVAN BROWN:  Wait, M. Sayler. The reason

20 why |'ve been allow ng you an opportunity to

21 Cross-exam ne the witness on these exhibits is

22 because you're tying it back to his prefiled direct

23 testinony. Wthout focusing too nuch on these

24 cases that happened years ago, if you could sonehow
25 tie it quickly back to the prefiled direct
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1 testinony, that wll be helpful, and I'lIl allow you
2 to continue to question.

3 MR, SAYLER: Yes, ma'am Sone of these

4 exhibits are certainly tied to his prefiled direct
5 testinony. Qhers go to his credibility as a

6 W tness before this tribunal --

7 CHAI RMAN BROWN: | understand what -- |

8 under stand what you're trying to do --

9 MR, SAYLER: -- first opportunity to testify
10 before y'all; so --

11 CHAI RMAN BROWN: | understand which is why |I'm
12 all ow ng you the opportunities to cross, but please
13 be cogni zant of those requests here. Continue.

14 BY MR SAYLER

15 Q And in 2013, were people projecting that
16 I nterest rates would go up at that tine?

17 A Yes.

18 Q And where are interest rates today?

19 A Interest rates today are -- the long-term

20 treasury is about 2.3 percent.

21 Q kay. So it's below or within that range or
22 bel ow that range from your 2013 testinony; is that

23 correct?

24 A | don't follow your question. Below what

25 range?
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1 The point is that at that tinme that's what the
2 mar ket was expecting. Wether the projections turned

3 out to be correct or not is really not all that

4 relevant. What's relevant is what does the market

5 expect at the tine.

6 Q Now, turning to Page 30 of your TECO

7 testi nony, you used three different estimtes of risk

8 free rate for your CAPM anal ysis?

9 A That's right.

10 Q And how many did you use in this case?

11 A Thr ee.

12 Q Thr ee.

13 So simlar nethodology; is that correct?
14 A You see | am consistent.

15 Q And -- and | believe, as part of your CAPM

16 nmet hodol ogy, you used interest rate forecasts that were

17 as high as 5.1 percent; is that correct?

18 A Yes. That's what it says.

19 Q Al right.

20 CHAl RMVAN BROWN: M. Sayler -- and would it

21 help if the witness just stipulated to the facts in

22 this case to speed this along so that you could get

23 to the questions relating to the direct testinony?

24 MR SAYLER. | would be okay with that, but I

25 woul d have to ook to Florida Power & Light.
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1 MR LITCHFIELD: | would be wlling to
2 stipulate adm ssion into the record the full
3 testinony of M. Hevert for each of the proceedi ngs
4 on this index of table of contents if you will.
5 CHAI RMAN BROWN: | think that would streanline
6 this cross a |lot better.
7 MR, SAYLER: Certainly.
8 | do have one question about a difference
9 bet ween how he cal culates CAPMin this case and
10 that he did in TECO, and that wll be ny | ast
11 questi on.
12 CHAI RMAN BROWN:  Ckay.
13 MR, SAYLER: Al right.
14 BY MR SAYLER:
15 Q M. Hevert, would you turn to -- at the bottom
16 of the exhibit, it says Page 77, but it's your Docunent
17 No. 3.
18 A Oh, | see. Yes.
19 Q And at the top, you have sonething called the
20 "sharp ratio"?
21 A Yes, | do.
22 Q Ckay. And the sharp ratio takes into account
23 the volatility index; is that correct, or the VI X?
24 A Yes. It's the ratio of the historical market
25 risk premumto the historical |level of volatility in
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1 the market. It is -- again, | don't want to get too

2 | ong-w nded about this. But if you | ook over tine at

3 the historical volatility in the equity market, it's

4 been about 20 percent. The historical |ong-term average
5 of the VIX I|ikew se is about 20 percent. So

6 historically market volatility has been 20 percent. And

7 I f you were to say that -- excuse ne, just one second
8 her e.
9 So if you were to sort of divide the

10 historical risk premumby the historical |evel of

11 mar ket volatility, that's what you get wwth that sharp
12 ratio. |It's supposed to be a neasure of return per unit
13 of risk.

14 Q Al right. And in 2013 you used the sharp

15 rati o, but currently you do not use the sharp ratio?

16 A Right. And I'Il tell you why. 1'Ill try not

17 to be too | ong-w nded about this.

18 As | said in ny testinony --
19 Q Sir --
20 A As | said in ny testinony, one of the effects

21 of federal policy has been to danpen volatility. Each
22 time there seens to be a crisis in the market, each tine
23 I nvestors get nervous, the Federal Reserve would step in
24  to both bring down interest rates, and the coll ateral

25 effect of that is to reduce volatility. Wat that neans
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1 Is that the VIX, the level of volatility, is not a pure
2 measure of expected risk going forward. [It's being
3 artificially held down by what has been called over tine
4 the Bernanke put, now the Yellen put; that the Federal
5 Reserve will step in and snooth things over. So it does
6 not make any sense to use the historical sharp ratio in
7 this context.
8 Q Al right.
9 My next two exhibits, the 30-year treasury,
10 which was 662, and then the VIX, 663, | believe you' ve
11 already testified to both those two things; so we can
12 pass those over.
13 A Ch, okay.
14 Q To Exhibit 664. |It's an excerpt fromyour New
15 Mexi co testinmony in 2014. Do you see that?
16 A | do, yes.
17 MR LITCHFIELD: And | think we had agreed to
18 stipulate copies, full copies of M. Hevert's
19 testinonies |isted on the exhibit order and short
20 titles list provided by M. Sayler. So this would
21 be one of them
22 CHAI RMVAN BROWN:  That's correct.
23 MR, SAYLER: | thought it was just the Tanpa
24 El ectric case.
25 CHAI RMVAN BROWN:  He said all of them
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1 MR, SAYLER: Ckay. | m sheard.
2 MR, LI TCHFI ELD: Just to be clear then, I'm
3 | ooki ng at nunerically on your list, as opposed to
4 Exhibits No. 1, 2, 3, 6, 7, 8, 11, 14, and 15.
5 MR, SAYLER: Al right.
6 BY MR SAYLER:
7 Q So let nme ask you a few questions then about
8 those testinobnies. You -- you agree that those were
9 your testinonies back then?
10 A Back then, yes.
11 Q And in those proceedi ngs, when you prefile
12 testi nony, do you have to do an affidavit with themto
13 swear or attest that they're true?
14 A It -- it depends on the jurisdiction whether
15 an affidavit gets filed wwth the testinony. But when
16 | -- when | show up to testify, | swear to the truth,
17 and | would not provide testinony that | didn't think
18 was true anyway.
19 Q Ckay.
20 MR LITCHFIELD: | think what counsel is just
21 trying to establish is that those were true and
22 correct to the best of M. Hevert's know edge at
23 the time they were filed. And if that's sonething
24 that M. Hevert can agree to, we can probably nove
25 on.
Premier Reporting (850) 894-0828 Reported by: Janyce Booth

114 W. 5th Avenue, Tallahassee, FL 32303

premier-reporting.com



2321

1 THE WTNESS:. | can agree to that.
2 MR, SAYLER: Al right. Let ne |ook through
3 my |ist of cross.
4 CHAI RVAN BROWN:  Ckay. Sure.
5 M5. BROMNLESS: And due to the late hour, if |
6 can just understand what's being stipulated to,
7 pl ease.
8 CHAl RVAN BROMN:  Yes.
9 M. Litchfield, the case -- can you go over
10 t he cases again by exhibit nunber?
11 MR, LITCHFIELD: 1'Il go the exhibit nunber
12 this tine.
13 CHAI RMAN BROWN:  Thank you.
14 MR LI TCHFI ELD: Thank you.
15 It would be -- we would stipulate adm ssion
16 into the record of full copies of M. Hevert's
17 testinony in -- with regard to the excerpts
18 identified by the foll ow ng exhibit nunbers: 659,
19 660, 661, 664, 665, 666, 669, 672, and 673.
20 CHAI RMAN BROWN:  Thank you.
21 MR, LI TCHFI ELD: Wi ch indicates there are
22 four excerpts attached there; so it would include
23 each of the four full pieces of testinony.
24 Did |l mss any, M. Sayler?
25 MR. SAYLER: 667, was that on your list?
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1 MR LITCHFIELD: Oh, | omtted that. | didn't
2 know what that represented. It said KCPL
3 operations in Mssouri testinony. | wasn't sure
4 whet her that was actual testinony.
5 MR SAYLER: It was a terribly worded short
6 title description that was --
7 CHAI RMVAN BROMWN:  Ckay.
8 MR, LI TCHFI ELD: Okay. It's included then.
9 MR, SAYLER: Al right.
10 CHAl RVAN BROMWN:.  Good.
11 M5. MELTON: And, Madam Chairman, |'msorry to
12 interrupt now, but just to -- just to be clear. So
13 based on the kind of nethodol ogy that we have
14 established so far that M. Sayler will provide
15 those full copies of those testinonies to the court
16 reporter for the record.
17 CHAl RMVAN BROWN: M. Sayl er, confirnf
18 MR, SAYLER: Yes, Madam Chair. |'m happy to
19 do that, though, with sone of the conposite
20 exhibits like No. 12, which is a conposite of
21 several different of his testinobnies. 13 is a
22 conposite of 2, and sane thing wwth 15. And then
23 16 is also a conposite exhibit of all the
24 testinonies that | | ooked at from 2008 to 2016.
25 MR, LITCHFIELD: |I'mnot sure | followed that.
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M5. MELTON: |I'mnot sure | foll owed that
ei ther --

CHAI RMVAN BROWN: | ' m confused - -

M5. MELTON:. -- because those are not the
exhibits -- | nmean the testinonies that

M. Litchfield had identified.

MR, SAYLER. Right. That was ny question.

