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 Case Background	
On May 31, 2022, Florida City Gas (FCG or Company) filed a petition seeking the Florida Public Service Commission’s (Commission) approval of a rate increase and associated depreciation rates. FCG is a natural gas local distribution company providing sales and transportation of natural gas, and is a public utility subject to this Commission’s regulatory jurisdiction under Section 366.02, Florida Statutes (F.S.). As a subsidiary of Florida Power & Light Company, FCG currently serves approximately 116,000 residential, commercial, and industrial natural gas customers in Miami-Dade, Broward, St. Lucie, Indian River, Brevard, Palm Beach, Hendry, and Martin counties. 
FCG requested an increase of $29.0 million in additional annual revenues, and updated its request in rebuttal testimony to $28.3 million. Of that amount, $5.7 million is associated with the reclassification of the Company’s Safety, Access, and Facility Enhancement (SAFE) program revenues from surcharge to base rates and $3.8 million is related to the revenue requirements for the previously approved Liquefied Natural Gas (LNG) Facility. Additionally, the remaining $18.8 million is necessary, according to FCG, for the Company to earn a fair return on its investment and to adopt the requested reserve surplus amortization mechanism (RSAM). FCG based its request on a 13-month average rate base of $489 million for the projected test year ending December 31, 2023. The requested overall rate of return is 7.09 percent based on a mid-point of 10.75 percent return on equity.
The Company’s last rate case was filed on October 23, 2017, and was resolved by the Commission’s approval of a settlement agreement in 2018 (2018 Settlement Agreement).[footnoteRef:1] The Commission-approved settlement agreement allowed FCG to generate an additional $11.5 million in revenues for the projected test year ended December 31, 2018. The settlement agreement also authorized a return on equity of 10.19 percent. [1:  Order No. PSC-2018-0190-FOF-GU, issued April 20, 2018, in Docket No. 20170179-GU, In re: Petition for rate increase by Florida City Gas.] 

Order No. PSC-2022-0199-PCO-GU acknowledged intervention by the Office of Public Counsel (OPC). In Order No. PSC-2022-0262-PCO-GU, intervention was granted to the Federal Executive Agencies (FEA). Order No. PSC-2022-0377-PCO-GU granted intervention to the Florida Industrial Power Users Group (FIPUG). In Order No. PSC-2022-0285-PCO-GU, the Commission suspended the proposed permanent increase in rates and charges.
Three virtual customer service hearings were held on September 14 and 15, 2022. A total of 13 customers participated at the virtual service hearings and spoke positively of the Company’s quality of service, though one customer also voiced opposition to the rate increase. Two in-person service hearings were held, one in Pembroke Pines on September 20, 2022, and one in Melbourne on September 21, 2022. Four customers spoke at the in-person service hearings and spoke favorably of FCG’s quality of service, with one customer also expressing concerns regarding the size of the rate increase. An administrative hearing was held December 12-13, 2022. At the hearing, the Commission approved the following stipulated issues: 10, 14, 16, 18, 20, 21, 30, 32, 33, 37, 43, 44, 48, 21, 56, 63, 64, 69, 70, 72 and 73.

The Commission received letters from six customers that were placed in correspondence in the docket. All of the customers urged the Commission not to increase their gas rates during these financially challenging times, and one customer commented on the poor customer service that they had experienced. 
This recommendation addresses the requested permanent rate increase. The Commission has jurisdiction over this matter pursuant to Chapter 366, F.S., including Sections 366.06 and 366.071, F.S.



[bookmark: _Toc127535387]Executive Summary 	
The Company’s last rate case was filed on October 23, 2017, and was resolved by the Commission’s approval of the 2018 Settlement Agreement. Approximately five years later, on May 31, 2022, FCG filed the current petition requesting approval of a base rate increase and associated depreciation rates. In the petition, FCG requested an increase of $29.0 million in additional annual revenues. Of that amount, $5.7 million is associated with the reclassification of the Company’s SAFE program revenues from a surcharge to base rates. The reclassification of the SAFE revenues were stipulated in Issues 10, 69 and 70 prior to the hearing. The LNG Facility, which was previously approved as being needed in the 2018 Settlement Agreement, has a revenue requirement impact of $3.8 million. The controversy with this item is the delayed in-service date of the facility which is discussed in Issue 12. The remaining incremental base revenue increase is driven primarily by plant investment based on a requested mid-point of 10.75 percent return on equity (ROE). FCG’s current authorized ROE is 10.19 percent.
OPC, FEA, and FIPUG intervened in the docket, and OPC and FEA both sponsored witness testimony. In its post-hearing brief, OPC recommended an incremental revenue increase of $4.8 million based, in part, upon a 9.25 percent ROE. FEA recommended an ROE of 9.4 percent but did not provide a specific revenue requirement recommendation. FIPUG adopted the position of FEA regarding ROE and adopted the position of OPC for overall revenue requirement. Staff is recommending an incremental revenue increase of $16.6 million using a 10.00 percent ROE. Staff’s recommended adjustments to the Company’s request are mostly driven by a reduced ROE (Issue 29), removal of a prior acquisition adjustment (Issues 15 and 50), and a reduction in property taxes (Issue 52).

Also included in FCG’s petition was the request for approval of several regulatory provisions designed to manage earnings in order to mitigate the need for future rate relief. The primary components are: 1) a mechanism to account for future tax reform legislation; 2) continuation of the storm damage accrual and reserve amount; and, 3) the creation of a depreciation reserve surplus and the associated RSAM. 

As discussed in Issue 68, staff is recommending that an additional mechanism to address future tax legislation is not needed as the current rules and practices suffice. As discussed in Issue 45, staff is recommending continued use of the existing storm damage accrual and reserve amounts as a means to address potential storm damage expenses without an incremental cost to customers. As discussed in Issue 5, staff is recommending the use of a depreciation study based on traditional utility practices and assumptions for service lives. The study was sponsored by FCG and results in a small, approximately $3.2 million, depreciation reserve deficit. Therefore, if the Commission approves staff’s recommendation in Issue 5, Issue 67 is moot as there would be no depreciation reserve surplus to support the use of an RSAM. However, FCG also proposed the approval of depreciation rates that are the same as those adopted in a settlement agreement with Peoples Gas System (PGS) in Docket No. 20200051-GU.[footnoteRef:2] FCG’s proposal for setting aside its own depreciation study asks the Commission to ignore FCG specific depreciation rates, contrary to Section 366.06(1), F.S., as the basis of recording expenses in its books and records. If the PGS depreciation rates are utilized, depreciation expenses are slightly reduced and a significant depreciation reserve surplus, approximately $52.1 million, is created. FCG proposed these alternative depreciation rates in order to generate a reserve surplus solely to support the use of an RSAM. As discussed in Issue 67, neither staff nor any of the intervening parties support the creation and use of the proposed RSAM. [2:  Order No. PSC-2020-0485-FOF-GU in Docket Nos. 20200051-GU In re: Petition for rate increase by Peoples Gas System; 20200166-GU In re: Petition for approval of 2020 depreciation study by Peoples Gas System; and 20200178-GU; In re: Petition for approval to track, record as a regulatory asset, and defer incremental costs resulting from the COVID-19 pandemic, by Peoples Gas System.] 


Historically, a depreciation reserve surplus has been returned to customers over the remaining life of the assets or through a refund. The concept behind an RSAM is allowing the utility to utilize depreciation-related funds already collected from customers in order to manage earnings within the Commission approved range. In theory, this benefits the customers and the utility by reducing the risk of volatility and potential frequency of rate cases. If the Commission is persuaded that an RSAM is needed, staff recommends that the reduced risk of volatility should be recognized with two modifications to FCG’s proposal. First, the RSAM should only be utilized in order to bring the Company to its authorized mid-point ROE. Any earnings from the mid-point up to the top of the authorized range should be accomplished through efficiency improvements, cost savings, or incremental sales above the test year values. Second, the approved mid-point and subsequent range of ROE should reflect the reduction in risk and be recognized with a 50 basis point reduction to 9.5 percent. These options are discussed in Issues 67 and 29.
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[bookmark: _Toc127535389]Issue 1:	 
 Is FCG’s projected test period of the twelve months ending December 31, 2023, appropriate?
Recommendation: 
 Yes. FCG’s projected test period comprised of the twelve months ending December 31, 2023, is appropriate. (Kunkler) 
Position of the Parties
FCG: 
 Yes.  The Company’s petition requests an increase in base rates effective February 1, 2023.  Accordingly, 2023 is the most appropriate year to evaluate the Company’s projected revenue requirements to afford the appropriate match between revenues and revenue requirements for 2023. (Campbell, Fuentes)
OPC: 
 No. If there are no imminent plans to merge the company with another and with appropriate adjustments, the proposed 2023 test year may be representative of the period of time in which rates will be in effect. FCG has failed to meet its burden of demonstrating the appropriateness of the test year since, given its concealed merger activities in the 2018 case, it has refused to demonstrate that there will be no merger activities that will affect the appropriateness of the test year.
FEA: 
 No position.
FIPUG: 
 Adopts position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG witness Campbell stated that the Company used the 2023 projected test year, based on the 12-month period ending December 31, 2023, as the test period in this proceeding. (TR 1047) Witness Campbell argued that the 2023 projected test year best reflects the Company’s revenues, costs, and investments during the year in which new rates are proposed to go into effect. (TR 1047) The Company also proposed that new base rates become effective February 1, 2023, at a level “sufficient to recover the Company’s revenue requirements in 2023 with an opportunity to earn a fair and reasonable return.” (TR 1047) 

FCG argued that the Intervenors’ assertion that the Company’s projected test year may not be appropriate - due to potential merger or acquisition activities - should be rejected. (FCG BR 8) The Company continued that it would be inappropriate for FCG to incorporate information into its test year forecast that involves “hypothetical, speculative merger scenarios.” (FCG BR 8) The Company further stated that even if merger and/or sale activities were to occur at some unknown point in the future, any impact to FCG’s base rates would be “addressed by FCG and this Commission in the applicable base rate proceeding.” (FCG BR 8)

OPC
OPC argued in its brief that FCG failed to meet the burden of demonstrating that the projected 2023 test year is appropriate as the Company has refused to demonstrate that there will be no merger activities that will affect the appropriateness of the test period. OPC further argued that its concerns about potential merger or sale activities is not merely “idle speculation,” citing the acquisition of FCG by NextEra Energy from Southern Company “during the pendency of the Company’s 2017 rate case.”[footnoteRef:3] OPC continued that this acquisition was done during the 2017 rate case “without informing the Commission or parties to the case and settlement.” (OPC BR 3) OPC stated that FCG witnesses Campbell and Fuentes have each denied that there are ongoing merger or sale activities that would affect rates. However, OPC added that “neither witness could unequivocally state that they would be in a position to know under all circumstances.” (OPC BR 4; TR 822; TR 943; TR 1232) [3:  Docket No. 20170179-GU, In re: Petition for rate increase by Florida City Gas.] 


FEA
FEA did not provide an argument. (FEA & FIPUG BR 4)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 4)
ANALYSIS

In general, a projected test year methodology uses forecasted data for a 12-month period to match average revenues and expenses with average rate base investment. OPC and FIPUG agree that the 2023 test year may be representative of the period of time in which rates will be in effect, with the caveat of “with appropriate adjustments” and “no imminent merger or sale activities.” (OPC BR 3) However, OPC argued that the Company did not adequately demonstrate there will be no merger activities that will affect the appropriateness of the test year, and therefore, the test period ending December 31, 2023 is not appropriate for setting rates. (OPC BR 3) FCG argued that the Intervenors’ concerns about potential merger activities are unsupported by the record and should be rejected, as there is “no evidence of any merger or sale activity, costs, or savings included in FCG’s 2023 Test Year.” (FCG BR 8) 
Staff believes that denying the use of a projected test year based solely upon the possibility of merger activities, as argued by the Intervenors, is not reasonable. With regard to the Intervenors’ assertion that “appropriate adjustments” be made to the 2023 test year, no Intervenors cited any specific adjustments to the 2023 test year relating to this instant issue. Further, staff notes that no Intervenors proposed any alternative to the projected test year as proposed in this case for setting rates.
Staff believes that FCG’s proposed 2023 test year will result in a matching of the Company’s revenues to be produced, during the first twelve months in which the new rates would be in effect, with average rate base investment and average expenses for the same period. Therefore, staff agrees with the Company that the projected test period of the twelve months ending December 31, 2023 is appropriate.
CONCLUSION

Staff recommends that FCG’s projected test period comprised of the twelve months ending December 31, 2023, is appropriate.




[bookmark: _Toc127535390]Issue 2:		 
 Are FCG’s forecasts of customer and therms by rate class for the projected test year ending December 31, 2023, appropriate? If not, what adjustments should be made?
Recommendation: 
 Yes. FCG’s test year customer forecasts and therm forecasts for the projected test year, by rate class, are appropriate and no adjustments are necessary. (Kunkler)  
Position of the Parties
[bookmark: Parties]FCG: 
 Yes. FCG relied on statistically sound forecasting methods and reasonable input assumptions to forecast customers and therms by rate class for the 2023 projected Test Year.  Consistent with Commission precedent, FCG’s forecast assumes normal weather conditions. Additionally, the forecast of customers and therms by rate schedule is consistent with the sales and customer forecast by revenue class and reflects the billing determinants specified in each rate schedule. (Campbell)
OPC: 
 No. FPL appears to have understated these elements of the forecast and an adjustment should be made based on information being developed in discovery and at hearing.
FEA: 
 No position.
FIPUG: 
 Adopts position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG witness Campbell testified that the Company’s customer and therm forecasts were developed using statistically sound econometric and regression models and include logically reasonable drivers obtained from leading industry experts. (TR 1052) Witness Campbell further stated that the Company’s customer and therm forecasts were evaluated for reasonableness by comparing forecasted trends against historical trends and other growth factors. (TR 1052). Witness Campbell argued that the forecasting approach used in this case is consistent with criteria used by the Commission in previous proceedings.[footnoteRef:4] (TR 1053)  [4:  In its brief, FCG cited: Order No. PSC-16-0032-FOF-EI, issued January 19, 2016, in Docket No. 20150196-EI, In re: Petition for determination of need for Okeechobee Clean Energy Center Unit 1, by Florida Power & Light Company; Order No. PSC-14-0590-FOF-EI, issued October 21, 2014, in Docket No. 20140111-EI, In re: Petition for determination of cost effective generation alternative to meet need prior to 2018, by Duke Energy Florida, Inc.; Order No. PSC-13-0505-PAA-EI, issued October 28, 2013, in Docket No. 20130198-EI, In re: Petition for prudence determination regarding new pipeline system by Florida Power & Light Company; Order No. PSC-12-0179-FOF-EI, issued April 3, 2012, in Docket No. 20110138-EI, In re: Petition for increase in rates by Gulf Power Company; Order No. PSC-12-0187-FOF-EI, issued April 9, 2012, in Docket No. 20110309-EI, In re: Petition to determine need for modernization of Port Everglades Plant, by Florida Power and Light Company; Order No. PSC-09-0375-PAA-GU, issued May 27, 2009, in Docket No. 20080366-GU, In re: Petition for rate increase by Florida Public Utilities Company.; Order No. PSC-04-0128-PAA-GU, issued February 9, 2004, in Docket No. 20030569-GU, In re: Application for rate increase by City Gas Company of Florida.] 
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OPC
As part of its argument that adjustments should be made with regard to the Company’s customer and therm forecasts, OPC cited in its brief an excerpt from staff’s cross examination of FCG witness Campbell. This excerpt included questions related to additional Company revenues in 2024 and 2025 resulting from FCG’s expected growth in customers. (OPC BR 5). OPC noted that witness Campbell stated he did not forecast the impact of this growth in customers but estimated that this growth would result in additional revenues of approximately $200,000 per year. (OPC BR 5) Additionally, OPC noted that the witness admitted that the Company’s customer and therm forecasts typically become progressively less reliable the further they are projected into the future. (OPC BR 5). OPC concluded its argument stating that “the prospect of understated revenues in the test year and beyond mitigates against the need to consider a RSAM or four-year rate plan.” (OPC BR 5)