CHAl RVAN BROMN:  Ch, please, just --

M. Litchfield needs copies of all -- conplete --
he's agreeing to stipulate to all of the testinony
of this witness --

MR. SAYLER: And he has conpl ete copies of all
of them

MR LITCHFIELD: No. | think we're asking
that they be submtted to the court reporter --

CHAl RVAN BROMWN:  To the court reporter. Could
you pl ease provide those to the court reporter?

MR, SAYLER. Yes. M question is does --
shall | do conplete copies of all the testinonies
referenced in all of my exhibits to the court
reporter?

CHAI RVAN BROWN:  No - -

MR, LI TCHFI ELD:  Yes.

CHAl RVAN BROMN:  Yes.

MR LITCHFIELD: All right. My | suggest
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sonet hing for ease and clarity of the record
because, for exanple, Exhibit 12, 13 -- or excuse
ne. 670, 671, 673, and 674 are all conposite
exhibits. At a later time -- and | can either have
it tonorrow or early next week, | can have all of
those testinonies separate, and then it m ght be
hel pful for the record to give thema new hearing
exhibit ID so that you' re not having about 13

testi noni es now under Exhibit 674.

CHAI RVAN BROMWN:  You're making it a little bit
nore conplicated than it needs to be. W're going
to keep the sane heari ng nunber.

MR, SAYLER  Ckay.

CHAl RVAN BROMN:  Just provide the full and
conpl ete copi es.

M. Litchfield, are --

MR, LITCHFIELD: | think that's fine. Because
to the extent that it's going to be part of the
brief, it can be identified both by exhibit nunber
and then, nore specifically, by the testinony and
docket nunber to which it pertains.

CHAI RMVAN BROWN:  Ckay.

MR, SAYLER: Ckay. | can certainly do that.

CHAl RVAN BROMWN: Ckay. So, Staff, you're

cl ear?
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1 M5. MELTON: | think so.
2 CHAI RMAN BROWN:  Trying to nove this al ong.
3 Thanks.
4 Pl ease proceed, M. Sayler.
5 MR, SAYLER: Yes, nma'am |'m | ooking through
6 nmy testinony to see what questions are still left
7 to ask.
8 CHAI RMVAN BROWN:  Cool .
9 MR, SAYLER: O ny cross-examnation |ist.
10 MR, LI TCHFI ELD. Madam Chair, may | approach
11 M. Sayler for a mnute as well?
12 CHAl RVAN BROMN:  Sur e.
13 (Pause)
14 CHAl RMVAN BROWN: M. Sayler, would you like to
15 take a break, a five-mnute break? OCkay. W'l]|
16 take a five-m nute break.
17 (Wher eupon there was a short break.)
18 CHAI RMAN BROWN:  Ckay. M understanding is
19 Staff wants to address the Comm ssion for clarity,
20 and we're definitely ready to proceed.
21 So, Ms. Brownl ess.
22 M5. BROMLESS: Yes, nmm'am
23 CHAl RVAN BROMWN: G eat .
24 M5. BROMNLESS: Ckedoke.
25 The parties, Florida Power & Light, and Public
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1 Counsel have agreed to stipulate into the record
2 Exhi bit 659, Exhibit 660, Exhibit 661, Exhibit 664,
3 Exhi bit 665, Exhibit 666, Exhibit 667, Exhibit 669,
4 Exhi bit 671, Exhibit 672, and Exhibit 673, with the
5 caveat that conplete -- the conplete testinony wll
6 be placed in, not just the excerpts that are
7 i ncluded in the exhibits that have been handed out
8 t oday.
9 CHAI RVAN BROWN: Excellent. And | want to

10 thank the parties for working together on this.

11 So with that, any questions or comments?

12 M. Sayler, continue, please.

13 (WHEREUPON Exhi bit 670 was mar ked for

14 I dentification.)

15 BY MR SAYLER:

16 Q Now, M. Hevert, do you have a copy of

17 Exhibit 670 which is H storical Hevert Murket Risk

18 Prem uns?

19 A Yes, | have that.

20 CHAI RMVAN BROWN:  And that is 6707

21 MR, SAYLER  Yes, nma'am

22 BY MR SAYLER:

23 Q And subj ect to check, you would agree that for
24 each of those years that's your inplied market risk

25  prem unf
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A | could only take that subject to check.

MR, SAYLER: Ckay. | can nove on fromthis
exhi bit unless Florida Power & Light wants nme to do
nore of a laying of the foundation for this
exhi bit.

MR, LI TCHFI ELD: Yeah. |'mopening it, and if
["'m-- this is Historical Hevert Market Ri sk
Premuns? That's the description title?

CHAI RMVAN BROWN:  That's correct.

MR, SAYLER  Yes.

MR LITCHFI ELD: | have here what appear to
be, again, excerpts fromtestinony.

MR, SAYLER: You need to | ook at the actual
handout, the paper copy that we passed out that's
identified as 670.

CHAIl RVAN BROMWN:  670? He is --

MR, LITCHFIELD: | am
CHAIl RVAN BROMN:  -- | ooking at that.
MR LI TCHFI ELD: | am And there's a first

page that has what appears to be a sunmary of sone
nunbers from 2008 t hrough 2016. Am | | ooking at
the correct version, counsel?

CHAIRVAN BROMWN:  It's -- the first page says
“"Hi storical Hevert Market Ri sk Prem uns"?

MR, LI TCHFI ELD: Yes.
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1 CHAl RVAN BROMN:  Yes.
2 MR LITCHFI ELD: Yes. And that --
3 CHAl RVAN BROMN:  Second page says, "South
4 Dakota Public Utilities Comm ssion." Looks |ike
5 it's testinony.
6 MR, LI TCHFI ELD. kay. So, counsel, can you
7 represent that these are your conpilations on that
8 first page titled "Hi storical Hevert Market Ri sk
9 Prem uns" fromthe excerpts of the testinony that
10 foll ow --
11 MR, SAYLER  Yes.
12 MR, LITCHFIELD: -- in this exhibit?
13 And then secondly that the full -- that these
14 excerpts of testinony have already been addressed
15 interns of the testinony that is going to cone
16 into the record in full forn®
17 MR, SAYLER  Yes.
18 MR LI TCHFI ELD: Ckay.
19 CHAl RVAN BROMN: Ckay? So you agree to
20 stipulate to that?
21 MR LI TCHFI ELD: Mm hmm
22 CHAI RMVAN BROWN:  Ckay.
23 MR, SAYLER: Al right. Thank you.
24
25
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1 (WHEREUPON Exhi bit 671 was marked for

2 I dentification.)

3 BY MR SAYLER:

4 Q Wul d you turn to the next exhibit, 671,

5 entitled "June 2014 Col orado, Decenber 2014 New Mexi co"?

6 A Yes --

7 CHAI RMVAN BROWN:  And | just want to confirm

8 I thought that one was one of the exhibits that was
9 stipul ated to.

10 M5. BROMLESS: Yes.

11 CHAI RMVAN BROAWN:  Ckay.

12 MR. SAYLER: Yes. Yes, ma'am it is. There's
13 three questions to ask about this, and I'l|l nove

14 on.

15 CHAl RVAN BROMN:.  Ckay.

16 MR, SAYLER: Al right.

17 CHAI RMVAN BROAN:  You' ve got it.

18 MR, SAYLER: Al right.

19 BY MR SAYLER

20 Q Do you have that?
21 A | do.
22 Q Al right. At the bottomof the right-hand

23 corner of the page, it says, "Hevert Conpare CONN,
24 Page 3 of 12."

25 A Yes. |"mthere.
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1 Q Al right. Turn to Page 3 of 12 -- or -- back
2 up.
3 This summary of your direct testinony for this

4 Col orado case, did you create that, or was that created

5 for you by your counsel?

6 A | would have drafted this.
7 Q Ckay. And both there and on Page 4 of 12, you
8 I ndi cate that you principally relied upon constant

9 growth nultistage formof the DCF nodel; is that

10 correct? Page 4 of 12, Lines 3 through 4.

11 A Yes. That's right.

12 Q Al right.

13 A And | think part of the issue here in Col orado
14 Is -- | can't recall the year, but at sone point, a

15 decision in Col orado adopted the nmultistage form of DCF

16 nodel as the preferred nethod, and so that |ikely would

17 be why | gave that sone enphasis here.

18 Q All right. And then turning ahead a few pages
19 to your testinony in New Mexico starting at Page 6 of 12
20 for the excerpts.

21 A Yes. |'mthere.

22 Q There you don't rely upon the constant growth

23 discounted cash flow nodel, and --

24 A Oh, I"'msorry. | didn't nmean to interrupt. |

25 apol ogi ze.
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1 Q Let ne point you to Point 8 of 12, Line 6.
2 A Yes. |'mthere.
3 Q All right. And there you are giving |ess
4 weight to the constant growth DCF nodel results; is that
5 correct?
6 A Ri ght .
7 And if you |look at the prior page, what's
8 nunbered as Page 7 of 12, you'll see a chart. The chart
9 on the right-hand corner shows the relative price to
10 earnings ratio. That was in |large neasure part of the
11  reason.
12 Q Al right. And what changed in six nonths
13 between the filing of those two testinbnies to cause you
14 to change your enphasis on -- fromthe DCF to not DCF?
15 A Well, as | nentioned a mnute ago, in
16 Col orado, by a series of decisions, the Comm ssion had
17 adopted the nultistage formof the nodel. And so
18 because it was the Comm ssion's preferred nethod, of
19 course, | was going to use that and |l ook at it.
20 Secondly, when you | ook at the chart on
21 Page 5, you see that sudden increase in the relative
22 price to earnings ratio, and that is an issue that we've
23 tal ked about throughout ny testinony here. That's a
24  concern that renders, in ny view, the constant growh
25 DCF nodel |ess reliable.
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Q Ckay. We're now going to skip to what's been

ified as four Hevert testinobnies which is

exhibit --

CHAl RVAN BROMN:  673.

MR SAYLER  673.

And | do apol ogi ze for backing up. On
Exhibit 667, which is entitled "KCPL Operations,"
it should be titled GVO. If you strike
"operations” and retitle it as "GMJ' because that's
the accurate description for that utility, for
clarity of the record.

CHAl RVAN BROWN:  Ch, we need to do -- and
that's Exhibit 667 you sai d?

MR, SAYLER  667.

CHAI RMAN BROWN:  So -- okay.

MR SAYLER It's KCPL General M ssouri
Qperations testinony or GMO in M ssouri testinony.
THE WTNESS: To be clear, it's Geater

M ssouri Operations.

CHAI RMAN BROWN:  Ckay. State it again,
pl ease.

MR, SAYLER. KCPL Greater M ssouri Operations
testi nony.

CHAl RVAN BROMWN:.  Ckay. Thank you.

So you're on Exhibit 673 right now.
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1 MR SAYLER  673.
2 CHAI RMVAN BROWN:  Ckay.
3 (WHEREUPON Exhi bit 673 was marked for
4 I dentification.)
5 BY MR SAYLER:
6 Q M. Hevert, you would agree that these are
7 four testinonies that you filed in Mssouri, D strict of
8 Col unbi a, North Carolina, and Florida in the spring of
9 this year, all within about six weeks of each other?
10 A Take a quick ook at themif that's okay?
11 Q Certainly.
12 A Well, 1'lIl take your word. | only saw three
13 right away, but I'"msure the fourth is tucked in here.
14 Oh, there it is. W're good.
15 Q Al right. And you would agree that in each
16 of these different testinonies, you're -- other --
17  excuse ne.
18 In your three non-Florida Power & Light
19 testinoni es, you would agree that your reconmmended range
20 of RCE is below what you're currently recomendi ng for
21 your range of ROE for Florida Power & Light with the
22 exception of PSNC Gas?
23 A | guess we have -- | guess we're going to need
24  to go through them
25 Q Ckay. The first one, if you turn to Bates
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1 stanp Page 4 of 33.
2 A 4 of 33. Yes, I'mthere.
3 Q The range is 9.75 to 10.5?
4 A Right. In this case you have to read the
5 par agraph that begins Line 13 and goes through Line 22
6 to put that in context.
7 Q Ckay. And if you go to Page 15 of 33, it's 10
8 to 10.57?
9 A For Washi ngton Gas Light Conpany, yes. That's
10  right.
11 Q Al right. And for PSNC Gas, | -- the ful
12 exhibit will include that page. But subject to check,
13 that range was 10 to 10. 75?
14 A For ?
15 Q It's -- it's not included in the exhibit. Do
16  you renenber what the range was for --
17 A Yeah. | think that's right again for the gas
18  conpany. Yes.
19 Q Ckay.
20 A Correct.
21 Q Al right. And in -- for KCPL, Washi ngton
22 Gas, and PSNC Gas as well as Florida Power & Light, you
23 do all four: constant growh, nultistage growth, CAPM
24 bond yi el d approaches?
25 A | do. And, of course, for -- the two gas
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1 conpanies wll have different proxy groups. And even
2 though they were proximate in tinmes, | think they were
3 slightly different in terns of the analysis period. But
4 I f your question is did | apply the sanme four
5 approaches, | believe that's correct.
6 Q Al right. And you would agree that only for
7 Florida Power & Light do you primarily rely upon the
8 CAPM net hodol ogy for your reconmmended ROE?
9 A | don't know about that. | -- I'm-- | don't
10 know about that.
11 Q Wul d you agree subject to check?
12 A Do you -- can you point ne to places in the
13 other testinonies where | say that's not the case or
14 where | say what | did primarily rely on?
15 Q I f you would | ook for your KCP& GMO
16 testinony, Page 11 and 12 of 33.
17 (Pause)
18 You di scuss how i s RCE determ ned?
19 A Yes.
20 Q Al right. And if you go to Page 18 of 33 for
21  your D.C. Gas case, you also discuss it there.
22 A But --
23 Q Actually, M. Hevert, | wll just nove on. |
24 wll just --
25 CHAI RMVAN BROWN:  Good j ob.
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1 MR, SAYLER: -- your testinony speaks for
2 itself.
3 CHAIl RVAN BROMWN:  Thank you. Good job. Keep
4 it up, M. Sayler.
5 MR, SAYLER: And | do have one final exhibit
6 to pass out, and Florida Power & Light already has
7 a copy of it. It is the Mssouri PSC s report and
8 order and the 2015 KCP&L Gas case. It's a final
9 order in that case.
10 MR, LITCHFIELD: We're not sure that we do
11 have it; so if there are extra copies, we'd ask to
12 get one.
13 CHAI RMVAN BROWN:  Absol ut el y.
14 MR, SAYLER: It was on the disk or that was
15 provi ded.
16 CHAI RMAN BROWN: | f you coul d provide a paper
17 copy to them though.
18 MR, SAYLER: Certainly.
19 CHAI RMAN BROWN:  Thank you.
20 Ckay. We will label this 675, and the title,
21 M. Sayler?
22 MR, SAYLER. M ssouri PSC s Report and Order
23 in the 2015 KCP&L case.
24 CHAl RVAN BROMWN: Ckay. FPL, do you have a
25 copy of it now?
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1 MR LI TCHFI ELD: Yes, nmm'am

2 CHAI RMAN BROWN:  And the witness, M. Hevert,

3 you have a copy of it?

4 THE WTNESS: Yes, ma'am | do.

5 CHAI RMVAN BROWN: Pl ease proceed, M. Sayler.

6 MR, SAYLER: Al right. And | have a very few
7 guestions on this, and then we'll be done.

8 BY MR SAYLER:

9 Q Before you is an excerpt fromthe disputed
10 | ssues of fact -- excuse ne -- page 15 of that final
11 order which is a couple of pages in under Subheadi ng A,
12 Cost to Capital. Do you see that, M. Hevert?

13 A | do.

14 Q Al right. Under Findings of Fact, they
15 discuss how there were four financial analysts that
16 of fered recommendati ons as opposed to the appropriate
17 cost to capital in that case.

18 A | do.

19 Q Al'l right. And the others were M chael

20 Gor man, Maureen Reno, and --

21 A Mar i vangaypoe (phonetic).
22 Q Say that again.
23 A | believe he pronounces his |ast nane

24 Mar i vangaypoe.

25 Q Al right. Just like you said.
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1 A Just like it's spelled.
2 Q Al right. And if you will turn to Page 18,
3 Par agraph 30 of that section -- and I will represent

4 that this is the entire section called "Section A Cost
5 to Capital."
6 If you turn to Page 18, you see the first

7 sentence. Wuld you read that first sentence?

8 A O Page 18 --

9 Q Yes, sir.

10 (sinmul taneous speaki ng)

11 A Par agraph 30 --

12 Q -- it's highlighted --

13 A It reads, "State public utility comm ssions in

14 the country are reducing authorized returns on equity to
15 follow the significant decline in capital market costs.
16 A conparison of industry authorized returns on equity
17 I ndi cates that they have been steadily decreasing over
18 the past several years."

19 Q Thank you.

20 And the next page you would agree that it

21 tells you where litigated ROEs ended up; is that

22 correct?