FEA
FEA did not provide an argument. (FEA & FIPUG BR 4)

FIPUG
FIPUG adopted the position of OPC; but did not provide an argument.  (FEA & FIPUG BR 4)
ANALYSIS

In this case, FCG provided forecast models which detail the Company’s historical and forecasted customer counts and therm sales. FCG witness Campbell stated that the Company’s customer forecasts reflect the total number of active accounts served by FCG and include other factors such as the impacts of new service installations and changes in the number of inactive accounts, while the Company’s therm sales reflect the amount of natural gas provided to all customers served by FCG. (TR 1052) 

In its brief, OPC referenced FCG witness Campbell’s cross examination in which he was questioned by staff counsel regarding additional revenues resulting from customer growth in 2024 and 2025. (OPC BR 5) OPC also cites this understatement of revenues as a reason to mitigate the need for the Company’s requested RSAM and four-year plan. (OPC BR 5) However, staff believes that OPC’s argument in this issue appears to be unrelated to the instant issue. This issue focuses solely on whether or not the Company’s forecasts of customers and therm sales for the 2023 test year are appropriate. This issue does not address whether the Company’s revenues in 2024 and 2025 are understated, nor the appropriateness of the Company’s requested RSAM or four-year plan. The Intervenors did not present testimony or evidence to disprove FCG’s test year forecast models or assumptions, and did not propose any adjustments to FCG’s forecasts of customers and therms for the projected test year.

The Company projected a customer count of approximately 117,487 and therm sales of approximately 173,612,198 for the 2023 test year. In discovery, staff analyzed FCG’s historical customer and usage data (2010-2021), year-to-date accuracy (2022), and year-over-year growth rates. Staff believes the forecast models and assumptions utilized by FCG in this case provide a reasonable estimate of the Company’s customer counts and therm sales, by rate class, for the 2023 test year. (EXH 133; EXH 149) Therefore, staff believes the Company’s customer and therm sales forecasts for the projected test year are reasonable and appropriate.
CONCLUSION

FCG’s test year customer forecasts and therm forecasts for the projected test year, by rate class, are appropriate and no adjustments are necessary.



[bookmark: _Toc127535391]Issue 3:	 
 Are FCG’s estimated revenues from sales of gas by rate class at present rates for the projected test year appropriate? If not, what adjustments should be made? 
Recommendation: 
Yes. FCG's estimated revenues from sales of gas by rate class at present rates for the projected test year, totaling $62,828,352, are reasonable and appropriate. This amount includes the Company-noted adjustment of $155,495 to reflect additional revenues associated with the Load Enhancement Service rate class. (Kunkler) 
Position of the Parties
FCG: 
 Yes. FCG’s sales forecasts were developed using econometric and regression models as the primary tools. These models are statistically sound and include logically reasonable drivers obtained from leading industry experts. FCG evaluated the forecasts for reasonableness by comparing forecasted trends against historical trends and other growth factors. FCG has correctly estimated the 2023 revenues from sales of gas at present rates. The revenue calculations for 2023 are detailed in Test Year MFR E-1 (with RSAM). (Campbell)
OPC: 
 No. FPL appears to have understated these elements of the revenue estimate and an adjustment should be made based on information being developed in discovery and at hearing.
FEA: 
 No position.
FIPUG: 
 Adopts position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG argued in its brief that the same reasonable forecasting methodologies described under Issue 2 were applied in developing its estimated revenues from sales of gas. (FCG BR 10) The Company stated that these methodologies included statistically sound models and logically reasonable drivers obtained from leading industry experts. (FCG BR 10) FCG concluded that the record in this case supports that the Company’s projected revenues from the sale of gas by rate class, as reflected in the testimony of FCG witness Campbell and associated MFR schedules, have been “calculated based upon reliable, robust, and accepted methods.” (EXH 6; FCG BR 10)

OPC
For this issue, OPC cited its argument in Issue 2 which discussed staff’s cross examination of FCG witness Campbell regarding additional revenues from growth in customers in 2024 and 2025. (OPC BR 6) OPC noted that witness Campbell stated he did not forecast the impact of this growth in customers but estimated that this growth would result in approximately $200,000 in additional revenues per year. (OPC BR 5) In addition, OPC noted that the witness admitted that the Company’s customer and therm forecasts typically become progressively less reliable the further they are projected into the future. (OPC BR 5) OPC concluded that “the prospect of understated revenues in the test year and beyond mitigates against the need to consider a RSAM or four-year rate plan.” (OPC BR 5)

FEA
FEA did not provide an argument. (FEA & FIPUG BR 4)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 4)
ANALYSIS

This issue addresses whether or not FCG’s estimated revenues from sales of gas, by rate class, at present rates for the projected test year are appropriate. As explained in Issue 2, FCG provided forecast models which detail the Company’s forecasted customer counts and therm sales for the 2023 test year. Once FCG established the forecasted customer counts and therm sales for the projected test year, the Company multiplied them by current rates for each customer class and summed to yield total revenues. The Company forecasted a total of $62,828,352 in revenues from sales of gas at present rates for the 2023 test year. [footnoteRef:5]  (EXH 6; EXH 25; TR 235) [5:  The Company’s forecasted revenue from sales of gas in the amount of $62,828,352, as detailed in MFR E-1, page 2 of 3, includes a positive adjustment in the amount of $155,495 to reflect revenues associated with the LES rate class.] 


There was an exception to the Company’s revenue forecast process for one customer class - Load Enhancement Service (LES). FCG witness Debose explained in her direct testimony that the LES customer class is an existing optional rate available to customers who can provide “verifiable documentation showing a viable alternative fuel or the opportunity to completely bypass FCG’s system.” (TR 235) In an effort to retain these customers on FCG’s system, the Company’s LES customers are eligible for a discounted, negotiated rate. The discount provided to these customers is recovered from the general body of ratepayers through the Competitive Rate Adjustment (CRA) rider. The Company explained that for the purposes of the revenue forecast, the LES customers were forecasted at one hundred percent of their otherwise applicable rate schedules and argued that this approach “better aligns the revenues and costs incurred to provide service to the LES customers with the appropriate rate schedule, while recognizing that the difference between the revenues under the tariffed rate and the negotiated LES rate are recovered through the CRA.” (TR 235-236) Staff believes this approach is reasonable for purposes of estimating test year revenues for LES customers.

In its brief, OPC cited that its argument regarding additional Company revenues resulting from customer growth in 2024 and 2025 (see Issue 2) resulted in an understatement of projected revenue in those years. OPC included in its argument the possibility that such revenue, if properly accounted for, mitigates FCG’s need for an RSAM and a four-year plan. However, as was the case with Issue 2, staff believes that OPC’s argument in this issue does not appear to address the issue of the appropriateness of test year revenues from sales of gas at present rates. 

Staff confirmed that FCG used the correct current rates and billing determinants consistent with the Company’s forecasts for all customer classes in their calculations of test year revenue. (EXH 6; EXH 7) Staff believes that in all instances, the revenue forecasts for all customer classes are reasonable. Furthermore, staff notes that the Intervenors did not present testimony or evidence to rebut FCG’s test year forecast of revenues from sales of gas at current rates.
CONCLUSION

Staff recommends that FCG's estimated revenues from sales of gas by rate class at present rates for the projected test year, totaling $62,828,352, are reasonable and appropriate. This amount includes the Company-noted adjustment of $155,495 to reflect additional revenues associated with the Load Enhancement Service rate class.



[bookmark: _Toc125363986][bookmark: _Toc127535392]Quality of Service	
[bookmark: _Toc127535393]Issue 4:	 
 Is the quality of service provided by FCG adequate?
Recommendation: 
 Staff recommends that FCG’s quality of service is adequate. (Knoblauch) 
Position of the Parties
FCG: 
 Yes.  FCG has delivered superior reliability and a high level of customer service.  The Commission held a total of five customer service hearings, with three held virtually and two held in-person at the request of OPC.  At these hearings, a total of 18 individuals appeared and none expressed a negative view of the service quality provided by FCG. (Howard)
OPC: 
 At least one customer has submitted a comment to the Commission in this docket and expressed dissatisfaction with the quality of service provided by FCG. Furthermore it is unclear if some of the testimony of the individuals who appeared at the customer service hearings reflect actual service provided by FCG. The merits of this testimony and other customer information adduced through the hearing should be considered.
FEA: 
 No position.
FIPUG: 
 Adopt position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG argued that it provides safe, reliable, and high-quality service to customers and the communities it serves. (FCG BR 10) The Company argued that none of the customers that participated at the service hearings, both virtually and in-person, expressed any negative views of FCG, and were instead complimentary of the Company and its employees. (FCG BR 10-11) FCG argued that it had taken steps since its last rate case to implement customer experience and process improvements. Although the Commission had logged 584 customer contacts since FCG’s last rate case, 85 percent were logged as “warm transfers” regarded as informational in nature, 15 percent were logged as complaints, and 0.7 percent were found to be a possible rule violation. (FCG BR 11)
OPC
OPC did not provide an argument. (OPC BR 6)
FEA
FEA did not provide an argument. (FEA & FIPUG BR 4)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 4)


ANALYSIS
Pursuant to Section 366.041, F.S., in fixing rates the Commission is authorized to give consideration, among other things, to the efficiency, sufficiency, and adequacy of the facilities provided and the services rendered. The Commission held three virtual service hearings on September 14 and 15, 2022. Additionally, the Commission held two in-person service hearings within FCG’s service territory on September 20 and 21, 2022. The service hearings provide an opportunity for customers to raise concerns regarding the Company’s quality of service and its request for a rate increase. A total of 13 customers participated at the virtual service hearings, all of whom spoke positively of the Company’s quality of service, although one customer also voiced opposition to the rate increase. Four customers spoke at the in-person service hearings, which were held in Pembroke Pines and Melbourne. All of the customers at the in-person service hearings spoke favorably of FCG’s quality of service, and one customer also expressed concerns regarding the size of the rate increase. FCG serves approximately 116,000 customers.
Staff witness Calhoun testified to the number of consumer complaints logged with the Commission against the Company from July 1, 2017, to June 30, 2022. During that time period, witness Calhoun testified that 584 complaints were logged with the Commission with 489 of those being transferred to FCG or Warm-Transfers. Of the complaints, approximately 52 percent concerned billing issues and approximately 48 percent involved quality of service issues. (TR 548) Additionally, witness Calhoun testified that four billing complaints and one service quality complaint appeared to demonstrate a violation of Commission Rules. (TR 549)
In his rebuttal testimony, FCG witness Howard testified that the customer comments made at the service hearings were complimentary of the Company and the large majority of the customer contacts received by the Commission were informational in nature or Warm-Transfers. (TR 626-627; TR 624) Therefore, only 87 of the customer contacts were logged as complaints, with 4 being possible rule violations. (TR 624) Witness Howard testified that efforts had been made since 2018 to update the customer complaint resolution process. (TR 625) These included: (1) creation of a process to handle more complex questions from customers that cannot be adequately answered on the initial call, (2) cataloguing and addressing common complaints expressed by customers, (3) identifying and incorporating best practices from FPL’s customer complaint process, (4) implementation of a management review process for Commission complaints, (5) instituting a one-call resolution target for Warm-Transfers, and (6) establishing internal goals to reduce Warm-Transfers and Commission complaints. (TR 625-626)
Pursuant to Rule 25-7.018, Florida Administrative Code (F.A.C.), each utility shall keep a complete record of all interruptions affecting the lesser of 10 percent or 500 or more of its division meters. Based on the FCG’s filing, there were no customer interruptions affecting either 10 percent or 500 meters during the historic test year. (EXH 9) Staff also examined the complaints presented in witness Calhoun’s testimony and observed that the number of service complaints has continually decreased since 2018. Based on a review of all witness and customer testimony and consideration of the information presented above, staff recommends that the Company’s quality of service is adequate.

CONCLUSION
Staff recommends that FCG’s quality of service is adequate.



[bookmark: _Toc124241448][bookmark: _Toc125363988][bookmark: _Toc127535394]Depreciation Study	
[bookmark: _Toc127535395]Issue 5:	 
 Based on FCG’s 2022 Depreciation Study, what are the appropriate depreciation parameters (e.g., service lives, remaining life, net salvage percentage, and reserve percentage) and resulting depreciation rates for each distribution and general plant account?
Recommendation: 
The appropriate depreciation parameters are those that result from witness Allis’ FCG-specific depreciation study. These parameters are reflective of FCG’s assets life, mortality, and net salvage characteristics, and are consistent with past Commission practices. Staff’s recommended depreciation parameters and resulting depreciation rates for each distribution and general plant account are shown on Table 5-3. If the Commission approves staff’s recommended depreciation parameters and rates, Issues 6 and 67 are moot. (Smith, Wu)
Position of the Parties
FCG: 
 Based on FCG’s 2022 Depreciation Study, the most reasonable depreciation parameters and resulting depreciation rates for each distribution and general plant account are reflected on CEL Ex. 40. However, FCG’s proposed RSAM-adjusted depreciation rates represent a reasonable alternative to those contained in the 2022 Depreciation Study and are appropriate and necessary to support the tremendous customer value and savings under FCG’s proposed four-year rate plan. (Allis, Campbell, Fuentes)
OPC: 
 The depreciation parameters and resulting depreciation rates are shown in OPC Witness Garrett’s testimony and Exhibits 66-74. These parameters and rates are proposed for the legitimate establishment -- in the Commission’s litigated ratemaking process -- of depreciation expense to the lives of the assets and not for the purpose of creating an artificial earnings manipulation device.
FEA: 
 FEA took no position.
FIPUG: 
 FIPUG adopted the position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG stated that there are three different proposals for depreciation parameters in this case: FCG’s 2022 Depreciation Study (2022 Study), OPC’s proposed parameters, and FCG’s RSAM-adjusted parameters. (FCG BR 11) FCG explained that each scenario proposes slightly different estimates for service lives for four distinct accounts. (FCG BR 11-12) FCG noted that even though all three scenarios propose longer lives than those currently approved for FCG, all are not materially different and are within a range of reasonableness. (FCG BR 12)
FCG witness Allis explained that “service life estimates in any given depreciation study are, by their nature, estimates of what is expected to occur in the future based on information available at the time of the study.” (FCG BR 12) FCG cited the National Association of Regulatory Utility Commissioners (NARUC) that the true depreciation parameters only become known “after the plant has lived its entire useful life.”[footnoteRef:6] (FCG BR 12) FCG argued that, based on the preceding, informed judgement should be used to determine the appropriate depreciation parameters. (FCG BR 12) [6:  National Association of Regulatory Commissioners Public Utility Depreciation Practices, p. 189] 

FCG stated that its witness Allis determined his depreciation parameters, as presented in the 2022 Study, to be the most reasonable, but he suggested that all three sets of parameters are within a “range of reasonableness” when compared to the depreciation studies of other gas utilities. (FCG BR 12-13) FCG argued that, given the facts in this case, the issue to be decided is what are the appropriate depreciation parameters and rates. (FCG BR 13)
FCG argued that, if either the 2022 Study parameters or OPC’s proposed depreciation parameters were to be approved, FCG would not have the reserve necessary for the RSAM to function. (FCG BR 13) Thus, FCG argued that the Company would not be able to commit to its proposed four-year rate plan. (FCG BR 13) FCG argued that, as an alternative to the rates proposed in its 2022 Study, the RSAM-adjusted depreciation parameters are reasonable and appropriate. (FCG BR 13) The Company then stated that, if the Commission does not approve the RSAM in Issue 67, the most reasonable depreciation parameters are those proposed in the 2022 Study. (FCG BR 13)
Absent approval of the RSAM, and in support of the 2022 Study, FCG argued that the 2022 Study was performed by an outside expert (witness Allis) with years of experience who used industry-accepted methodologies, FCG’s historical books and records, along with his professional judgement to estimate the service lives and net salvage values for FCG’s assets. (FCG BR 13) FCG explained that witness Allis then calculated the composite remaining lives and annual depreciation accruals using those estimates. (FCG BR 13)
FCG explained that, in order to obtain an understanding of FCG’s operations, witness Allis met with Company personnel and visited portions of FCG’s plant. (FCG BR 14) FCG stated these visits also helped witness Allis gain an understanding of the reasons behind FCG’s past and future plant retirements. (FCG BR 14) FCG indicated that this information, along with discussions with FCG management, was used by witness Allis to form his proposed depreciation parameters. (FCG BR14)
FCG contended that the depreciation parameters that result from the 2022 Study are reasonable in the context of a single-year rate plan. (FCG BR 14) FCG stated that the depreciation parameters from the 2022 Study are reflected on CEL Exhibit 40 and result in a total increase to FCG’s depreciation expense of $0.9 million. (FCG BR 14-15)
FCG argued that the service lives proposed by OPC witness Garrett are less reasonable than those proposed in its 2022 Study. (FCG BR 15) The Company contended that witness Garrett relied entirely on FCG’s historical data for his proposed depreciation parameters. (FCG BR 15) FCG explained that since a depreciation study is attempting to forecast the future, relying on historical data alone does not lead to the most reasonable outcome. (FCG BR 15)
The Company contended that the amount of historical data it has is not sufficient to rely on alone for the service life indications of its assets. (FCG BR 15) FCG explained that service life estimates “should incorporate factors such as general knowledge of the property studied, information obtained from site visits and meetings with Company subject matter experts, and an understanding of estimates used for similar property for other utilities.” (FCG BR 15) FCG stated that these other considerations are even more essential when historical data is limited. (FCG BR 15) The Company also argued that witness Garrett did not take into account these other factors in his analysis. (FCG BR 15)
FCG argued that witness Garrett’s general criticisms and discussion of legal standards are both irrelevant and inaccurate. (FCG BR 15-16) They contended that witness Garrett did not take into account any other factors outside of the information used in his statistical analysis. (FCG BR 16) FCG further explained that witness Garrett’s reliance on the “mathematical fit” of his curves goes against what is recommended by NARUC. (FCG BR 16) FCG stated that NARUC advises that service life estimates must go beyond any objective measure and that “relying solely on mathematical solutions” is not appropriate. (FCG BR 16) FCG listed several factors suggested by NARUC that should be used in estimating service lives and FCG argued that witness Garrett did not discuss those factors nor give them any consideration in his analysis. (FCG BR 16) FCG contended that, given the reasons laid out above, OPC’s proposed depreciation parameters are less reasonable than those in FCG’s 2022 Study. (FCG BR 17)
OPC
OPC argued that OPC witness Garrett developed his recommended depreciation rates using “the straight-line method, the average life procedure, the remaining life technique, and the broad group model.” (OPC BR 6) OPC witness Garrett used FCG’s aged property data to develop an “observed life table” (OLT) which was then compared to survivor curves. (OPC BR 6) OPC argued that witness Garrett used a mathematical technique that measures the distance between the survivor curve and the OLT curve in order to determine which survivor curve had the best fit. (OPC BR 7)
OPC argued that for each account in which witness Garrett proposed an adjustment, the average service life proposed by FCG in its 2022 Study was too short for the characteristics of that account’s assets. (OPC BR 7) OPC stated that witness Garrett’s proposed adjustments are objective due to the reliance on a mathematical fit of his proposed Iowa curves. (OPC BR 7) Witness Garrett also stated that he believed FCG witness Allis’ service lives recommendations rely too much on FCG employees’ expectations. (OPC BR 7)
OPC argued that witness Garrett’s proposed R3-70 curve (R3 Iowa curve with a 70-year ASL) for Accounts 376.1 and 376.2 (Steel and Plastic Mains) is more appropriate than witness Allis’ recommended R4-65 curve due to more significant data points indicating a flatter curve. (OPC BR 7) OPC argued that witness Garrett’s proposed S3-45 curve is more appropriate than witness Allis’ proposed S3-35 curve for Accounts 378 and 379 (Measuring and Regulating Station Equipment General and City Gate) because the S3-45 curve is a better fit both visually and mathematically. (OPC BR 7) For Accounts 380.10 and 380.20 (Steel and Plastic Services), OPC argued that witness Garrett’s proposed R2.5-55 curve is a better fit than witness Allis’ proposed R2.5-40 curve. (OPC BR 7-8) OPC stated that witness Garrett’s proposed R2-47 curve for Account 383 (House Regulators) is more appropriate because the R2.5-40 curve ignores important data points in the 30-45 year age range. (OPC BR 8)
OPC concluded that by utilizing all of witness Garrett’s proposed depreciation adjustments, projected test year depreciation expense would be reduced by $1,543,130 and projected test year accumulated depreciation would be reduced by $771,565 when compared to witness Allis’ 2022 Study parameters. (OPC BR 8)
FEA
FEA did not provide an argument. (FEA & FIPUG BR 5)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 5)
ANALYSIS

In this proceeding three proposals have been put forward to calculate depreciation rates for each distribution and general plant account: FCG’s 2022 Depreciation Study (2022 Study), OPC’s adjustments to FCG’s 2022 Study, and FCG’s RSAM-adjusted parameters. Based on staff’s review of these three proposals, staff concludes that the appropriate depreciation parameters to be used to establish FCG’s depreciation rates are those parameters that resulted from FCG’s 2022 Study sponsored by witness Allis. Staff would note that if FCG’s 2022 Study is approved, the reserve surplus necessary to enable FCG’s proposed RSAM to function would not exist. 

In setting fair, just and reasonable rates pursuant to Section 366.06(1), F.S.: 

 . . . The commission shall investigate and determine the actual legitimate costs of the property of each utility company, actually used and useful in the public service, and shall keep a current record of the net investment of each public utility company in such property which value, as determined by the commission, shall be used for ratemaking purposes and shall be the money honestly and prudently invested by the public utility company in such property used and useful in serving the public, less accrued depreciation, and shall not include any goodwill or going-concern value or franchise value in excess of payment made therefor.

Based on its plain meaning, the statute requires a utility’s depreciation study to be based upon data specific to its property used and useful in serving customers.

Depreciation rates are calculated using parameters which include the average service life (ASL), curve shape, the remaining life (in years), net salvage percentage, and reserve percentage. In order to arrive at the appropriate resulting depreciation rates, each parameter plays a part in the calculation. Combining these parameters provides the account-specific depreciation rates on a going-forward basis, which is the remaining life rate. The remaining life rate is designed to recover the remaining unrecovered plant balance or investment (investment less net salvage less reserve) over the remaining life of the associated investment. The formula for the remaining life rate is the plant investment (represented as 100 percent) minus reserve percent minus net salvage percent which is then divided by the average remaining life in years.[footnoteRef:7] [7:  See Rule 25-7.045(1)(e), F.A.C.; (100% - Reserve % - Average Future Net Salvage %) ÷ Average Remaining Life in Years] 


FCG’s 2022 Study versus OPC’s Adjustments
OPC Witness Garrett disagrees with FCG Witness Allis’ 2022 Study on the calculation of parameters associated with seven accounts combined into the following groups:

· Account 376.1 – Mains – Steel and Account 376.2 – Mains – Plastic
· Account 378 – M&R – General and Account 379 – M&R – City Gate
· Account 380.1 – Services – Steel and Account 380.2 – Services – Plastic 
· Account 383 – House Regulators (TR 340; TR 738)

Average Service Life and Iowa Curves
In the development of depreciation rates, the first parameter reviewed is the ASL, which denotes the average number of years that the asset (within a particular account) is expected to be in-service. While the ASL may be based, at least in part, on historical data, it is prospective in its outlook and implementation.
Witness Garrett’s main argument in favor of his ASLs and curves relies on statistical analysis only. (TR 418) Witness Garrett utilized a statistical analysis technique referred to as the retirement rate method. (TR 417) This statistical analysis technique utilizes the Company’s property records in order to obtain all plant additions, retirements, and transfers. (TR 417) FCG’s property records cover the past sixteen years. This data is then organized by vintage and transaction year.[footnoteRef:8] (TR 417) Next, witness Garrett used this data to form an Observed Life Table (OLT). (TR 417) Witness Garrett plotted the data points from the OLT on a graph to create an OLT curve. (TR 418) [8:  Vintage refers to the year in which assets were purchased. Transaction year is the year in which the asset was retired. ] 

With regard to the OLT curve, witness Garrett pointed out that it is rarely smooth and is almost never a complete curve.[footnoteRef:9] (TR 418) However, in order to calculate the average remaining life for a particular account, there must be a complete curve as well as a proposed ASL. (TR 418) To attain a complete curve and ASL for calculating an account’s Average Remaining Life (ARL), depreciation professionals utilize a set of curves referred to as Iowa Curves. These are well-established depreciation tools. Each curve is denoted by a letter and number. The letter defines when retirements are more likely to occur. An L curve implies that retirements tend to occur prior to the ASL, while an R curve implies that retirements tend to occur after the ASL. The number portion of the Iowa Curve designation indicates how steep or flat the curve’s shape is.  [9:  An OLT curve is only ever complete when all assets within the data set being analyzed are retired.  ] 

As witness Garrett testified, Iowa Curves are fitted to the OLT curve in order to try to find the best fit. (TR 418) This process can be done visually and mathematically. (TR 418) Witness Garrett’s analysis heavily depends on the mathematical fitting process referred to as the “sum-of-squared differences” or SSD. (TR 426) The SSD technique measures the distance between data points on the OLT curve and the Iowa Curve selected by the depreciation analyst. (TR 426) The lower the number resulting from the SSD analysis, the closer the Iowa Curve fit is to the OLT curve. (TR 426)
Witness Allis testified that witness Garrett relied entirely on a statistical analysis of FCG’s historical data. (TR 733-734) Witness Allis also argued that, because depreciation is attempting to forecast asset service lives and retirement patterns into the future, FCG’s historical information is insufficient to rely on completely. (TR 733) Witness Allis stated that relying on historical data alone would only be useful if you expect future retirement patterns to exactly match those in the past. (TR 733) He argued that this is true even when a company has extensive historical data. (TR 733) According to witness Allis, when the historical data is limited, as in FCG’s case, the analysis of other factors is imperative. (TR 733) Witness Allis stated that these other factors include “general knowledge of the property studied, information obtained from site visits and meetings with Company subject matter experts, and an understanding of estimates used for similar property for other utilities.” (TR 734) Witness Allis further testified that even though there have been another four years of data since the last depreciation study for FCG, the data only covers a 16-year period, which provides limited value for estimating service lives. (TR 735)
Gradualism, as it pertains to depreciation, is the concept of making smaller adjustments over time as opposed to less frequent, large adjustments. With the service lives that would result from only the use of limited historical data, witness Allis testified that “gradualism” is even more important. (TR 736) Witness Allis explained that gradualism is a vital regulatory and forecasting principle that requires the estimates from prior depreciation studies be considered, and in particular, to what extent those estimates have changed over time. (TR 736)
In his rebuttal testimony, witness Allis provided a table (Table 5-1 below) that compares FCG’s approved service life estimates from its 2014 and 2018 Depreciation Studies (2014 Study and 2018 Study) for the accounts that are in dispute in this case. (TR 738) The table also includes FCG’s and OPC’s proposed life estimates for the 2022 Study for the same accounts. (TR 738) As witness Allis stated, with the exception of two accounts, all of his proposed service life estimates are longer than the lives approved in FCG’s 2018 Study, and significantly longer than those from the 2014 Study.[footnoteRef:10] (TR 738) In particular, witness Allis stated that his recommendation for Account 376.2 – Mains is 25 years (37.5 percent) longer than the approved service life from the 2014 Study. (TR 738) Witness Garrett’s proposal is to extend that account’s ASL to 30 years (42.8 percent) over the 2014 Study. (TR 738) Witness Allis further pointed to Account 380.1 – Services in which his proposal represents an increase of 15 years (30 percent) from the 2014 Study. (TR 738-739) Witness Garrett’s proposal represents an increase of 20 years (36 percent). (TR 738) Witness Allis argued that the ASLs recommended by witness Garrett are significant increases given that only eight years have passed since the 2014 Study. (TR 739) [10:  For Account 379 – M&R Station Equipment witness Allis recommends retaining the currently-approved ASL and Account 380.2 – Services – Plastic witness Allis proposed decreasing the ASL to 50 years.] 