23 A It does. It says the litigated ROEs for the
24 I ndustry -- we're not sure what -- | can't recall here

25 how t hey defined the industry or whether they included
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1 di stribution conpanies. | just can't tell you.
2 Q Al right. And on Page 19, Paragraph 33,
3 would you read that entire paragraph for us?
4 Sure. Follow ng over to 207
5 Yes.
6 A Sure.
7 "KCPL's expert w tness, Robert Hevert,
8 supports an increased return on equity at 10.3 percent.
9 The Comm ssion finds that such a return on equity woul d
10 be excessive. Hevert's return on equity estimate is
11 hi gh because: One. H's constant growh DCF results are
12 based on excessive and unsustai nable |ong-termgrowth
13 rates. Two. His nultistage DCF is based on a fl awed
14 accel erated dividend cash flow timng and an infl ated
15 gross donmestic product estinate as a proxy for long-term
16 sustai nable gromth. Three. H's CAPMis based on
17 I nflated market risk premuns. And, four, his bond
18 yield plus risk premumis based on inflated utility
19 equity risk premuns."”
20 Q Thank you. And finally turning to Page 22.
21 A Ckay.
22 Q The -- what is it -- the Mssouri Conm ssion
23 opi ned upon the reasonabl eness of three of the
24 wtnesses' testinony in that case; is that correct?
25 A That's right.
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1 Q And then they set a 9.5 percent ROE as a fair
2 and reasonable return for this utility?

3 A Yes. That's right.

4 Q And they found that this rate of return wll
5 all ow KCP&L to conpete in the capital nmarkets for the

6 funds needed to maintain its financial health?

7 A Right. And like other utilities -- excuse
8 nme -- other Conm ssions, that was this case.
9 If you |l ook at Exhibit RBH 1, Page 11 to ny

10 direct testinony, you will see a case in Mssouri,

11 Liberty Uilities, that was decided in |ate 2014.

12 There, if you were to read the order, the Comm ssion

13 agreed with ne on every point. So if you're suggesting
14 that this one case represents the Conm ssion's view of

15 ny work in its entirety, | don't agree with that.

16 Q All right. What was that other case you cite?
17 A Liberty Utilities case, GR 2014-0152.

18 Q Is that a gas or electric case?

19 A It's a gas case.

20 Q Al right. Thank you. No further questions.
21 MR, SAYLER: Thank you, Madam Chair.

22 CHAI RMAN BROWN:  Thank you, M. Sayler.

23 Moving on to Hospitals.

24 MR LI TCHFI ELD: Madam Chair, |I'mgo to

25 propose sonething a little bit out of order. |
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1 just wonder, given the confusion about the
2 exhibits, if it mght be appropriate to just nail
3 t hose down now.
4 CHAl RVAN BROAN: Let's do that.
5 MR. LI TCHFI ELD: Yeah. Take up just their
6 exhibits for the tinme being.
7 CHAI RVAN BROMWN:  Are you tal ki ng about
8 entering theminto -- yeah, that's a great idea.
9 Ckay.
10 So we're going to do that starting with 659.
11 So we've got the ones that you stipulated to, FPL,
12 is 659, 660, 661, 664, 665, 666, 667, 669, 670,
13 671, 672, and 673.
14 So do you see -- no objection to having those
15 entered into the record?
16 MR, LI TCHFI ELD: Correct.
17 CHAl RVAN BROAN: We will do that at this tine.
18 So that | eaves 662, 663 --
19 MR, SAYLER: |'mnot noving those into the
20 record. | didn't rely upon them
21 CHAl RVAN BROMWN: The ones |'ve just said, 662,
22 663, 668 --
23 MR. LI TCHFI ELD: And 674 he wi thdrew that one
24 as well | believe.
25 CHAI RMVAN BROWN:  Ckay.
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1 MR, SAYLER: Yes. Yes, ma'am
2 CHAl RMAN BROWN: Great. We're done with that.
3 MR, SAYLER: And appreciate your patience with
4 all the paper. | know it was |aborious, but this
5 IS inmportant.
6 CHAI RMAN BROAN: | appreciate you streaniining
7 it for us. Thank you.
8 MR. SAYLER: Thank you.
9 CHAI RMVAN BROWN:  Hel l 0. Good eveni ng.
10 UNI DENTI FI ED COUNSEL: Madam Chai r man, just so
11 I"'mclear, I"'mtrying to keep track. D d all --
12 all the ones that they stipulated to, are those now
13 in the record?
14 CHAI RMAN BROWN:  They are officially in the
15 record.
16 UNI DENTI FI ED COUNSEL: Thank you, ma'am
17 CHAI RMVAN BROWN:  You' re wel cone.
18 Do you want ne to repeat thenf
19 M5. BROMLESS: Yes, please.
20 CHAl RVAN BROMWN: Ckay. W'Ill do it one nore
21 time.
22 | have entered into the record 659, 660, 661,
23 664, 665, 666, 667, 669, 670, 671, 672, and,
24 finally, 673. Cear?
25 Hospi tal s.
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1 MR, RAPPOLT: Madam Chair, Bill Rappolt for
2 the hospitals.
3 CHAI RMAN BROWN:  Nice to see you tonight.
4 MR, RAPPOLT: W al so have a bundl e of
5 exhi bits, but before we hand it out, | just wanted
6 to -- M. Hevert hasn't been here. So the protocol
7 we' ve been using with other witnesses is that we
8 keep it -- he doesn't --
9 CHAl RVAN BROMN:  Coul d you speak | ouder and
10 cl earer?
11 MR, RAPPOLT: Sorry.
12 That the witnesses wouldn't be flipping
13 through the witness's -- through the evidence
14 exhi bits before we got to them and entered them on
15 the record.
16 MR, LI TCHFI ELD. W have di scussed that with
17 the w tness.
18 MR RAPPOLT: kay.
19 CHAI RMVAN BROWN:  And | do want to rem nd
20 counsel that repetitive evidence will not be
21 admtted into the record; so I'll rem nd you when
22 t hat evidence has been tried to be introduced.
23 MR, RAPPOLT: Absol utely.
24 M5. BROMLESS: And, Madam Chair, | hate to
25 bring this up, but what did we do with Exhibit 675
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which was also OPC s? D d they withdraw that one?

MR. SAYLER:. 675 was the M ssouri report and
order that -- and at the appropriate tinme, | wll
nove that into the record as well as a full version
of that order.

MR LI TCHFI ELD: FPL woul d oppose noving in an
order of another Comm ssion in another case for
another utility under different market conditions
on the grounds of rel evance.

CHAl RVAN BROMN: Let's just hold that off;
okay, until we get to the end of this wtness --

M5. BROMLESS: Yes, nmm'am

CHAI RMAN BROWN:  -- since that's contested.
Ckay.

kay. So we will be starting at -- we have --
all of us have been distributed your exhibits. The
next nunber is 676. So when you'd like to | abel
them you just let nme know. You may do it as you
proceed, or you can do it now.

MR, RAPPOLT: Ckay. | have a few questions
before we go to the first exhibit.

EXAM NATI ON

BY MR RAPPCOLT:

Q M. Hevert, you' d agree that you woul dn't want

to exclude sonething from evidence, sone infornmation
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1 that you knew that was harnful to your position;
2 correct?
3 A l"msorry? You --
4 Q It would be msleading for you if you had sone
5 I nformation for the Conm ssion to review but you didn't
6 give it to themeven though you knew it hurt your
7 posi tion.
8 A | think generally | would agree with that,
9 yes.
10 Q Ckay. And the reason you provide exhibits is
11 because you find theminformative and you want to share
12 that information with the Comm ssion when they're making
13 their determ nation; correct?
14 A VWll, the reason | provide exhibits is to help
15 explain ny anal yses.
16 Q Ckay. And you recently testified in a
17 PEPCO proceeding in Maryl and; correct?
18 A Yes. That's correct.
19 Q And you submtted direct and rebutta
20 testi nony?
21 A Correct.
22 Q And you submitted rebuttal testinony just two
23 weeks ago; correct?
24 A That's right.
25 Q Ckay. And PEPCO Maryland is a distribution
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1 utility; i1s that correct?
2 A It is.

3 Q Ckay. And if you could look at 5 -- Exhibit

5 A 5 -- 6577

6 Q It's the first exhibit you were probably

7 given.

8 CHAI RVAN BROMWN:  It's the ROE 2016 averages.
9 THE WTNESS: On.

10 (Pause)

11 kay. I'mwth you.

12 BY MR RAPPCLT:

13 Q kay. And you have a columm in there

14 designating certain utilities as distribution and

15 vertically integrated; correct?

16 A That's right.

17 Q And you didn't provide this exhibit in either
18 your direct or rebuttal testinmony in the

19  PEPCO proceedi ng; correct?

20 A | don't recall offhand.
21 Q Ckay.
22 A You recall that this exhibit, this rebutta

23 exhibit, was in response to a wwtness in this case.