Table 5-1
Comparison of Service Life Estimates
	

Account
	2014
Study Approved
	2018
Study Approved
	2022
FCG Proposed
(Allis)
	2022
OPC Proposed
(Garrett)

	376.1/376.2 Mains
	42/40
	55
	65
	70

	378/379 M&R
	30
	30/35
	35
	45

	380.1/380.2 Services
	35/34
	45/54
	50
	55

	383 House Regulators
	25
	30
	40
	47


       Source: TR 738
Account 376.1 and 376.2 – Mains
The currently-approved ASL for these accounts is 55 years with a S3 curve. (EXH 40) In the 2022 Study, witness Allis proposed increasing the ASL for these accounts to 65 years with a R4 curve. (EXH 40) Witness Garrett proposed extending the ASL for these accounts to 70 years with a R3 curve. (EXH 67) Staff is persuaded by witness Allis’ multi-layered process and believes that a 65-year ASL with a R4 curve is reasonable for both accounts. 
Account 378 and 379 – M&R Station Equipment
The currently-approved ASL for Account 378 is 30 years with a S3 curve. (EXH 40) The currently-approved ASL for Account 379 is 35 years with a S4 curve shape. (EXH 40) In the 2022 Study, witness Allis proposed a 35-year ASL with a S3 curve for both accounts. (EXH 40) Witness Garrett proposed extending the ASL for both accounts to 45 years with a S3 curve. (EXH 67) Staff believes that a 35-year ASL with a S3 curve is reasonable for both accounts because of witness Allis’ use of professional judgement and gradualism in his analysis.
Account 380.1 – Services – Steel& Account 380.2 – Services - Plastic
The currently-approved ASL for Account 380.1 is 45 years with a S6 curve. (EXH 40) The currently-approved ASL for Account 380.2 is 54 years with a R2.5 curve. (EXH 40) In the 2022 Study, witness Allis proposed a 50-year ASL with a R2.5 curve for both accounts. (EXH 40) Witness Garrett proposed extending the ASL to 55 years with a R2.5 curve for both accounts. (EXH 67) Witness Allis’ use of gradualism and professional judgement rather than a strict adherence to only statistical analysis and math is persuasive. Staff believes that a 50-year ASL with a R2.5 curve is reasonable for both accounts. 
Account 383 – House Regulators
The currently-approved ASL for this account is 30 years with a S3 curve. (EXH 40) Witness Allis proposed a 40-year ASL with a R2.5 curve. (EXH 40) Witness Garrett proposed extending the ASL to 47 years with a R2 curve. (EXH 67) Similar to the above discussions, staff believes that a 40-year ASL with a R2.5 curve is reasonable because of witness Allis’ use of professional judgement and gradualism in his analysis.
Staff concludes that witness Allis’ analysis of the four disputed sets of parameters is more appropriate for establishing the ASLs and curves for FCG’s assets based on the foregoing. Given the fact that FCG’s historical data was insufficient, witness Allis’ additional efforts, including discussions with Company experts, site visits, and the use of gradualism, prove to be more persuasive than OPC’s reliance on statistical analysis of historical data alone. (EXH 42) Application of gradualism results in a balance between the recognition of new data on services lives or other components of the cost of service, with the impacts on rates through changes in depreciation expense. Staff concludes that witness Allis’ use of professional judgement and gradualism make his recommendations more suitable for estimating the depreciation parameters in this case.
Average Remaining Life
The next parameter is the average remaining life which is the average number of in-service years left for plant currently in service. Aside from the four sets of accounts in which OPC witness Garrett proposes different ASLs and curves than FCG, there are no disputed average remaining lives for any Distribution or General Plant accounts. (EXH 42; EXH 68) Using the industry-accepted methodology, staff was able to verify the average remaining life calculations of both witness Allis and Garrett based on their respective proposed parameters. Based on staff’s recommended ASLs and Iowa curves for each account, the appropriate average remaining lives are reflected in Table 5-3 below.
Net Salvage
The third parameter for determining depreciation rates, net salvage, is based on historical data but is also prospective in outlook. Net salvage is gross salvage minus cost of removal. FCG proposed changes to ten of its currently-approved net salvage percentages. (EXH 42) No intervenor disagreed with FCG’s proposed net salvage percentages. Staff has reviewed FCG’s proposed net salvage percentages and believes them all to be reasonable based on the evidence in the record. (EXH 42)
Reserve Percentage
After net salvage, the last parameter needed for calculating depreciation rates is the reserve percentage which represents the portion of the investment accumulated through depreciation expense to date unless restated to another level.[footnoteRef:11] The reserve percentage is calculated by dividing the book reserve by the original cost of plant. The reserve percentage or reserve position for FCG is reflected in Table 5-3. (EXH 40) [11:  Rule 25-7.045, F.A.C.] 

RSAM-Adjusted Depreciation Parameters
FCG proposes the Commission approve a set of depreciation parameters and rates taken from a recent settlement approved for PGS, along with allowance of an accounting mechanism known as the RSAM, in order to take advantage of the alleged customer value and savings associated with its four-year rate proposal. FCG proposes the Commission only fall back upon FCG’s 2022 depreciation study parameters and rates, which it admits are most reasonable, if the Commission rejects FCG’s four-year proposal and affirms a single year rate case. (FCG BR 11) In this section, staff reviews FCG’s argument that, while the depreciation rates resulting from its 2022 depreciation study are most reasonable, both the OPC’s proposed depreciation rates and FCG’s proposed depreciation rates are reasonable alternatives as well. Staff has identified five main concerns with FCG’s argument.
First, it is worth considering the relevance of the critical regulatory objectives the Commission has achieved only through well-constructed depreciation studies filed consistent with the Commission’s rules and carefully reviewed. The Commission achieves certain important regulatory objectives such as the matching of the incurrence of costs and benefits received (known as the matching principle) and the minimization of intergenerational inequities, through the implementation of the results of utility–specific depreciation studies. The matching principle is achieved when the costs to serve customers (as reflected in depreciation rates and, ultimately, customer rates) are matched in time with the benefits customers received from the assets included in the studies. The corollary to this is the minimization of intergenerational inequity, wherein today’s customers neither pay for costs which belong to an earlier generation of customers nor do the costs to serve today’s customers get deferred to a future generation. The Commission’s traditional basis of setting depreciation rates prevents customers from paying costs that are either too high or too low (via depreciation rates and cost of capital) compared to the benefits received.[footnoteRef:12]  [12:  366.06(1), F.S. ] 

Second, staff is concerned that FCG proposes to substitute the traditional practice of relying upon utility-specific, rule-based depreciation studies to establish depreciation rates with its own approach that uses a different utility’s depreciation parameters. In this case, FCG proposes to determine the Company’s depreciation rates based solely on a different utility’s depreciation parameters that were approved as part of a comprehensive rate settlement, instead of parameters resulting from its own depreciation study. FCG supports its proposal by touting the benefits to its customers associated with its proposed four-year plan, i.e., the benefit of having the same rates for a four-year period. (TR 1064) However, no Florida Statute, Commission Rule, or Commission practice addresses consideration of benefits to customers as criteria for substituting another utility’s depreciation parameters for science-based depreciation parameters used to establish depreciation rates for a gas utility in the State of Florida. Also, this Commission has never approved the depreciation parameters of one utility as appropriate (in its entirety) for a different utility. Staff believes adopting the depreciation parameters of another utility is contrary to Chapter 366.06(1), F.S., which requires the Company to use the property of the Company, and its associated value, for ratemaking purposes. For the first time, the Commission is being asked to approve in totality those depreciation parameters approved in the PGS Settlement, as appropriate for FCG. The balance of whether the benefits argued by FCG are of sufficient magnitude to reverse the traditional application of a utility-specific depreciation study is the subject of Issue 67.
Third, FCG’s proposal sets aside its own depreciation study and, instead asks the Commission to ignore the purpose of the depreciation rule, which is to use the study to establish utility-specific depreciation rates as the basis of customer rates and the basis of recording expenses in its books and records. In response to staff’s interrogatory as to how the development of the RSAM-adjusted depreciation rates is consistent with Rule 25-7.045(4) and (5), F.A.C. (the Depreciation Rule), FCG stated that its 2022 Study meets the full requirements of the Depreciation Rule without addressing whether or not the RSAM-adjusted parameters do so. (EXH 134) However, staff believes the purpose of the rule is clear. Consider Rule 25-7.045(4)(c), F.A.C.:  
A utility proposing an effective date coinciding with the expected date of additional revenues initiated through a rate case proceeding shall submit its depreciation study no later than the filing date of its Minimum Filing requirements.
The language of the rule provides the clear link between the depreciation study and ratesetting. The need to establish those depreciation rates resulting from a review of the study are evident in the following paragraph of the depreciation rule, Rule 25-7.045(4)(d), F.A.C.:
The plant balances may include estimates. Submitted data including plant and reserve balances or company planning involving estimates shall be brought to the effective date of the proposed rates.
This paragraph of the rule pertains to the utility’s depreciation study. Under the rule, the proposed effective date of the rates of the study match the end date of the Company’s submitted study. The rule does not contemplate effective dates for depreciation rates other than those generated from the study itself. The Commission’s depreciation rule does not offer any optional method for establishing a utility’s depreciation rates. FCG argued that the RSAM-adjusted depreciation parameters are a reasonable alternative to the 2022 Study but did not address how the RSAM-adjusted parameters satisfy the Depreciation Rule. (EXH 134) 
Fourth, FCG’s own argument against OPC’s proposed parameters is counter to its argument in favor of the proposed RSAM-adjusted parameters. FCG argued in its brief that the service lives proposed by OPC witness Garrett are less reasonable than those proposed in its 2022 Study because witness Garrett failed to “incorporate factors such as general knowledge of the property studied, informed judgement, and information obtained from site visits and meetings with Company subject matter experts.” (FCG BR 15) Yet none of these factors, as they pertain to FCG specifically, were used in developing the RSAM-adjusted parameters. 
Regarding the ASLs proposed by witness Garrett, witness Allis testified that: 
For the largest of these accounts (gas mains and gas services) as well as house regulators, my recommendations are for significantly longer lives than those adopted in the depreciation study that preceded the 2018 Depreciation Study (i.e., the “2014 Depreciation Study” included in Docket No. 20140051-GU). For each of these accounts, OPC witness Garrett proposes to increase the service lives even further than what I have recommended. However, he does so with little support.
(TR 732)
Staff agrees with witness Allis regarding his assessment of witness Garrett’s proposed ASLs having little support. Witness Allis’ argument above demonstrates that the RSAM-adjusted parameters are subject to the same lack of support. For each of the three accounts in which witness Allis argued that witness Garrett’s ASLs were too long, the RSAM-adjusted ASLs are five years longer than witness Garrett’s. (EXH 22; EXH 67)
Beyond the three accounts mentioned earlier, there are three additional accounts in which the adoption of the RSAM-adjusted ASLs trouble staff. The proposed ASLs for those accounts in each scenario are reflected in Table 5-2 below.
Table 5-2
Comparison of RSAM-adjusted and the 2022 Study Average Service Lives
	Account
	RSAM-Adjusted
	2022 Study
	Percent Difference

	379 - M & R Equip. - City Gate
	50
	35
	42.9%

	382.1 - Meter Installations - ERT
	44
	20
	120.0%

	387 - Other Equipment
	24
	35
	31.4%


        Source: EXH 40; EXH 22
As reflected in the table above, the percentage differences in the ASLs proposed by witness Allis in the 2022 Study compared to the RSAM-adjusted ASLs represent changes of approximately 42.9 percent, 120 percent, and 31.4 percent. The size of these differences clearly does not take into account the concept of gradualism that witness Allis himself testified was so important. (TR 736-738) Witness Allis specifically took issue with witness Garrett’s proposal of a 55-year ASL for Account 380.1 – Services due to its lack of gradualism. (TR 750) That ASL proposal represents an increase of 20 years (36 percent) from the 2014 Study. (TR 738) Staff notes that this change represents eight years between studies. The changes represented in Table 5-1 are over just a four-year period. Therefore, staff concludes the RSAM-adjusted ASLs for the accounts in Table 5-1, and the three accounts listed earlier in this issue about which witness Allis argued against witness Garrett, are wholly unreasonable and inappropriate in this case. The mere fact that FCG proposes certain depreciation parameters as appropriate for the sole purpose of creating a theoretical reserve surplus on one hand, while rejecting those parameters and proffering witness Allis’ 2022 Study parameters if the RSAM is not approved, demonstrates that their simultaneous arguments for the appropriateness of each plan (a one-year scenario and a four-year scenario) are contradictory. (FCG BR 13-17)
The fifth concern staff has regarding the reasonableness of FCG’s proposed RSAM-adjusted depreciation rates is the impact such rates impose on the calculation of FCG’s theoretical reserve, thereby creating a need to address a very large surplus that would not otherwise exist. Despite FCG’s assertion that the RSAM-adjusted parameters are reasonable, staff believes the magnitude of the change in the theoretical reserve that results from the 2022 Study parameters compared to the RSAM-adjusted parameters, suggests otherwise. As discussed in Issue 7, the theoretical imbalance that results from the 2022 Study is a deficit of $3.2 million. (EXH 40) The theoretical reserve imbalance that results from the RSAM-adjusted parameters is a $52.1 million surplus. (EXH 22)
The magnitude of this imbalance difference should be analyzed in relation to FCG’s December 31, 2022 depreciable plant reserve balance of $198,147,854. (EXH 22) This shifting of the imbalance of $55.3 million is approximately 28 percent of the December 31, 2022 depreciable plant reserve balance. (EXH 22) Staff believes such a drastic change in the theoretical reserve imbalance undercuts FCG’s argument that the RSAM-adjusted depreciation parameters are appropriate. (FCG BR 11)
A further indication that the parameters resulting from the 2022 Study are the most appropriate parameters in this case is the size of the imbalances mentioned above. The relatively small reserve deficit of $3.2 million that results from the 2022 Study demonstrates that the reserve is on target and, as discussed in Issue 7, does not require any adjustments. (EXH 40) In contrast, the significant surplus that results from FCG’s proposed RSAM-adjusted depreciation parameters calls into question whether such parameters are appropriate. (EXH 22)
Thus, a summary of staff’s concerns regarding the application of any depreciation study in this case rather than the 2022 FCG Depreciation Study include:
· Traditional regulatory objectives, such as the matching principle and minimization of intergenerational inequities, are best achieved when depreciation rates are based on a utility-specific depreciation study.
· The Commission has consistently relied upon depreciation rates resulting from utility-specific depreciation studies, as required by Section 366.06(1), F.S., rather than depreciation rates based solely on another utility’s settlement agreement.
· The Commission’s depreciation rule (Rule 25-7.045, F.A.C.) provides for the application of depreciation rates, resulting from a review of the utility’s own plant per its depreciation study, for purposes of setting customer rates and reflecting the depreciation study’s rates in its recorded expenses. Any alternate methods must be approved by the Commission.
· FCG’s own witness testimony variously concludes that OPC’s service lives are too long, not supported, are inappropriate, and not reflective of gradualism or professional judgement; yet many of FCG’s proposed RSAM-adjusted service lives are as long as, or longer than, OPC’s proposed service lives. 
· The manufactured reserve imbalance resulting from FCG’s proposed RSAM-adjusted depreciation parameters produces a $52.1 million surplus, whereas the Company’s own utility-specific 2022 Study produces a $3.2 million deficit.
These concerns pertain to whether it is reasonable to set aside the results of the review of FCG’s 2022 depreciation study and instead approve the rates that are included in an another company’s rate settlement. Staff’s concerns raised herein point to the several serious consequences resulting from setting aside the Company’s own depreciation study and instead relying on rates not based on company-specific data. Staff believes FCG’s proposed RSAM-adjusted depreciation rates, based entirely on depreciation data external to the Company, would have impacts on customer rates, recorded expenses, and future reserve levels without regard to achieving traditional regulatory objectives. The ultimate decision of whether it may be reasonable to approve the proposed RSAM-adjusted depreciation rates to achieve the purported customer benefits and value argued by FCG is the subject of Issue 67. 



CONCLUSION

The depreciation parameters recommended by staff are those that resulted from witness Allis’ FCG-specific depreciation study. These parameters are reflective of FCG’s assets life, mortality, and net salvage characteristics, and are consistent with the intent of the depreciation rule. Staff’s recommended depreciation parameters and resulting depreciation rates for each distribution and general plant account are shown on Table 5-3. If the Commission approves staff’s recommended depreciation parameters and rates, Issues 6 and 67 are moot.
Table 5-3
Staff’s Recommended Depreciation Parameters
[image: ]
Source: EXH 40



[bookmark: _Toc127535396]Issue 6:	 
 If the Commission approves FCG’s proposed RSAM (Issue 67), what are the appropriate depreciation parameters (e.g., service lives, remaining lives, net salvage percentages, and reserve percentages) and depreciation rates?
Recommendation: 
 If the Commission approves FCG’s proposed RSAM in Issue 67, staff recommends that the appropriate depreciation parameters and resulting depreciation rates for each distribution and general plant account are those shown on Table 6-1 below. If the Commission does not approve FCG’s proposed RSAM, staff’s recommended depreciation parameters are discussed in Issue 5. (Smith, Wu) 
Position of the Parties
FCG: 
 The appropriate depreciation parameters and resulting depreciation rates to be used in conjunction with the RSAM are reflected in Exhibit 22. The RSAM-adjusted depreciation parameters are a critical and essential component of FCG’s proposed four-year rate plan, and are necessary to provide rate stability for FCG’s customers and avoid the potential for approximately $27.0 million in additional cumulative net cash paid by customers through at least the end of 2026 if FCG’s proposed four-year rate plan with RSAM is denied. (Fuentes, Campbell)
OPC: 
 The Commission does not have the authority to, and should not, approve FCG’s proposed RSAM. The Commission may not establish depreciation rates in a general rate case for the express purpose of creating a depreciation imbalance (surplus) based on parameters which are not factually based on a depreciation study. Such a practice would be a departure from generally accepted accounting principles. It would also eliminate any incentive for FCG to generate efficiencies, and it would be grossly unfair to FCG’s current and future customers.
FEA: 
 FEA took no position.
FIPUG: 
 FIPUG adopted the position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG argued that the rates reflected on Exhibit 22 are the appropriate rates to use in conjunction with FCG’s proposed RSAM. (FCG BR 17) FCG stated these rates are reasonable and are the same rates, with the exception of FCG’s LNG Facility, approved through a settlement agreement in People’s Gas System’s most recent base rate case. (FCG BR 17) 
FCG explained that its witness Allis considered the RSAM-adjusted rates to be within the overall range of reasonableness. (FCG BR 18) FCG argued that these parameters are very similar to the ones OPC witness Garrett proposed in the Florida Public Utilities rate case in Docket No. 20200067 and only slightly longer than the parameters he proposed in this case. (FCG BR 18)
FCG also argued that, since depreciation parameters are estimates of what may occur in the future, it is inevitable that those estimates will create surpluses and deficits. (FCG BR 18) FCG explained that this is the reason for the Commission’s rule requiring gas utilities to file a depreciation study every five years. (FCG BR 18) For these reasons, FCG argued that the RSAM-adjusted depreciation parameters do not create intergenerational inequities. (FCG BR 18)
FCG concluded that, given the arguments above, the RSAM-adjusted depreciation parameters are a reasonable alternative to the parameters proposed in its 2022 Study by witness Allis, and should be adopted. (FCG BR 19)
OPC
OPC argued that “the Commission lacks the authority to establish depreciation rates that ignore the remaining life technique methodology and that neither the company’s expert, nor the intervenor experts, nor the Commission’s rules, practices, and policies support, for the sole purpose of artificially creating a surplus to be used for an amortizable Reserve Amount capable of effectively setting rates at the top of the range.” (OPC BR 8-9)
OPC argued that FCG, through the testimony it presented, is attempting to artificially create a reserve surplus (referred to as a “Reserve Amount”) instead of the reserve deficit that resulted from the Company’s depreciation study. (OPC BR 9) OPC stated that the size of this Reserve Amount can be increased or decreased by factors that have no relation to depreciation rates and parameters. OPC argued that the RSAM itself is worthless to FCG and its parent FPL if no reserve amount exists, which OPC states, the Commission cannot lawfully create if agency rules and policies are followed. (OPC BR 9)
OPC argued that the wording of this issue has “the FCG thumb on the scale” by presuming whether or not a RSAM is to be authorized is the threshold decision. (OPC BR 9) OPC stated that FCG is attempting to get the Commission to deviate from its rules, policies, and practice in order to “reverse-engineer parameters and rates for the benefit of shareholders.” (OPC BR 9)
OPC stated in its brief, “The first decision here should be whether, in a contested rate case, the Commission possesses the authority to independently establish depreciation rates and a depreciation surplus for reasons wholly unrelated to determining the cost of consumption of capital that is enshrined in Rule 25-7.045, Florida Administrative Code (“F.A.C.”) (the Depreciation Rule).” (OPC BR 9) OPC argued that the answer to that question is no because it is prohibited by Commission rules and Section 120.68(7)(e)3, F.S. (OPC BR 9-10)
OPC explained that this rate case is being conducted under Section 366.061(1), F.S., and that this statute lays out two principles for gas utility ratemaking in Florida. (OPC BR 10) OPC stated that the first principle is that “the rate case petition must be filed by the company pursuant to the prescribed rules and regulations” which must be followed unless a waiver is granted under Section 120.542, F.S. (OPC BR 11) OPC explained that the second established principle is that in a petition for a change in rates, the Commission must set those rates based on costs that are accounted for in a systematic way, which includes net investment (investment minus accrued depreciation). (OPC BR 11)
OPC argued that, through the Commission’s own rules, it has adopted the Federal Energy Regulatory Commission (FERC) Uniform System of Accounts (USOA), which has strict rules as to what can be charged to certain accounts. (OPC BR 11-12) OPC also argued that, as it pertains to Account 108 Accumulated Provision for Depreciation of Gas Utility, only the cost of removal and the original cost of the plant retired may be debited to this account. OPC stated that the Depreciation Rule does not allow the Commission to alter what can be debited to this account outside of a negotiated settlement agreement. (OPC BR 11-13)
OPC explained that it is Commission practice to use the remaining life technique to correct any reserve imbalance unless that imbalance is material enough to cause intergenerational inequities and violate the matching principle. (OPC BR 13) OPC further explained that the matching principle plays a part in how to correct a reserve imbalance, and that the Commission has stated that intergenerational inequities exist whenever a reserve imbalance exists. (OPC BR 13-14)
OPC explained that in the 2010 Florida Power & Light (FPL) rate case, the Commission ordered FPL to include an amortization of the reserve surplus in the test year income statement which goes to the benefit of the customers. (OPC BR 14) OPC stated that this is consistent with the Depreciation Rule because it corrects the imbalance. (OPC BR 14) OPC argued that the Depreciation Rule does not have a provision for creating an imbalance. (OPC BR 14)
OPC concluded its argument by stating that the adjustments to witness Allis’ depreciation parameters as offered by witness Garrett should be adopted in this case. (OPC BR 14) OPC concluded by stating the remaining life technique should be used to address any resulting reserve imbalance. (OPC BR 14-15)
FEA
FEA did not provide an argument. (FEA & FIPUG BR 5)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 5)
ANALYSIS

This issue addresses the appropriate depreciation parameters and resulting depreciation rates for distribution and general accounts if the Commission approves FCG’s RSAM in Issue 67. Staff’s recommended depreciation parameters include the ASL, curve shape, the remaining life (in years), net salvage percent, and reserve percent. 
FCG witness Campbell stated that the RSAM is a key component of FCG’s proposed 4-year rate plan. (TR 1045) Witness Campbell explained that FCG would use the RSAM in order to manage the daily fluctuations in revenues and expenses. FCG would accomplish this by amortizing a reserve surplus. (TR 1095)
Based on FCG’s 2022 Study conducted by FCG witness Allis, and staff’s recommended depreciation parameters in Issue 5, the resulting theoretical reserve imbalance would be a reserve deficit. (EXH 40) Therefore, FCG is proposing that the Commission approve the alternate depreciation parameters in order to create a depreciation reserve surplus. (EXH 22) These alternate depreciation parameters were the result of a settlement agreement in Peoples Gas Systems’ prior petition for rate increase and were approved by the Commission as a result of a settlement in Docket No. 20200051-GU.[footnoteRef:13] These alternate depreciation parameters are reflected on Table 6-1 below. The resulting reserve position is discussed more fully in Issue 7. [13:  Order No. PSC-2020-0485-FOF-GU in Docket Nos. 20200051-GU In re: Petition for rate increase by Peoples Gas System; 20200166-GU In re: Petition for approval of 2020 depreciation study by Peoples Gas System; and 20200178-GU; In re: Petition for approval to track, record as a regulatory asset, and defer incremental costs resulting from the COVID-19 pandemic, by Peoples Gas System.
] 

CONCLUSION

If the Commission approves FCG’s proposed RSAM in Issue 67, staff recommends that the appropriate depreciation parameters and resulting depreciation rates for each distribution and general plant account are those shown on Table 6-1 below. (EXH 22) If the Commission does not approve FCG’s proposed RSAM, staff’s recommended depreciation parameters are discussed in Issue 5.
Table 6-1
Staff’s Recommended Depreciation Parameters – RSAM Scenario
· [image: ]



[bookmark: _Toc127535397]Issue 7:	 
 Based on the application of the depreciation parameters that the Commission has deemed appropriate to FCG’s data, and a comparison of the theoretical reserves to the book reserves, what, if any, are the resulting imbalances?
Recommendation: 
 If the Commission approves staff’s recommended life and salvage parameters in Issue 5, staff recommends a resulting reserve deficit of $3.2 million, based on FCG’s 2022 Depreciation Study. If the Commission approves staff’s recommended life and salvage parameters in Issue 6, as proposed by FCG as part of its RSAM request, staff recommends a resulting reserve surplus of $52.1 million. (Smith, Wu) 
Position of the Parties
FCG: 
 If the Commission adopts the RSAM contained in the Company’s four-year rate proposal, then the appropriate theoretical reserve imbalance is a surplus of approximately $52.1 million as reflected in CEL Ex. 22, of which FCG has requested $25 million to be available under an RSAM. The $25 million of RSAM is only sufficient to allow FCG to earn at the proposed midpoint ROE over the term of the rate plan. If the Commission does not approve the RSAM, the theoretical reserve imbalances from FCG’s 2022 Depreciation Study are reflected on CEL Ex. 40, which totals a net deficit of $3.2 million (total system). (Allis, Campbell, Fuentes)
OPC: 
 The depreciation parameters and resulting depreciation rates are shown in OPC Witness Garrett’s testimony and Exhibits 66 and 68. The resulting imbalance, if any, with these adjustments is a fallout number.
FEA: 
 FEA took no position. (FEA & FIPUG BR 5)
FIPUG: 
 FIPUG adopted the position of OPC. (FEA & FIPUG BR 5)
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG argued that the appropriate reserve imbalance that would result if the Commission approves the RSAM-adjusted depreciation rates in Issue 6 would be $52.1 million. (FCG BR 19) FCG explained that, under its RSAM scenario, $25 million would be available for the Company to amortize during the 2023-2026 timeframe. (FCG BR 19) FCG contended that, even with the $25 million Reserve Amount, FCG would still have to find cost savings to reach the proposed midpoint ROE. (FCG BR 19)
FCG argued that the appropriate reserve imbalance that would result if the Commission approves FCG’s 2022 Depreciation Study in Issue 5 would be a deficit of $3.2 million. (FCG BR 20)
OPC
OPC explained that OPC witness Garrett testified when the book accumulated depreciation does not equal the calculated accumulated depreciation, a reserve imbalance exists. (OPC BR 15) OPC continued by stating that when the remaining life technique is used, accumulated depreciation is adjusted over the remaining life of the assets. (OPC BR 15)
FEA
FEA did not provide an argument. (FEA & FIPUG BR 5)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 5)
ANALYSIS

FCG witness Allis calculated a $3.9 million theoretical reserve deficit for FCG’s distribution accounts and a $0.8 million reserve surplus related to its general plant accounts, based on the proposed life and salvage parameters in FCG’s 2022 Depreciation Study. (EXH 40) Neither OPC nor any other intervenor provided a calculation for a reserve imbalance based on their proposed parameters.  
FCG witness Allis also calculated a $50.8 million theoretical reserve surplus for FCG’s distribution accounts and a $1.3 million reserve surplus related to its general plant accounts, based on FCG witness Fuentes’ proposed RSAM life and salvage parameters discussed in Issue 6. (EXH 22) OPC and the other parties did not provide a calculation for a reserve imbalance based on these parameters.  
The formula for the prospective theoretical reserve is provided in Rule 25-7.045(4)(k), F.A.C.[footnoteRef:14] Using this formula and the life and salvage components that staff recommends in Issue 5 (no RSAM), staff calculates a reserve imbalance of $3.2 million, as shown in Table 7-1 below. Further, using this formula and the life and salvage components that staff recommends in Issue 6 (with RSAM), staff calculates a reserve imbalance of $52.1 million, as shown in Table 7-2 below. [14:  Theoretical Reserve = Book Investment – Future Accruals – Future Net Salvage] 

Table 7-1
Reserve Imbalances
	Account Type 
	Reserve Imbalance ($000)

	Distribution 
	($3,936.0) 

	General
	$800.0

	Total Reserve Imbalance
	($3,166.2) 


Source: EXH 40                                                                              (Numbers do not add due to rounding)
Table 7-2
Reserve Imbalances (RSAM)
	Account Type 
	Reserve Imbalance ($000)

	Distribution 
	$50,813.2 

	General
	$1,313.3

	Total Reserve Imbalance
	$52,126.5 


Source: EXH 22                                                                              (Numbers do not add due to rounding)
CONCLUSION

If the Commission approves staff’s recommended life and salvage parameters in Issue 5, staff recommends a resulting reserve deficit of $3.2 million. If the Commission approves staff’s recommended life and salvage parameters in Issue 6, staff recommends a resulting reserve surplus of $52.1 million.