24 Q Thank you, M. Hevert.
25 Ckay. M. Hevert, if we could please turnto
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1 Page 15, Line 13 to Page 16, Line 10 of your direct
2 testinony.
3 A Yes. |I'mthere -- oh, I"'msorry. Yes, |I'm
4 t here.
5 Q Ckay. Here you discuss the criteria you use
6 to select a proxy group; correct?
7 A Yes. That's right.
8 Q And certain of these criteria elimnate
9 entities fromthe proxy group that either don't have
10 adequate data or they have data that woul d not
11 produce -- produce neaningful results; correct?
12 A |'"'msorry. Can you repeat that question?
13 Q Sure.
14 Certain of the criteria here elimnate
15 entities fromthe proxy group that either don't have
16 adequate data or that have data that would not produce
17 meani ngf ul results.
18 A ' mnot sure what you -- what you nean by
19 ei ther --
20 Q Ckay. Fair enough.
21 Let's take the first exhibit on your packet.
22 A Ckay.
23 MR. RAPPOLT: And if we could have this
24 mar ked, Madam Chair?
25 CHAI RMAN BROWN: It wll be 676, and | have
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1 FPL's Response to Hospital's Second Set of
2 Interrogatories No. 72; is that correct?
3 MR, RAPPOLT: That's correct.
4 CHAI RMAN BROWN:  All right. That's how we'l|
5 | abel it.
6 MR, SAYLER: Madam Chair, is it 676 or 6777?
7 CHAI RVAN BROWN:  676.
8 MR, SAYLER: Ckay. Thank you.
9 CHAl RVAN BROMN:. Pl ease proceed.
10 (WHEREUPON Exhi bit 676 was marked for
11 I dentification.)
12 BY MR RAPPCLT:
13 Q Ckay. Here if you flip to the first page, you
14 explain that the DCF nodel requires consistent dividend
15  paynents; correct?
16 A So Il'mjust -- this is Interrogatory 42,
17 Page 1 of 1.
18 Q Interrogatory No. 72 --
19 A 72. 1'msorry. Page 1 of 1.
20 Q The | ast sentence.
21 A Yes. I'msorry. Yes. |I'mwth you.
22 Q So obviously an entity that does not pay
23 di vi dends has not displayed, as you state in this
24 response, a sufficient history of quarterly dividend
25 payments such that investors' expectations can be based
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1 on consistent quarterly dividend paynents; correct?

2 A | think that's right. Yes.

3 Q Ckay. And how many quarters of dividends

4 would be sufficient in your opinion?

5 A Wll, it depends, and let nme tell you why |

6 say that.

7 I f you | ook, for exanple, back at the Enpire
8 District Electric, when the tornadoes went through

9 Joplin, they suspended their dividend, and they

10 suspended it for nmaybe two or three quarters. And

11 per haps sone people mght |ook at that and say, because
12 of the suspension of the dividend, they ought not to be
13 I ncl uded as a proxy conpany. But if you |look at the

14 | ong-term history of dividend paynents and you

15 under stand the circunstances under which they chose to
16  suspend the dividend, | think you reasonably can

17 concl ude that going forward a conpany |ike that woul d be

18 likely to reinstate it.

19 Q So it's a conpany-by-conpany anal ysi s?

20 A | think it has to be.

21 Q Okay. And the second itemyou note here is

22 that an entity nust not have recently decreased its
23 quarterly dividend paynent.
24 A And it's the sane -- the sane type of issue.

25 Again, we can |look at Enpire. They suspended it. Wen
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1 they reinstated it, they reinstated it at a | ower |evel,
2 but eventually it went back to where it was going to be.
3 So, yes, it's a conpany-by-conpany analysis, and it does
4 requi re sone judgnent, and people may | ook at the data

5 and cone to a different interpretation.

6 Q Ckay. And a DCF anal ysis on a conpany t hat

7 fails that criteria, that wouldn't provide a neaningfu

8 result; correct?

9 A | think -- | think that's right.

10 Q kay. Let's turn to Page 15 again, Line 17.
11 A Yes.

12 Q Do you see that testinony?

13 A | do.

14 Q kay. So you excluded from your proxy group

15 any conpany not covered by at least two utility industry
16 equity anal ysts; correct?

17 A That's correct.

18 Q Ckay. And at least two utility industry

19 equity anal ysts are needed so you can avoid the

20 potential bias that may be associated with relying on a
21 single source; correct?

22 A Ri ght .

23 Q kay. So to be clear, when we're tal king

24 about relying on a single source, you're referring to

25 the sources for growh rates that a firmlike Zacks and
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1 Yahoo FirstCall provide; correct?
2 A That's correct.
3 Q kay. And to the extent that a Zacks growth
4 rate, for exanple, was based on a single analyst, the
5 results would be likely to be skewed in one direction or
6 another than a growmh rate derived fromnultiple
7 anal ysts' estimtes; correct?
8 A That may be true. But if that conpany al so
9 has coverage from say, Value Line -- let's say that
10 conpany has one anal yst covering it as surveyed by
11 Zacks, but it also has Value Line covering it, and in ny
12 view, that's two that cover the conpany.
13 Q Al right. If you could pull the next exhibit
14 on your stack, then we could have this marked.
15 CHAI RVAN BROAN: We're going to mark that as
16 677, and that's FPL's Response to Hospital's Second
17 Set of Interrogatories No. 73.
18 (WHEREUPON Exhi bit 677 was marked for
19 I dentification.)
20 BY MR RAPPCLT:
21 Q Ckay. So here you explain that you revi ewed
22 data from Zacks and Yahoo FirstCall to deci de whet her
23 they had the extent of anal yst coverage needed; correct?
24 A |"msorry. Wich one were we on?
25 Q Interrogatory No. 73.
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1 A kay. | was one ahead of you. [|'msorry.
2 Yes. That's correct.
3 Q Ckay. So you didn't nention Value Line in

4 this data response, and this data response was true and

5 correct when given; correct?

6 A Right. So let's -- let's go back and | ook at
7 this.

8 What | say is they have to be covered by at

9 | east two utility industry analysts to avoid bias. |,

10 therefore, relied on data from Zacks and Yahoo. Those
11 are the consensus services. They're the ones that go
12 out and survey utility analysts. Qoviously ny exhibits,
13 obviously ny testinony also includes Value Line as a

14 source.

15 Q Fai r enough.

16 But if -- for the screening you used, you

17 | ooked at Zacks and Yahoo --

18 A Yes --

19 Q -- to see if there were two anal ysts coveri ng

20 for Zacks and Yahoo; correct?

21 A |"'msorry. | didn't nean to interrupt you.

22 For the screen that | used, if Zacks or Yahoo
23 has one anal yst covering them and Val ue Line al so covers
24  them then | would consider that to be two anal ysts

25 covering them
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1 Q So this data response is not correct then?
2 A | don't think it's incorrect. This is the way
3 you've seen the -- you've seen ny exhibits. It says |
4 use Value Line as well. These are the two consensus
5 services. Value Line is not a consensus service.
6 Q | s Bl oonberg a consensus service?
7 A It is, yes.
8 Q Does Bl oonberg provide a nunber of anal ysts
9 provi ding an estinmate?
10 A It does, yes.
11 Q Ckay. And did you review that data before
12 provi di ng your testinony?
13 A Bl oonberg's consensus? No. | don't use
14 Bl oonberg for the follow ng reason. Bloonberg is a
15 subscription service. |It's not available to everyone.
16  You can get Zacks and Yahoo online. You can get Val ue
17 Line at the library. Bloonberg is a little bit nore
18 difficult, but it's the same type of consensus service
19 that Zacks and Yahoo provide.
20 Q Ckay. Very good, M. Hevert.
21 If you can turn to Page 16, Lines 9 and 10.
22 You exclude entities if they are known to be a party to
23 a nmerger or significant transaction; correct?
24 A Yes. That's right.
25 Q And you do so because nergers or significant
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1 transactions nmay affect investors' perceptions and

2 expect ati ons about the conpany when the transaction

3 affected the study period of the cost of equity

4 anal yses; correct?

5 A Yes. That's right.

6 Q Ckay. And what you're describing there are

7 situations where a nerger or transaction affects the

8 data used in the DCF study; correct?

9 A It could be -- well, let's back up.

10 The data used in the DCF study could be data
11 used in the capital asset pricing nodel. It could be

12 any transaction, any event that tenporarily distorts the
13 price activity of the conpany.

14 Q Very good.

15 A DCF study of that entity wouldn't provide a
16 meani ngful result; correct?

17 A When you say "of that entity," you nean an

18 entity undergoing a significant transaction?

19 Q Absol ut el y.

20 A Yeah. | think that's part of the concern;

21 that if you were to include in your proxy group a

22 conpany that was undergoing a significant transaction,
23 two things could happen. One is that the price would

24 reflect the bidding behavior of the transaction and as a
25 consequence nmay not reflect the fundanental value of the
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1 stock. The other is that the gromh rates may be -- nay
2 be different than they otherw se fundanentally woul d be.
3 So for those reasons, | think it's not unusual to have a
4 significant transaction screen.
5 Q Ckay. You can flip one of the -- the exhibit
6 on top. You don't need to nmark that.
7 A I"msorry. Wich exhibit?
8 Q It was Interrogatory No. 78.
9 A Yes, | see.