[bookmark: _Toc127535398]Issue 8:	 
 What, if any, corrective depreciation reserve measures should be taken with respect to any imbalances identified in Issue 7?
Recommendation: 
 If the Commission approves staff’s recommended life and salvage parameters in Issue 5, staff recommends using the remaining life technique for the Distribution and General Plant accounts. If the Commission approves FCG’s proposed RSAM in Issue 67 and staff’s recommended life and salvage parameters in Issue 6, the method for addressing the imbalance is discussed in Issue 67. (Smith, Wu) 
Position of the Parties
FCG: 
 If the Commission adopts the RSAM as part of FCG’s four-year rate proposal, then the corrective reserve measures outlined in CEL Ex. 16 should be taken. Any remaining reserve imbalance should be addressed in FCG’s next depreciation study. If the Commission does not adopt the RSAM as part of FCG’s four-year rate proposal, then the remaining life technique should be used, and no other corrective reserve measures should be taken. (Allis, Campbell, Fuentes)
OPC: 
 Imbalances identified by adoption of the parameters and resulting depreciation rates in Garrett’s testimony and exhibits should, consistent with Commission practice, be allocated over the service life of the assets using the parameters included in his testimony and exhibits. The Commission lacks authority to establish depreciation rates in a general rate case for the express purpose of creating a depreciation imbalance (surplus) based on parameters which are not factually based on a depreciation study. Such a practice would be a departure from Generally Accepted Accounting Principles (“GAAP”) and would be grossly unfair to FCG’s current and future customers.
FEA: 
 FEA took no position.
FIPUG: 
 FIPUG adopted the position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG argued that the corrective measures outlined in CEL Exhibit 16 are the appropriate measures to take if the Commission approves FCG’s proposed RSAM in Issue 67. (FCG BR 20) FCG contended that the remaining life technique should be used if the Commission does not approve the proposed RSAM. (FCG BR 20-21)
OPC
OPC did not provide an argument. (OPC BR 15)
FEA
FEA did not provide an argument. (FEA & FIPUG BR 5)

FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 5)
ANALYSIS

This issue addresses whether any corrective measures should be taken with regard to the reserve imbalances discussed in Issue 7. Traditionally, the Commission has utilized three techniques for addressing reserve imbalances. The first two methods are appropriate for addressing reserve imbalances that are relatively small when compared to the utility’s overall reserve balance. The first and most common technique is the use of remaining life depreciation rates. This method self-corrects these imbalances over the remaining life of the assets. The second method of addressing these relatively small reserve imbalances is to transfer a portion of the reserve from one account to another. This method is useful especially when, even though the overall reserve imbalance is small, one account may have a large surplus while another has a large deficit, and those imbalances can be used to offset one another. 
The third method of addressing a reserve imbalance includes amortizing the imbalance over a certain period of time. When the reserve imbalance rises to a level that the Commission deems more immediate action should be taken, amortizing the imbalance over a certain period of time may be more appropriate. In this scenario, the imbalance is generally amortized over a four-year period and that amortized amount is included in the calculation of the revenue requirement. This way, if a surplus exists, the customers are guaranteed to receive a dollar-for-dollar refund of the money they overpaid. This method of addressing reserve imbalances was ordered by the Commission in the 2009 FPL base rate case.[footnoteRef:15]  [15:  Order No. PSC-10-0153-FOF-EI in Docket Nos. 20080677-EI In re: Petition for increase in rates by Florida Power & Light Company and Docket No. 20090130-EI In re: 2009 depreciation and dismantlement study by Florida Power & Light Company.] 

If the Commission approves FCG’s Reserve Surplus Amortization Mechanism (RSAM) in Issue 67, FCG proposes having a Reserve amount of $25 million available to use for managing daily fluctuations in revenues and expenses. (TR 1065; TR 1066) FCG did not propose any treatment for the remaining reserve surplus of $27.1 million. Therefore, that amount would remain on FCG’s books and records until the Company files its next depreciation study.
CONCLUSION

Based on the record, if the Commission approves staff’s recommended life and salvage parameters in Issue 5, staff recommends using the remaining life technique for the Distribution and General Plant accounts. If the Commission approves FCG’s proposed RSAM in Issue 67 and staff’s recommended life and salvage parameters in Issue 6, the method for addressing the imbalance is discussed in Issue 67.



[bookmark: _Toc127535399]Issue 9:	 
 What should be the implementation date for revised depreciation rates and amortization schedules?
Recommendation: 
 Staff recommends January 1, 2023, for implementing the revised depreciation rates and amortization schedules approved in either Issue 5 or Issue 6 of this recommendation. (Smith, Wu) 
Position of the Parties
FCG: 
 The implementation date for revised depreciation rates should be the effective date of new base rates. (Fuentes)
OPC: 
 The depreciation parameters and resulting depreciation rates are as shown in OPC Witness Garrett’s testimony and exhibits and should be implemented upon approval by the Commission, effective January 1. 2023. The implementation date should be consistent with the Rule 25-7.045, F.A.C.
FEA: 
 FEA took no position.
FIPUG: 
 FIPUG adopted the position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG stated that the company filed its 2022 Study, along with the alternative RSAM-adjusted depreciation rates, direct testimony, and MFRs all in compliance with Rule 25-7.045(4)(c), F.A.C. (FCG BR 21) During cross-examination by Commission staff, FCG witness Fuentes stated “the implementation date for new depreciation rates should appropriately coincide with the effective date of new base rates that reflect those depreciation rates.” (FCG BR 21) FCG argued that this will be a matching of the new base rates with the new depreciation rates.[footnoteRef:16] (FCG BR 21) FCG further argued that, without approval by the Commission for retroactive implementation, the implementation date for new depreciation rates should precede the Order approving such depreciation rates. (FCG BR 21) [16:  Pursuant to the statutory eight-month suspension period in Subsection 366.06(3), F.S., FCG’s filing requested a February 1, 2023 effective date for new base rates.] 

OPC
OPC did not provide an argument. (OPC BR 15) 
FEA
FEA did not provide an argument. (FEA & FIPUG BR 5)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 5)
ANALYSIS

Rule 25-7.045(4)(d), F.A.C. (the Depreciation Rule), requires that the data submitted in a depreciation study, including plant and reserve balances or Company estimates, “shall be brought to the effective date of the proposed rates.” Staff confirmed that the plant and reserve balances were as of December 31, 2022, thus matching an implementation date of January 1, 2023. Staff would note that the Projected Test Year MFRs in this case were based on the period January 1, 2023 through December 31, 2023. (EXH 2-9)
FCG has taken the position that the implementation date for the proposed depreciation rates should be the same as the effective date for new base rates. When asked how an implementation date of February 1, 2023 comports with the Depreciation Rule, FCG witness Fuentes testified that the rates from the depreciation study were based on forecasted data through the end of 2022. (TR 966) Witness Fuentes continued, “The resulting rates under the Company’s alternate rate scenario were used to calculate depreciation expense as a company adjustment, as I have in my testimony.” (TR 966)
FCG provided depreciation study data extending through December 31, 2022 and did not provide study data for the month of January 2023. Therefore, in order to comport with the Depreciation Rule, the implementation date of the new depreciation rates and amortization schedules should be January 1, 2023, not February 1, 2023. 
CONCLUSION

Staff recommends January 1, 2023, for implementing the revised depreciation rates and amortization schedules approved in either Issue 5 or Issue 6 of this recommendation.





[bookmark: _Toc125363993][bookmark: _Toc127535400]Rate Base	
[bookmark: _Toc127535401]Issue 10:	 
 Has FCG made the appropriate adjustment to Rate Base to transfer the SAFE investments as of December 31, 2022 from clause recovery to base rates?
Approved Type II Stipulation: 
 Yes. Per Order No. PSC-15-0390-TRF-GU in Docket No. 150116-GU, investments in the SAFE program are required to be folded into any newly approved rate base and the SAFE surcharge is to begin anew. As reflected on Exhibit LF-3, $5.7 million of SAFE revenue requirements were transferred from clause recovery to base rates in the 2023 Test Year. 



[bookmark: _Toc127535402]Issue 11:	 
 Should FCG’s proposed Advanced Metering Infrastructure (AMI) Pilot be approved? If so, what adjustments, if any, should be made?
Recommendation: 
 Yes. Staff recommends that the AMI Pilot should be approved. As shown in Attachment 3, a staff adjustment of ($3,104) is recommended to the originally projected operation and maintenance (O&M) expense provided for the AMI Pilot to reflect the corrected O&M expense identified in FCG witness Howard’s revised testimony. In addition, staff recommends that FCG provide a final report with a summary of the findings to the Commission within 90 days of completion of the AMI Pilot. (Thompson)
Position of the Parties
FCG: 
 Yes.  The AMI Pilot will enable FCG to test and evaluate whether it would be appropriate in the future to deploy AMI technology across its entire system, as well as allow FCG to test and gather data on the corrosion resistance and life of new smart meters. FCG took a measured approach to its AMI Pilot, limiting the implementation of the pilot to only 5,000 meters that currently experience accelerated corrosion and retirement. No adjustments should be made. (Howard)
OPC: 
 No, the cost for this experimental program should be borne by shareholders, not customers, since it is not known whether there will be a benefit. The adjustments shown on Exhibit 46, Schedule B-3, of a plant in service adjustment of $837,500 and related accumulated depreciation adjustment of $23,456 and should be made. In addition, the related O&M expense of $20,000 and depreciation expense of $46,913 should be reduced as shown in Issue 49 and Exhibit 46, Schedules C and C-7.
FEA: 
 No position.
FIPUG: 
 Adopt position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG attested that its proposed AMI Pilot will provide information on the potential benefits of deploying AMI with two-way communications system-wide. FCG argued that under the AMI Pilot, FCG will be gathering information on the benefits of automated remote readings, and the corrosion resistance and life of the 5,000 new smart meters to be installed in Brevard County under the pilot, which is an appropriate sample size to determine benefits for the whole system while potentially reducing the costs. (FCG BR 22-23)
FCG asserted that the intervenors do not oppose the AMI Pilot, only its cost recovery, with OPC contending that the costs should be borne by shareholders because of the newness of the technology, which they suggest is intended to benefit shareholders as opposed to customers. FCG maintained that the smart meters and AMI to be deployed under the AMI Pilot are similar to the widely understood AMI technology that is used by electric utilities, and a small number of other gas utilities across the nation. (FCG BR 23)
FCG contended that OPC ignored the expected benefits identified in the direct testimony of FCG witness Howard associated with the AMI Pilot, which accrue to customers and the system, not shareholders, through improved functionality and potential cost reductions. In addition, FCG argued that pilot projects enable a utility to test new technologies on a limited basis to determine if it would be beneficial to deploy these technologies system-wide, which is why FCG is proposing an AMI Pilot. FCG averred that if OPC’s arguments are accepted, this would discourage utilities from proposing pilot programs for the Commission’s consideration, and negate opportunities for utilities to evaluate technologies that can enhance the service to and benefits for customers. (FCG BR 24)
FCG asserted that OPC’s argument that the costs for the AMI Pilot should be borne by shareholders overlooks the numerous pilot projects that the Commission has previously approved. For example, FCG identified FPL’s Green Hydrogen Pilot approved under FPL’s most recent settlement agreement.[footnoteRef:17] As such, FCG recommended that OPC’s arguments opposing the AMI Pilot be rejected, and the AMI Pilot be approved to enable FCG to evaluate whether future system-wide deployment is appropriate. (FCG BR 25) [17:  Staff notes that the 2021 FPL Settlement Agreement, approved by Order No. PSC-2021-0446A-S-EI, includes Section 30, which states in part: “No party will assert in any proceeding before the Commission or any court that this Agreement or any of the terms in the Agreement shall have any precedential value, except to enforce the provisions of this Agreement.”] 

OPC
OPC argued that the Commission should not approve FCG’s proposed AMI Pilot because the benefits to customers are unknown, and because FCG did not attempt to estimate potential customer savings. In addition, OPC contended that FCG admitted that AMI technology has only been deployed by a small number of gas utilities in the country, and not at all in Florida. OPC asserted that by including this program in its rate request without any estimation of potential savings, FCG is attempting to recover costs for this program from customers imprudently. Therefore, OPC recommended that the Commission should deny the AMI Pilot because FCG has not demonstrated the prudence of this program. (OPC BR 16)
FEA
FEA did not provide an argument. (FEA & FIPUG BR 6)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 6)
ANALYSIS

FCG is requesting a research and development pilot to evaluate AMI infrastructure with two-way communication capability. As part of the pilot, FCG would collect data on the durability of the proposed smart meters, especially with regard to corrosion, and usage of two-way communications for central control of meter functions, such as remote connects and disconnects, and improved customer information on usage. (TR 591-592) The proposed pilot would be over a four-year period, with one year of installation and three years of operation, and consist of 5,000 smart devices with related back-office technology support installed in the Brevard County area where accelerated corrosion has been documented. (TR 592-593) After the conclusion of the pilot, FCG anticipates being able to report a summary of the findings, and provide sample reports with relevant information to the Commission. (EXH 139) The estimated total cost of the AMI Pilot is $3.4 million in capital expenditures, with annual O&M estimated at $16,896, as corrected by FCG witness Howard, for the pilot period. (TR 594-595) As shown in Attachment 3, a staff adjustment of ($3,104) was made to the originally projected O&M expense for the AMI Pilot to reflect the corrected O&M expense identified in witness Howard’s testimony.
OPC witness Schultz raised concerns that the AMI Pilot was both (i) a risk due to the newness of the technology to the gas industry with uncertainty of benefits, and (ii) to the extent that benefits are proposed by FCG, it did not include them in the filing, only the proposed costs. Witness Schultz therefore argued that the Commission should disallow the recovery of expenses for the pilot, which he suggested should be borne by the shareholders as they may benefit from a potential sale of the Utility. (TR 298) Staff notes that pilot programs are typically vehicles through which utilities explore new technologies or processes, and assess the benefits using a sample prior to system-wide implementation.[footnoteRef:18] As previously discussed, FCG is planning to replace 5,000 meters under the AMI Pilot, which would provide a large enough sample to test the benefits of smart meters with AMI technology on FCG’s system without creating excessive costs as this represents less than five percent of FCG’s customer meters. (TR 593)  [18:  Order No. PSC-2021-0237-PAA-EI, issued June 30, 2021, in Docket No. 20200234-EI, In re: Petition for approval of direct current microgrid pilot program and for variance from or waiver of Rule 25-6.065, F.A.C., by Tampa Electric Company.] 

Regarding witness Schultz’s first concern, in discovery, FCG agreed that AMI technology, while common in the electric industry, has only been deployed by a limited number of gas utilities in the country, and not by any gas utilities in Florida, due to differences in the technologies. (TR 592; EXH 135) Staff believes that the newness of AMI technology to the gas industry, specifically in Florida, lends credibility to FCG’s proposal for a pilot program to allow this technology to be further evaluated prior to full scale implementation.
Regarding witness Schultz’s second concern, staff agrees that FCG has not attempted to quantify benefits; however, as part of the AMI Pilot, the Utility has proposed the collection of data to quantify benefits through tasks such as remote meter reading, disconnection, and leak/outage detection, all of which should reduce truck-rolls and related expenses. (TR 592-593) In addition, FCG indicated in discovery that after the conclusion of the pilot, it anticipates being able to report a summary of the findings with regard to the project cost, meter installation, maintenance, and corrosion performance, as well as provide sample reports including information such as customer daily usage, remote meter communication performance, and billing accuracy impacts. FCG intends to use this information, as well as potential cost savings, to determine the feasibility of AMI technology on its system, as well as the appropriateness of system-wide deployment of this technology in the future. (EXH 135) Witness Howard also testified that the Commission has previously accepted pilots as a means of determining benefits, and if the Commission accepted witness Schultz’s reasoning, the Commission would deter utilities from pursuing pilot programs that might lead to future benefits, such as the proposed AMI Pilot. (TR 611-612) 
Staff has reviewed FCG’s requested AMI Pilot, and agrees with FCG witness Howard that customers and the Utility could potentially benefit from implementation of AMI technology due to the potential for reduced costs for the Utility, and, as a result, the customers. While staff agrees with witness Schultz that FCG has not quantified the benefits associated with the AMI Pilot, staff notes that FCG has identified several benefits, as discussed above, that it expects following implementation of the pilot, and explained that these benefits, including potential cost savings, will be further assessed under the pilot. (TR 592-593; EXH 135, 139) As FCG would be the first gas utility to implement AMI technology in Florida, staff agrees with witness Howard that the benefits of such implementation need to first be assessed prior to system-wide deployment, and that a pilot program provides the means to do so. As such, staff recommends that FCG’s proposed AMI Pilot be approved.
CONCLUSION

Staff recommends that the AMI Pilot should be approved. As shown in Attachment 3, a staff adjustment of ($3,104) is recommended to the originally projected O&M expense provided for the AMI Pilot to reflect the corrected O&M expense identified in FCG witness Howard’s revised testimony. In addition, staff recommends that FCG provide a final report with a summary of the findings to the Commission within 90 days of completion of the AMI Pilot.



[bookmark: _Toc127535403]Issue 12:	 
 What is the appropriate amount of plant in service for FCG’s delayed LNG facility that was approved in its last rate case?
Recommendation: 
 Staff recommends that the appropriate amount of plant in service for FCG’s delayed LNG facility, once it is placed in service, is $68 million. (Thompson)
Position of the Parties
FCG: 
 The need and construction of the LNG Facility were previously approved by the Commission in Docket No. 20170179-GU.  FCG currently projects the total cost necessary to complete the LNG Facility is $68 million with an in-service date of March 2023.  As reflected on page 27 of MFR G-1, the appropriate amount of plant in service for the LNG Facility when it is placed in service in March 2023 is $68 million. (Campbell, Howard)
OPC: 
 OPC Witness Schultz’s testimony and exhibits address the appropriate amount of plant-in-service. The plant in service for the delayed LNG facility should be reduced by at least $7,692,308 and the associated accumulated depreciation of $56,253. Further adjustments may be warranted based on the actual in-service date of the facility.
FEA: 
 No position.
FIPUG: 
 Adopt position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG contended that the LNG facility was approved by the Commission in Order No. PSC-2018-0190-FOF-GU, when the 2018 Settlement Agreement, to which OPC was a signatory, approved both the need for and construction of the facility with a then estimated $58 million in-service cost. (FCG BR 25) FCG asserted that based on actual project costs, the total for the LNG facility is $68 million, with an in-service date of March 2023; therefore, only the incremental $10 million is at issue in this proceeding. FCG argued that no party disputed that the LNG facility is needed to serve customers, and that OPC agreed to the need of this facility in the 2018 Settlement Agreement. FCG averred that despite its efforts to secure additional capacity, it has been unable to do so at a reasonable cost, and therefore, the LNG facility remains a necessary option to provide capacity during peak periods for the Miami-Dade County area as it did when its need was approved in the 2018 Settlement Agreement. (FCG BR 26)
FCG contended that OPC’s argument that the incremental $10 million should be disallowed is inconsistent with Commission practice and the 2018 Settlement Agreement. FCG averred that standard practice for any project is to update estimates with the actual estimated costs, be it higher or lower than the estimated value. (FCG BR 27) FCG asserted that parties were aware that both the in-service date and costs were estimates, and that the 2018 Settlement Agreement terms specifically envisioned some of this uncertainty, with rates not going into effect until the in-service date of the unit. (FCG BR 27-28) 
FCG argued it is inappropriate for OPC to contend that the incremental $10 million be disallowed because of either (a) uncertainty in the in-service date or (b) that FCG was imprudent in acquiring the original site prior to a zoning change. FCG maintained that the record in this case demonstrates that the LNG facility is fully permitted and on schedule to begin LNG deliveries in January 2023, and meet its projected March 2023 in-service date. (FCG BR 28) FCG further argued that regardless of the property selected, the siting and construction of an LNG facility requires many permits and approvals, and that there are limited site options that can accommodate the proposed LNG facility at a reasonable and fair price. (FCG BR 31)
Regarding costs related to the LNG facility that are currently included in base rates, FCG argued that OPC, as a party to the 2018 Settlement Agreement, was aware that $2.5 million of revenue requirements associated with the LNG facility were included in the annual revenue requirement increase under the 2018 Settlement Agreement, and that no party disputes this. (FCG BR 32) FCG further argued that OPC’s recommendation that amounts collected from customers associated with the LNG facility when it goes into service should be set aside in a regulatory liability and amortized back to ratepayers over the next five years should be rejected because it is in direct violation of the following statement agreed to by the parties to the 2018 Settlement Agreement:
Parties further agree that they believe the 2018 Agreement is in the public interest, that they will support this 2018 Agreement and will not request or support any order, relief, outcome, or result in conflict with the terms of this 2018 Agreement in any administrative or judicial proceeding relating to, reviewing, or challenging the establishment, approval, adoption, or implementation of this 2018 Agreement or the subject matter hereof.[footnoteRef:19] (FCG BR 32-34) [19:  Order No. PSC-2018-0190-FOF-GU, issued April 20, 2018, in Docket No. 20170179-GU, In re: Petition for rate increase and approval of depreciation study by Florida City Gas.] 

FCG asserted that allowing parties to violate terms agreed upon in a prior Commission-approved settlement would cause parties to become more hesitant to enter settlement agreements. FCG argued that the Commission should honor the 2018 Settlement Agreement with regard to amounts collected from customers for the LNG facility. (FCG BR 34)
Regarding OPC’s implication of possible double recovery, FCG argued that its proposed base rate increase only includes the revenue requirements for the incremental $10 million for the LNG facility, and thus, is net of the $2.5 million in current rates associated with the LNG facility, and the previously approved increase of $3.8 million when the LNG facility enters service. Therefore, FCG asserted that there is no double recovery associated with the LNG facility. (FCG BR 34)


OPC
Although OPC acknowledged that some recovery of expenses associated with the LNG facility were allowed under the 2018 Settlement Agreement, OPC expressed concerns with the timeframe over which ratepayers have been paying for the LNG facility. (OPC BR 18) OPC argued that it is unjust that customers have been paying for a facility that is not yet in-service. (OPC BR 18-19) An additional concern OPC noted is a possible double recovery specifically as it relates to the $11.6 million that has already been received from customers associated with the original $58 million cost for the LNG facility contemplated by the 2018 Settlement Agreement. OPC expressed concerns that since FCG is seeking recovery of $68 million in costs associated with the LNG facility in this proceeding (which consists of the original $58 million cost plus an additional $10 million in costs), funds already received from customers will potentially result in customers overpaying for the LNG facility. As such, OPC proposed that the Commission create a mechanism to ensure that customers only pay for the LNG facility once. (OPC BR 19) Specifically, OPC recommended that any funds that have been collected from ratepayers related to the LNG facility be accounted for in a regulatory liability and returned to ratepayers over five years. (OPC BR 22)
Regarding recovery of the $68 million LNG facility cost, OPC recommended that no costs be recovered until the facility is in-service due to the delayed in-service date. (OPC BR 22-23) Additionally, OPC recommended that any additional depreciation associated with the LNG facility that is currently included in rates be reflected as a regulatory liability and deferred until FCG’s next rate case, or be reflected as a credit adjustment in one of the annual clause dockets at a weighted average cost of capital (WACC) that recognizes the cost carried in rates. (OPC BR 23)
Regarding the additional $10 million cost associated with acquiring a new site for the LNG facility, OPC recommended that this cost be disallowed. OPC argued that FCG failed to properly and prudently plan the project by acquiring land and incurring costs prior to receiving the zoning exemption for the site. (OPC BR 23) OPC further argued that the informal communications between FCG and the County Planning staff should not have been used as the basis for obtaining the site since no official approval was granted. (OPC BR 24-25) In addition, OPC asserted that the land for which FCG failed to receive zoning approval ultimately benefitted FPL as it appears to now be owned by FPL. (OPC BR 27)
FEA
FEA did not provide an argument. (FEA & FIPUG BR 6)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 6)
ANALYSIS

The LNG facility would provide 10,000 Dekatherms/day of pipeline capacity equivalent, and consists of three storage tanks holding 270,000 gallons of LNG and associated vaporization and delivery equipment. (TR 583) The LNG facility was originally proposed as part of FCG’s 2017 base rate proceeding, and was included in several terms of the 2018 Settlement Agreement.[footnoteRef:20] The 2018 Settlement Agreement determined that the LNG facility was needed to address the peak capacity concerns on FCG’s system for the Miami-Dade County area, and should be allowed in rate base. As part of the 2018 Settlement Agreement, a portion of the revenue requirement associated with the then estimated $58 million in-service cost was included, with a term allowing a base rate increase to recover the full estimated cost upon either the end of 2019 or the in-service date of the facility, whichever was later. [20:  Order No. PSC-2018-0190-FOF-GU, issued April 20, 2018, in Docket No. 20170179-GU, In re: Petition for rate increase and approval of depreciation study by Florida City Gas.] 


Since the approval of the 2018 Settlement Agreement, the estimated in-service date has shifted to March 2023, with a total estimated in-service cost of $68 million. (TR 586) The primary cause of this is due to the loss of the originally proposed site as a viable location for the LNG facility, and the resulting in-service date delay. (TR 587) Due to being unable to acquire the necessary zoning and permitting approvals for the original site, FCG ultimately decided to sell the site and acquire a new site, which took additional time and delayed the in-service date. (TR 584-585) As part of this record, staff reviewed the continued need for the LNG facility, the appropriate amount to include in rate base for the facility, in-service date concerns, and OPC’s refund and cost disallowance proposals, as discussed below.

Need for the LNG Facility
While the Commission previously approved the need for the LNG facility under the 2018 Settlement Agreement and no party has disputed the continued need for the facility, the Commission noted in a prior proceeding that prudent utility managers continually reassess the need for a project or facility as circumstances change.[footnoteRef:21] As such, staff reviewed whether or not the LNG facility is still needed to serve customers on the southern-most portion of FCG’s system in the projected test year. [21:  Order No. PSC-12-0187-FOF-EI, issued April 9, 2012, in Docket No. 20110309-EI, In re: Petition to determine need for modernization of Port Everglades Plant, by Florida Power & Light Company.] 