10 MR, RAPPOLT: We do not need to mark that.

11 CHAl RVAN BROMWN:.  Good.

12 MR, RAPPOLT: Ckay. The next one we do need
13 to mark.

14 CHAI RMAN BROWN:  Ckay. That's 81. So that

15 woul d be 678, Exhibit 678, and that's FPL's

16 Response to Hospital's Second Set of

17 Interrogatories No. 81; is that correct?

18 MR, RAPPOLT: That's correct.

19 CHAI RMAN BROWN:  Ckay.

20 WHEREUPON Exhi bit 678 was marked for

21 I dentification.)

22 BY MR RAPPCLT:

23 Q If you flip to attachnent one, M. Hevert,

24  you'll see the list of conpanies that you considered for
25 proxy group inclusion; correct?

Premier Reporting (850) 894-0828 Reported by: Janyce Booth

114 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com



2356

1 A Yes. That's right.
2 Q And you put a check mark for each entity that
3 nmet each of the criteria; correct?
4 A Yes. Correct.
5 Q Ckay. So, for exanple, if we |ook at the
6 colum, Equity Anal yst Coverage, and the row, M3E Energy
7 | ncorporated, we'll see that M3E Energy | ncorporated
8 does not receive a check, and, therefore, you did
9 I nclude that entity in your proxy group; correct?
10 A That's right.
11 Q kay. And simlarly if you |l ook at the
12 hi story of consistent dividends, we won't see a check
13 for El Paso Electric Conpany?
14 A Ri ght .
15 Q And if we | ook at not party to a nerger or
16 significant transaction, we see a |arge handful in these
17 that did not get checks there, and two of themin
18 particul ar are Duke Energy Corp and Entergy Corp;
19 correct?
20 A Yes. That's right.
21 Q Ckay. So even if these conpani es were
22 conparable to FPL, you did not include themin your DCF
23 anal ysi s because their DCF results wouldn't be
24 nmeani ngful ; correct?
25 A When you say -- if your question is if they
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1 had net all other screens but not net this screen, would
2 t hey have been excluded, then, yes, | agree with that.

3 Q Ckay. And if you did a DCF on them it

4 wouldn't provide a neaningful result; correct?

5 A Vell, | think there's the threat that it

6 couldn't. Right. And | think that's principally why

7 the people who do this type of work tend to excl ude

8 conpanies for that reason. | think there is the

9 possibility that it could provide biased results one way
10 or the other, and we don't even know which direction

11 that m ght go.

12 Q And we've al ready had sone testinony that

13 you're CAPMnodel. So I'll just explain here that you
14  used two neasures of the market return. One was

15 Bl oonberg, and one was Val ue Line; right?

16 CHAl RMVAN BROMWN: That's been asked and
17 answer ed.
18 MR. RAPPOLT: Fair enough.

19 BY MR RAPPQOLT:
20 Q So if we could turn to Exhibit RBH 6, and
21 Page 1 through 6 contai ned the Bl oonberg DCF nodel ;

22 correct?

23 A l"msorry. Yes. That's correct.

24 Q And 7 through 12 is the Val ue Line?

25 A Yes. That's right.

Premier Reporting (850) 894-0828 Reported by: Janyce Booth

114 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com



2358

1 Q Ckay. So let's see how you applied the DCF

2 nodel inside the CAPM approach here.

3 A Ckay.

4 Q I f you | ook down about ten conpani es down, you
5 have Adobe, and they're showing a zero percent dividend
6 vyield; correct?

7 A Ri ght .

8 Q Ckay. So they -- and you didn't renenber any
9 conpanies that failed to have a history of paying

10 consistent dividends fromthe DCF anal ysis; correct?

11 A When you say "the DCF anal ysis," do you nean
12 for establishing the expected market return as opposed
13 to the return for utilities?

14 Q Yes. Each line here is a DCF anal ysis for

15 each conpany; correct?

16 A In the S & P 500. That's right.
17 Q That's right.
18 And you didn't exclude conpanies that had paid

19 zero dividends; correct?

20 A Sure, for a real good reason. Do you want to
21 know what it is?

22 Q We'll let you handle that on redirect.

23 And you al so didn't exclude any conpani es that
24  were subject to nerger or transaction?

25 A Ri ght .
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1 Q Significant transactions.

2 A And | can tell you why if you'd I|ike.

3 Q You can explain your answer.

4 A Yes. And the reason is this. Wat we're

5 doing here is we're |ooking for the expected return on

6 the nmarket as a whole. Wen you |ook at the market as a
7 whole, at any given point in tinme, there are going to be
8 transactions. It may not be one conpany, or it may be

9 anot her conpany. But the expectation of sonmeone buying
10 the basket of market conpanies is that there will be

11 transactions going on at that point in tine.

12 The other point is there are 500 conpani es

13 here, and to the extent that there nmay be a change in

14 the result, it's going to be nuted by the fact that

15 there are 500 conpani es.

16 As to your first point, non-dividend-paying

17  conpanies, utilities clearly are dividend payers, and

18 that's the reason | think nost people |ook to a dividend
19 screen when |looking at utilities. Here we're |ooking

20 again at the expected return on the market. W know

21  conpanies |i ke Adobe are not dividend-payi ng conpani es.
22 They are grow h conpanies. And so their return cones in
23 the formof capital appreciation as opposed to the

24 dividend yield, and that's why it's entirely appropriate

25 to include those conpanies in this analysis.
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CHAIl RVAN BROAWN: M. Rappolt, just trying to
guess how many -- estinmate how many questions you
have for this witness. Trying to decide when we
shoul d take a di nner break.

MR, RAPPOLT: | do have a significant anount
nor e.

CHAl RVAN BROMN:  Yes. Ckay.

Wiy don't we break until 7:15.

MR. MOYLE: Can | ask a process question? |
know we agreed to take M. Mranda in the norning.
If he's going first thing, are we gonna -- IS your
intention to go tonight through this wtness and
al so take M. Dewhurst?

CHAI RMAN BROWN:  That is ny intention. And we

will doit.
MR, MOYLE: Okay. | was -- if you were not, |
was going to ask to be excused, but I'Il stay.

CHAl RVAN BROMN:  Sorry.

MR, RAPPOLT: Madam Chair, can | get one nore
question in before the break that --

CHAl RVAN BROMAN:  No.

MR, RAPPOLT: Okay. Thank you.

CHAI RMVAN BROWN:  All right. W'IIl see you
guys in 30 m nutes.

(Wher eupon there was a short break.)
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1 CHAI RMVAN BROWN:  Al'l righty. Good eveni ng.
2 Staff, hope you -- hope you guys got sone
3 nouri shnment. Good, good. Hope the parties did
4 t 0o.
S W' re back on the record.
6 Al right. And you have the floor, sir.
7 MR, RAPPOLT: Thank you, Madam Chair.
8 BY MR RAPPCLT:
9 Q M. Hevert, before we left, you were
10 expl ai ning that you believed you could use a conpany
11 that did not pay dividends in the DCF anal ysis for
12 nonutility conpanies. 1'd like you to pull out of your
13 stack a clipped exhibit. It should have a black clip on
14 It.
15 A Yes.
16 Q It's Direct Testinony of FPL Wtness Hevert
17  before the New Mexico Public Service Conmm ssion.
18 MR RAPPOLT: And if | could get that marked?
19 CHAIl RVAN BROAN:  That will be marked as
20 Exhi bit 679.
21 (WHEREUPON Exhi bit 679 was marked for
22 I dentification.)
23 BY MR RAPPCLT:
24 Q If you could turn to Page 18, Lines 1 through
25 3.
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A

Q

Yes.

And as you stated before, your testinony were

true and accurate when you provided them correct?

A

Q

your testi

A

Q

That's correct.

Ckay. |If we could turn back to Page 19 of
nony.

l"msorry. M direct in this case?

In this proceeding i n New Mexi co.

CHAl RMAN BROWN: I n the exhibit, sir.
THE WTNESS: Onh, |I'msorry. Thank you.
CHAl RVAN BROMN:  Page 197

MR RAPPOLT: Yes.

CHAl RVAN BROMN:  Are you there?

THE WTNESS: |'msorry. Yes, |'mthere.

MR, RAPPOLT: Ckay.

BY MR RAPPQOLT:

Q
Bl oonber g;

A

Q

A
testi nony.

Q

A

Q

You had two neasures of data. One was from
correct?

l"msorry. | nust be on the wong page.

No - -

"' mon Page -- Page 19 of the New Mexico

No, no. O your direct testinony.
In the case?

Yes.
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1 A Ckay.
2 Q | apol ogize. | got confused there.
3 A | did too actually, Madam Chair. | was

4 | ooki ng at the 2008 testinony.

5 CHAI RMVAN BROWN:  So was | .

6 MR. RAPPOLT: | amsorry.

7 CHAI RVAN BROMN:  You did get a chance to have
8 di nner; right?

9 MR RAPPOLT: | did.

10 CHAI RVAN BROWN:  Ckay. (Good.

11 MR, RAPPOLT: It's not hel ping.

12 M5. BROWNLESS: Madam Chair, before we go on,
13 just so we don't get nmessed up, we think that the
14 next exhibit nunber is 678, and | believe you said
15 679.

16 CHAl RVAN BROMN:  It's 679.

17 M5. BROMNLESS: And what is 678, please?

18 CHAIl RVAN BROMN:  FPL's Response to Hospitals'
19 Interrogatories No. 81.

20 M5. BROMNLESS: Thank you, ma'am

21 CHAI RMAN BROWN: Pl ease focus. W got it all
22 covered up here.

23 BY MR RAPPCOLT:

24 Q kay, M. Hevert.
25 A Yes.
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1 Q In contrast to Bl oonberg, Value Line uses the
2 New Yor k Stock Exchange Conposite Index to neasure the
3 overall market return when calculating data; correct?
4 A That's right.
5 Q Okay. And the New York Stock Exchange I ndex
6 I s conposed of all common stocks traded on the New York
7 St ock Exchange; correct?
8 A That's ny under st andi ng, yes.
9 Q Ckay. On your stack of exhibits, you can skip
10 two of them That would be you can skip Interrogatory
11 No. 83 and Interrogatory No. 82.
12 MR, RAPPOLT: And then if | could have marked
13 as an exhibit -- it's described as Bl oonberg
14 Subscri ption of the New York Stock Exchange | ndex.
15 CHAI RMVAN BROWN: We're at 680, and we wi ||
16 mar k that Bl oonberg Subscription of New York Stock
17 Exchange | ndex.
18 (WHEREUPON Exhi bit 680 was nmar ked for
19 I dentification.)
20 CHAl RMAN BROWN: M. Hevert, do you have a
21 copy of that in front of you?
22 THE WTNESS: Yes, ma'am | do.
23 CHAI RVAN BROWN:  Al'l right.
24 BY MR RAPPCLT:
25 Q And if you can turn to the second page at the
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1 bottomprofile, it says that the New York Stock Exchange

2 Conpose I ndex includes ADRs; correct?

3 A Ri ght .

4 Q And what are ADRs?

5 A Ameri can Depository Receipts.

6 Q And that's foreign listings that are on the

7 New Yor k St ock Exchange; correct?

8 A That's correct.

9 Q Okay. And how many foreign listings are there
10 on the New York Stock Exchange?

11 A | could not tell you as | sit here.

12 Q Ckay. As you di scussed before, you were

13 sel ecting a proxy group that was conposed of entities

14 that faced simlar risks as FPL; is that correct?

15 A That's the intent. Correct.

16 Q Ckay. Now, the financial information that you
17 provide in your testinony and exhibits that you want the
18 Comm ssion to review, you want it to be as accurate as
19 possi bl e; correct?

20 A That's right.

21 Q And it's inportant to you to conpare apples to
22 appl es; right?

23 A ' mnot sure of your context there.

24 Q VWll, you wouldn't want to give the Conmm ssion

25 a m snatched set dat a.
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1 A Again, |I'mnot sure of your context.
2 MR LITCHFIELD: 1'll object. Could we just
3 get to the point?
4 MR. RAPPOLT: Fair enough.
5 CHAI RVAN BROMAN:  Sounds good.
6 BY MR RAPPCLT:
7 Q kay. Could we turn to your Exhibit RBH 107?
8 A Yes. |'mthere.
9 Q Ckay. And here you report the capital
10 structures of the proxy group entities and their
11 el ectric operating conpanies; correct?
12 A Yes. That's right.
13 Q And you note at the bottomthat the source for
14 the data is SNL Financial; correct?
15 A That's right.
16 Q And the percentages state the relationship
17 bet ween two conponents, |ong-term debt and conmmon
18 equity; right?
19 A That's right.
20 Q All right. So if we add up the percentages on
21 Page 1 and 2, they add up to 100 percent.
22 A That woul d be the intent.
23 Q kay. And short-term debt was not included in
24 your calculation; right?
25 A That's correct.
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1 Q And you do that with every single analysis

2 that you do in prior testinony -- well, not every one,

3 but nost of them Just generally speaking, M. Hevert.
4 A Ch, that's a very vague question. Mybe you

5 al so can give it another shot.

6 Q Fair enough. W have a ot of testinony in
7 the record, so we'll just nove on, on that.

8 In your sunmary, you noted that FPL had a
9 5.9 percent -- 5.9.6 percent -- excuse ne --

10 59.6 percent equity ratio on an investor-supplied

11 capital basis.

12 A Correct. On investor-supplied basis.

13 Q kay. Do you know how t hat was derived?

14 A 59. 6 percent?

15 Q Yes.

16 A Well, | certainly know that it was part of the

17 MFRs, but as to the actual cal cul ation and data
18 underlying it, you'd probably have to talk to
19 M . Dewhurst or soneone el se.

20 Q kay. Could you -- the next exhibit,

21 I nt errogat ory Nunber --

22 CHAI RMVAN BROWN:  Watch out for that cup in

23 front of you.

24 MR, RAPPOLT: Yeah.

25
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1 BY MR RAPPOLT:

2 Q -- 77, you can skip. GCkay?

3 CHAI RMVAN BROAWN:  Ckay.

4 MR RAPPOLT: And I'd like to identify two at
5 this tine.

6 CHAI RVAN BROWN:  Sure.

7 MR. RAPPOLT: One is MFR Schedul e D1-A for the
8 2017 Test Year.

9 CHAl RVAN BROAN:  We' || mark that one as 681.
10 (WHEREUPON Exhi bit 681 was marked for

11 I dentification.)

12 CHAIl RVAN BROAWN: M. Hevert, do you have a
13 copy of that in front of you?

14 THE WTNESS: Yes, ma'am | do.

15 CHAI RMAN BROWN:  Ckay. And then the next one,
16 sir?

17 MR. RAPPOLT: Is the Denonstrative Exhibit of
18 FPL's Calculation of Its Equity Ratio.

19 CHAI RMAN BROWN: | 've got that. Yes. 682
20 then we'll mark that one.

21 (WHEREUPON Exhi bit 682 was marked for

22 I dentification.)

23 MR, LITCHFI ELD: My | ask was this

24 denonstrative exhibit --

25 MR, RAPPOLT: It's designed to speed the
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Cross- exam nati on.

MR, LITCHFIELD: R ght. But was it identified
at the prehearing conference? | don't recall that
It was?

CHAl RVAN BROMWN: St aff ?

M5. BROMLESS: This is not one of our
exhibits in the conprehensive exhibit list. This
is an exhi bit provided today.

(si mul t aneous speaki ng)

MR RAPPOLT: W're fine with not putting this
into evidence, but | think it will help us get
t hrough the cross very quickly.

MR LITCHFIELD: | thought that all
denonstrative exhibits were required to be
i dentified.

M5. BROMLESS: | believe at the prehearing
conference what was required to be identified was
the exhibits that you wanted to put on the posters,
not --

CHAI RMAN BROWN:  Prehearing Oficer says --
nods and says she agrees.

So M. Litchfield?

MR, LITCHFIELD: 1'msorry. Prehearing
O ficer says?

CHAI RMAN BROWN:  Conmi ssi oner Edgar ?
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1 COMWM SSI ONER EDGAR: When the term "identified
2 denonstrative exhi bits" was used prior to and at
3 the prehearing, Ms. Brownl ess described it

4 correctly. It was if we were going to use the
5 poster boards to kind of put up, et cetera.

6 MR LITCHFIELD: | see. Thank you.

7 CHAI RMVAN BROWN: W th that understandi ng?
8 MR LITCHFI ELD: Yes. No objection.

9 CHAl RMVAN BROWN:  So we will mark 681 MFR
10 Schedul e D1 for the 2017 test. 682 is the

11 denonstrative exhibit of FPL's cal cul ation.

12 And, M. Hevert, you have both of those in
13 front of you.

14 THE WTNESS: Yes, ma'am | do.

15 BY MR RAPPQOLT:
16 Q Ckay. Can you | ook at the anobunts under

17 Colum 6 on the MFR schedul e?

18 A Ri ght. The system adjusted anounts?

19 Q Yes.

20 A Yes.

21 Q And can you | ook at the anpunts for |ong-term

22 debt, common equity, and short-term debt?
23 A Yes, | see those.
24 Q And then can you | ook at the denonstrative

25 exhibit and ook at the totals there and see if they
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1 correspond to your satisfaction?

2 A Yes, they do.

3 Q Ckay. At the top of the denonstrative

4 exhi bit, we have the cal culation of the capita

5 structure including short-termdebt; correct?

6 A Yes, that's right.

7 Q And the common equity ratio there is

8 59.6 percent; correct?

9 A It is.

10 Q Ckay. And at the bottomwe have it including
11  just common equity and long-term debt; correct?

12 A That's right.

13 Q And there it's 61.1 percent; correct?

14 A That's right.

15 Q kay. So if we're doing an appl es-to-appl es
16  conparison, M. Hevert, we want to | ook at the bottom
17 correct?

18 A Look at the bottom-- I'msorry?

19 Q W want to | ook at 61.1 percent commbn equity;
20 correct?

21 A |f we were going to conpare across conpani es?
22 Q If we were going to conpare to your RBH 10.

23 A kay. | see -- I'msorry. | see where you're
24 goi ng now. Yes.

25 Q Ckay.
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1 (M crophone thunpi ng noi se)
2 THE WTNESS: That was ne. |'msorry.
3 CHAI RMVAN BROWN:  Ch.

4 BY MR RAPPCLT:

5 Q Ckay. Let's turn back to RBH-10. 1In the

6 proxy group capital structure at the top, the highest
7 average equity ratio there is Westar Energy; correct?
8 A |"msorry. At the -- the top piece?

9 Q Yes, the top. The proxy group capital

10  structure.

11 A Right. 66 percent.

12 Q Ckay. And Westar was recently acquired by
13 Geat Plains Energy; correct?

14 A Well, the transaction is not yet closed, but

15 that's been announced. That's right.

16 Q Ckay.

17 MR. RAPPOLT: And if | could have marked the
18 next exhibit in the pack, it's Excerpts from Westar
19 Energy SEC Form No. 10-K

20 CHAI RMVAN BROWN: We're going to mark that as
21 Exhi bit 683.

22 (WHEREUPON Exhi bit 683 was marked for

23 I dentification.)

24 CHAl RMVAN BROWN: M. Hevert, do you have a
25 copy of that?
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1 THE WTNESS: Yes, ma'am | do.
2 CHAI RMVAN BROWN:  Ckay.
3 BY MR RAPPCLT:
4 Q Ckay. And you regularly review 10-Ks in your
5 Dbusiness; correct, M. Hevert?
6 A | do.
7 Q Ckay. And if you could turn to Page 42 of the
8 10-K
9 A Yes, | see that.
10 Q And there you provide -- or the exhibit
11 provi des the capital structure of Wstar Energy;
12 correct?
13 A That's right.
14 Q And it's 49 percent common equity in the end
15 of 2014; correct?
16 A That's what this shows. Correct.
17 Q Ckay.
18 A And Westar Energy at the hol di ng conpany
19 | evel. That's right.
20 Q Ckay. Wen you're presenting analysis to the
21 Comm ssi on, you want to make sure that you adequately
22 explain howthe inputs to that analysis are derived;
23 correct?
24 A | try to, yes.
25 Q Ckay. And you want to understand how the
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1 timng of the release of data may influence such dat a;
2 correct?
3 A | think | understand your question, and, yes.
4 Q Ckay. Could we turn to Page 55 of your direct
5 testinony?
6 Actually we could skip that. W've already
7 had di scussi ons about PE ratios; correct, M. Hevert?
8 The PE ratio is price to earnings.
9 A "' mnot sure we've already had a di scussion,
10 but | agree with you that that's what it is.
11 Q Ckay.
12 MR, RAPPOLT: Sorry. W do need to go to
13 Page 55. I'msorry, Madam Chair. | was trying to
14 speed this along, but --
15 CHAl RVAN BROMN: | appreciate that though.
16 BY MR RAPPCLT:
17 Q Page 55.
18 A Yes. |'mthere.
19 Q Ckay. Now, in the first paragraph, you're
20 descri bi ng your proposed proxy groups' average PE ratio
21 as conpared to the market; correct?
22 A Yes. That's correct.
23 Q And the market you're referring to is the S&P
24 500; correct?
25 A That's right.
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1 Q Ckay.
2 MR, RAPPOLT: If | could have marked for
3 identification the next exhibit.
4 CHAI RVAN BROAN: 6847
5 MR, RAPPOLT:. Yes.
6 CHAI RVAN BROMN:  What woul d you |i ke nmarked as
7 6847?
8 MR, RAPPOLT: This is Hevert Direct Wrk
9 Papers Hi storical PE Ratios.
10 CHAI RMVAN BROWN:  Ckay. W will mark that as
11 such.
12 (WHEREUPON Exhi bit 684 was marked for
13 I dentification.)
14 BY MR RAPPCLT:
15 Q M. Hevert, this is one of the work papers you
16 provided in discovery in this proceedi ng; correct?
17 A Yes, it is.
18 Q And you provide the PE ratios for your proxy
19 group for each trading day from January 15, 2016,
20  through January 3, 2000; correct?
21 A " mjust going to go back and --
22 Q We can take that subject to check, M. Hevert.
23 A January 3, 2000, through January 15, 2016.
24 Q Ckay. Now, when selecting the data period to
25 provi de an average PE ratio, you wouldn't want to start
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1 during an abnormally | ow point; would you?

2 A An abnormally low point? |'mnot sure what

3 your question is.

4 Q Wll, if you' re doing an average, M. Hevert,
5 and you start at what would be an abnormally | ow poi nt

6 | ooki ng at a broader range of data, that would provide a
7 skewed average; correct?

8 A And | think that depends upon your definition
9 of abnormal and the reason sonething nmay be abnormal,

10 but as a general proposition, |I'd agree with you.

11 Q Okay. For a single publicly traded conpany,
12 the daily PE ratio is cal cul ated by dividing that

13 entity's stock price on each day by the entity's

14 ear ni ngs per share; correct?

15 A There's a couple of different ways of doing
16 it, but the way we've done it here is it's |like the --
17 the closing price divided by the trailing twelve nonths'

18 ear ni ngs.

19 Q Ckay.
20 A And | -- when | say "we," the only thing Il
21 say subject to check is that this in all |ikelihood was

22 data where the PE ratio was cal cul ated by either SNL

23 Fi nanci al or Bl oonber g.

24 Q And that's the closing daily price?
25 A | think so. | can't speak exactly for how the
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1 two woul d have done it, but it would be a daily price
2 however defi ned.
3 Q And the earnings per share portion of the

4 equation, it only changes once per quarter; correct?

5 A It would change quarterly. Correct.
6 Q Ckay.
7 A It would be -- because it's trailing twelve

8 nonths, it would be sort of rolling on a quarterly

9 basi s.
10 Q | believe -- let's see.
11 Ckay. \Wen devel opi ng this work paper, you

12 used the sane proxy group for the entire period,

13 correct?

14 A Yes. That's right. And the reason we note
15 the source as SNL Financial is that SNL gives you the
16 ability to create what they refer to as an index; so it
17 puts all of the conpanies in one index, and it weights
18 themby their market capitalization at any given point
19 intime. Soit's not a sinple average. |It's a narket
20 capitalization weighted average which is cal cul ated by
21 SNL.

22 Q Ckay. And you've testified in nunerous

23 el ectric proceedings, and in those proceedi ngs you used
24 different proxy groups; correct?

25 A Yes. That's correct.
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23

24

25

Q
A

Q

Based on market data at that tine; right?
Wl |, and based on the subject conpany.

Ckay. Back to page 55 of your direct

testi nony, on Line 10 you note a historical average PE

ratio.

s that the seven percent discount you descri bed

in Lines 3 to 67

A

SO -- I'msorry. So which line were you

aski ng about ?

Q

Basically I just want to know what the

hi stori cal average is on Line 10.

A

Ch, | see. Yes. | think it's sort of a

| onger-term aver age.

Q
A

Whi ch is what?

| would say it's -- ny -- just gonna take a

| ook real quick if you don't m nd.

That woul d be -- that woul d be begi nni ng

January 2000.

Q
A

So the -- what is the historical average?

Oh, | can't tell you as | sit here right now.

|'"'msure we can calculate it fromthe work paper here.

Q

So you want to adjust the DCF ratio, and you

don't know what the historical average is of PE ratio?

A
prem um

Q

Ch, what we knowis that it traded at a
| mean, i1t --

O what? Conpared to what, M. Hevert?
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A Conpared to the market. There --
Q What is the historical average?

MR, LI TCHFI ELD. (bjection. The witness is
all owed to be heard.

CHAl RVAN BROMN:  You beat ne to the punch.

"Il allowthe witness to clarify his answer.

M. Hevert, you can continue.

THE WTNESS: Thank you.

The -- if you -- if you read page -- excuse
nme -- Page 55, Lines 5 through 6, what we talk
about is the fact that the proxy group traded at an
average PE ratio at a seven percent discount. Wat
we're | ooking at here is the relative PE ratio.

Did it trade at a premumto the market? Did it
trade at a discount to the market?

And so to your question, M. Rappolt, is do |
know of f hand what the average was? | don't. \Wat
| know -- although we certainly can calculate it
fromthese works papers. But what we do know is
that historically it had traded at a di scount and
that during the tine period in question it began to
trade at a premum And it's that fundanental
relationship if historically utilities trade at a
di scount to the market and now suddenly they're

trading at a substantial premumto the market,
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1 that woul d suggest that utility investors have
2 fundanental | y changed the way they're | ooking at
3 t he market.
4 So to your question, M. Rappolt, | don't know
5 right offhand what the -- what the exact historical
6 average was. W can calculate it. But the purpose
7 of this analysis was a relative valuation.
8 BY MR RAPPCLT:
9 Q | don't understand the answer. Relative to
10 what?
11 A If we -- okay. Let's read lines -- begin
12 readi ng Li ne 3.
13 From 2000 t hrough the end of August 2012 --
14 and forget the parenthetical -- the proxy group average
15 PE ratio traded at a seven percent discount to the
16 market to the S&P 500.
17 Q So seven percent?
18 A Seven percent to the market historically, and
19 it traded at a discount. That's right.
20 Q Thank you, M. Hevert.
21 (Transcript continues in sequence in Vol une
22 20.)
23
24
25
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