To support the need of the LNG facility, FCG witness Howard testified that FCG needs additional interstate pipeline capacity to meet the needs of its Sales and Essential Use Transportation customers primarily in the Miami-Dade County area. (TR 585; EXH 139) FCG further indicated that the FGT pipeline is the sole source of FCG capacity in Miami-Dade County, but the FGT pipeline has no additional incremental capacity available. (EXH 139, 142) Witness Howard argued that to date, FCG has been unable to acquire any additional interstate capacity at terms and pricing that are acceptable and reasonable, including additional capacity to serve customers in the Miami-Dade County area. (TR 585; EXH 139) In addition, FCG explained that there are no other existing alternatives to strengthen reliability at the southern-most portion of FCG’s system outside of the FGT pipeline. (EXH 142)
In response to staff’s discovery, FCG indicated that it has been able to continue to meet the capacity needs in the Miami-Dade County area with the FGT pipeline during the delay period only because the system has not experienced any extraordinary circumstances that have stressed the system such that the flow of gas had to be curtailed or interrupted. (EXH 142) In addition, witness Howard argued that FCG has seen significant gas demand growth on the southern-most portion of its system since the 2018 Settlement Agreement. (TR 585) As such, FCG indicated that reliably serving customers at this portion of its system is becoming increasingly constrained due to customer growth in that area, and provided supporting documentation demonstrating the consumption increase in this area since 2018. (TR 585; EXH 142) In addition, FCG identified specific capacity shortages on its system, by region, for 2023, some of which the LNG facility will help supply. FCG argued that although it has been fortunate to not encounter any degree days or upstream interruptions that have stressed the system to the point where the flow of gas had to be curtailed or interrupted, it would not be prudent to assume that this will continue to be the case rather than adding resiliency to ensure FCG can continue to provide safe and reliable service to customers located at the southern-most portion of its system. (EXH 142) As the LNG facility appears to be the only cost-effective alternative available and is necessary to help reinforce the southern-most portion of FCG’s system, staff recommends that the LNG facility is still needed for FCG to reliably serve its customers.
LNG Facility Cost and OPC Proposal
As part of the 2018 Settlement Agreement, the Commission has already approved the inclusion of $58 million in rate base for the LNG facility which no party disputes. However, due to the need to relocate the site and the associated components, such as environmental studies, permitting, and the need to extend the pipeline connection, FCG updated its project cost estimate by an incremental $10 million to a total of $68 million. (TR 586-587) These increased project costs have been offset by $2.2 million in benefits from the sale of the original site. (TR 587)
Following approval of the LNG facility as part of the 2018 Settlement Agreement, FCG began the effort to secure an appropriate site for the LNG facility, which resulted in selection of the original site. The LNG facility was originally proposed to be located along and connected to FCG’s Jet Fuel Line to reinforce FCG’s system south of the Miami International Airport by providing extra capacity to serve customers at this portion of FCG’s system during times of high demand. (TR 582-583) However, the original site was located outside of the County’s urban development boundary and thus, only agricultural and agricultural accessory uses were permitted without first obtaining a special or unusual use zoning exemption. Therefore, FCG requested a formal opinion from the Miami-Dade County Planning Director to determine whether the development of an LNG facility would be suitable at the initial proposed site, and received a formal consistency determination from the County Planning Director on August 17, 2018. (EXH 156) Following this determination, FCG acquired the original site for the LNG facility, and began pursuing the permits and approvals needed for the site, including the special or unusual use zoning exemption from the County. Although FCG received support and recommendations of approval from County staff, the Community Council ultimately denied FCG’s special or unusual use zoning exemption request for the original site on June 5, 2019. (TR 606; EXH 155, 156)
As such, FCG determined that it would be most appropriate to sell the original site, and locate a new site. After reviewing over 100 potential parcels, FCG located a suitable site within the City of Homestead. (TR 607; EXH 139) After receiving positive feedback from the City of Homestead’s Planning Director, FCG proceeded with the submittal of a new zoning application in October 2020, and received approval from the Homestead City Council in July 2021. (TR 608) Staff notes that no party disputes the selection of the alternative site as an appropriate site to construct the LNG facility.
Although OPC witness Schultz acknowledged that the difficulties FCG experienced associated with obtaining the permits and approvals for the original site, the loss of the original site as a viable location, the need to sell the original site, and the need to secure a new site all contributed to the delay in constructing the LNG facility, witness Schultz recommended that the Commission disallow the additional cost of $10 million for the LNG facility because FCG failed to properly and prudently plan the project. (TR 295-296) Witness Schultz argued that it is not prudent to buy property zoned residential and plan industrial construction in the hopes that a zoning change will be allowed. (TR 296)
FCG witness Howard rebutted witness Schultz’s testimony by arguing that the original site for the LNG facility was not zoned as residential, but was zoned for agricultural and agricultural accessory uses. Witness Howard further argued that FCG did not acquire the original site in the hopes that the zoning for the site would be changed, but FCG undertook due diligence with the County Planning Director, as discussed above, regarding the consistency of the LNG facility within the established zoning requirements. (TR 607) Based on FCG’s description of and response to the obstacles encountered that led to the delay of the LNG facility and OPC’s acknowledgement of said obstacles, staff agrees with witness Howard that FCG has acted prudently. Staff is of the opinion that the Community Council’s decision to deny FCG’s zoning exemption request for the original site, as well as the amount of time this process, locating a new site, and acquiring the necessary approvals for the new site took to reach completion, was beyond FCG’s control. As such, staff recommends that the additional cost of $10 million for the LNG facility was prudently incurred.
In-Service Date Concerns
FCG projects an in-service date of March 2023 for the LNG facility. (TR 586) In his testimony, OPC witness Schultz expressed concerns regarding whether the LNG facility will be in-service when FCG projects since the in-service date for the facility has already been delayed by more than three years. Specifically, witness Schultz argued that it would not be appropriate for customers to again pay for plant not yet in-service. (TR 293-296) As such, witness Schultz recommended that any projected depreciation included in rates associated with the LNG facility be reflected as a regulatory liability and deferred until FCG’s next rate case, or be reflected as a credit adjustment in one of the Commission’s annual cost recovery clauses at a WACC that recognizes the cost carried in rates. (TR 296-297)
In response to discovery, FCG indicated that construction of the LNG facility began in June 2022. (EXH 139) In addition, FCG witness Howard testified that construction of the LNG facility is essentially complete, with LNG deliveries scheduled to commence in January 2023. (TR 655) Witness Howard also rebutted witness Schultz’s testimony regarding this issue by outlining the activities completed with regard to the LNG facility from the time of the 2018 Settlement Agreement to this proceeding, as detailed above, in order to demonstrate that FCG has continued to act prudently.
Staff notes that paragraph III(a) of the 2018 Settlement Agreement, of which OPC is a signatory, contemplates that the in-service date of the LNG facility could occur at some point after December 1, 2019.[footnoteRef:22] In addition, as previously discussed, witness Schultz acknowledged the obstacles encountered by FCG that contributed to the delay of the LNG facility. As construction of the LNG facility is almost complete, staff believes that it is reasonable to conclude that the LNG facility will be completed on or near the March 2023 in-service date. As such, staff recommends no adjustments to projected depreciation for the LNG facility. [22:  Order No. PSC-2018-0190-FOF-GU, issued April 20, 2018, in Docket No. 20170179-GU, In re: Petition for rate increase and approval of depreciation study by Florida City Gas.] 

LNG Facility Costs in Current Base Rates and OPC Refund Proposal
OPC witness Schultz testified that his understanding of FCG witness Howard’s testimony is that customers would not be paying for the LNG facility until it was in service. However, in response to discovery, witness Schultz asserted that FCG identified $29 million in current base rates associated with the LNG facility. (TR 293; EXH 161) Due to this and to avoid double recovery, witness Schultz recommended that any funds that have been collected from ratepayers related to the LNG facility be set aside in a regulatory liability and amortized back to ratepayers over five years. (TR 294)
FCG witness Fuentes rebutted witness Schultz’s testimony regarding this issue by asserting that OPC agreed to this ratemaking treatment as part of FCG’s 2018 Settlement Agreement. (TR 823) Due to this, witness Fuentes disagreed with witness Schultz that funds that have been collected from ratepayers related to the LNG facility should be accounted for in a regulatory liability and returned to ratepayers over five years as this recommendation is in direct violation of the 2018 Settlement Agreement. (TR 824)
Staff notes that OPC admitted in its brief that some recovery for the LNG facility was allowed under the 2018 Settlement Agreement. (OPC BR 18) The 2018 Settlement Agreement allowed recovery of $29 million in rate base for the LNG facility before it came in-service, and approved an increase to $58 million in rate base upon entering service.[footnoteRef:23] FCG’s updated total project cost estimate is $68 million. (TR 586) As the $58 million project cost estimate was previously approved in the 2018 Settlement Agreement, FCG is only requesting approval of the incremental $10 million project cost increase in this proceeding; therefore, there is no possibility of double recovery. Since the ratemaking treatment for the LNG facility was agreed upon as part of the 2018 Settlement Agreement and there is no possibility of double recovery, staff agrees with FCG witness Fuentes that there is no need to set aside funds that have already been collected from ratepayers related to the LNG facility in a regulatory liability and amortized back to ratepayers over five years.  [23:  Order No. PSC-2018-0190-FOF-GU, issued April 20, 2018, in Docket No. 20170179-GU, In re: Petition for rate increase and approval of depreciation study by Florida City Gas.] 

CONCLUSION

Staff recommends that the appropriate amount of plant in service for FCG’s delayed LNG facility, once it is placed in service, is $68 million.


[bookmark: _Toc127535404]Issue 13:	 
 What is the appropriate level of plant in service for the projected test year?
Recommendation: 
 The appropriate level of plant in service for the projected test year is $643,079,704. (Gatlin, Thompson) 
Position of the Parties
FCG: 
 As reflected in page 1 of MFR A-3 (with RSAM), the appropriate amount of plant in-service, including the gross amount of the acquisition adjustment, is $664,736,539 (adjusted) for the 2023 projected Test Year.  If the Commission does not adopt the RSAM as part of FCG’s four-year rate proposal, the appropriate amount of plant in service for the 2023 projected test year is also $664,736,539 (adjusted). (Campbell, Fuentes, Howard)
OPC: 
 OPC Witness Schultz’s testimony and exhibits demonstrate that the appropriate amount of plant-in-service to include in the projected test year should be no greater than $624,911,908. This includes an adjustment to remove $9,637,988 of overstated projected plant in service plus $460,884 of accumulated depreciation.
FEA: 
 No position.
FIPUG: 
 Adopt position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS
FCG
FCG stated that the appropriate amount of plant in service for the projected test year of 2023 is $664,736,539 and that includes the gross amount of the acquisition adjustment. (FCG BR 35; EXH 2) FCG has projections to invest more than $290 million in infrastructure and other capital to support customer growth, enhance customer service, and enhance safety and reliability of its system. (FCG BR 35; TR 577-578; TR 1059-1060) FCG stated that it practices the same rigorous and long-standing processes used by Florida Power & Light Company for the development and approval of capital expenditure budgets, financial forecasts, and MFRs. (FCG BR 35; TR 1047-1048) FCG noted that none of the interveners disproved of the forecasting methodologies done by FCG. (FCG BR 35) FCG argued that by following its procedures it is able to secure the capital expenditures at the lowest reasonable cost including: competitive bidding, contractor quality assurance, and cost tracking. (FCG BR 35; TR 576) FCG explained that even with procedures in place to ensure low cost for capital expenditures cost of construction has increased due to: increases in inflation and material costs; industry market demand for external contractors; supply chain issues; governmental, regulatory, and compliance requirements, including permitting and maintenance of traffic requirements; retirement, removal, and restoration costs; construction safety protocols; and enhanced construction management, inspection, and quality control. (FCG BR 36; TR 575-576) FCG recognized OPC’s recommendation of a reduction of nearly $9.6 million of plant in service, but argued that the reduction is exclusively based off of a three-year historical average from capital expenditures, plant additions, and plant in service. (FCG BR 36; TR 299-302) FCG acknowledged that the historical average is helpful to evaluate the reasonableness of a forecast, but argued it should not take precedent over a forecasted test year for a growing business in which the Company’s plant additions for the 2023 test year are considered prudent. (FCG BR 36-37; TR 1089)
OPC
OPC argued that FCG overstated its capital additions because capital expenditures were only $36.6 million and $40.9 million for 2019 and 2021, respectively, and the projections for 2022 and 2023 are $89.4 million and $50.6 million, respectively. (OPC BR 27; TR 299) OPC asserted that the actual 2020 capital expenditures might be an anomaly due to $12 million in major improvements for a new customer and $10 million in system investments, therefore making the increases for 2022 and 2023 more extreme. (OPC BR 28; TR 300) OPC noted that the 2022 budget-to-actual spending shows an overstatement averaging $36,954,004. (OPC BR 28; EXH 46) OPC acknowledged that un-reflected SAFE costs in the actuals could cause the $36,954,004 overstatement, but OPC deemed that FCG did not adequately provide information to determine if the overstatement was due to SAFE costs. (OPC BR 28; TR 301) OPC contended that because FCG did not provide sufficient information to complete an analysis and according to FCG witness Howard the Company is spending $9 million below the projected plant for the capital expenditures for January to September 2022, OPC recommends an adjustment. (OPC BR 28-29; TR 668-669) OPC recommended an adjustment to 2022 plant additions, by a reduction of $9,637,988. (OPC BR 28-29; TR 300-301; EXH 46) This reduction is based by subtracting the actual three-year average of plant additions from the estimated 2022 plant additions. (OPC BR 29; TR 300-301; EXH 46) OPC also recommended a corresponding reduction of $307,256 to depreciation expense and a $460,884 reduction to accumulated depreciation to reflect a year and half of depreciation. (OPC BR 29; TR 300-301; EXH 46)
FEA
FEA did not provide an argument. (FEA & FIPUG BR 6)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 6)
ANALYSIS
Although this issue is identified as a fallout issue, OPC’s concerns regarding FCG’s projected capital additions will also be addressed. OPC witness Schultz testified that FCG’s plant additions are overstated. (TR 299) Schultz calculated the three-year actual average of capital expenditures to be $30,951,611, excluding the LNG facility, and determined the projected 2022 and 2023 capital expenditures, excluding the LNG Facility, to be $20,014,315 and $21,542,902, respectively, over the three-year actual. (TR 299) Witness Schultz continued that FCG having an approximate 67 percent increase in projected capital expenditures over the actual average is cause for concern. (TR 299-300) Witness Schultz also asserted concern that 2020 capital spending may be an anomaly because of high actual costs from $12.2 million for major improvements for a new customer and $10 million for a systems investment. (TR 300) OPC witness Schultz made a comparison between MFR Schedule G-1, Page 9 and the response provided by the Company in Interrogatory No. 5-164 and determined there to be an average overstatement of $36,954,004, in a six-month period between January and June 2022, between the Company’s MFRs and the response provided in discovery. (TR 300; EXH 46) Witness Schultz conceded that the discrepancy could be due to the SAFE plant not being included in the discovery response, but being included in the MFRs. (TR 301)
OPC requested a comparable summary with actuals by month for January to June 2022, and, according to OPC, the discovery response should have included SAFE plant in order for it to be comparable. (TR 301) FCG did not provide any more information to OPC in order to determine the cause of the overstatement. (TR 301) Witness Schultz argues that because the information provided does not allow for a complete analysis he recommends an adjustment for the 2022 plant additions by a reduction of $9,637,988. (TR 301-302) Witness Schultz explained the calculation for the reduction is by subtracting the actual three-year average of plant additions from the estimated 2022 plant additions. (TR 302). OPC reflected a corresponding reduction of $307,256 in depreciation expense and a $460,884 reduction to accumulated depreciation. (TR 302) 
FCG argued that historical data is useful to evaluate the reasonableness of a forecast, but should not replace a forecast for a growing business. (TR 1089) In FCG witness Campbell’s rebuttal testimony, he responded that OPC witness Schultz should not have used historical averages because it is not representative of a prudent forecast for the projected test year and upon review it seems he used incomparable data for the historical periods. (TR 1106) Witness Campbell continued that witness Schultz used data from FEA’s first set of interrogatories No. 4 for capital expenditures and OPC’s first set of interrogatories Supplemental No. 87 for plant additions. In both of these responses, the data only provided retail base and does not include data for all clause investments. (TR 1106) OPC witness Schultz then utilized this data to compare the historical retail base capital expenditures and plant additions to the projected period amounts included in the MFR Schedule G-1. (TR 1106) However, the projected MFR Schedule G-1 are presented as company per book and include both base rate and clause investments, while the historical periods witness Schultz utilized only included base rate investments. (TR 1106) Witness Campbell recalculated the historical averages with the Company’s corrected adjustments as shown in the table below.
Table 13-1
FCG’s Corrections to Exhibit HWS-1 Schedule B4
	Category
	As Represented in HWS-2
	Company’s Corrections
	Total Amount 
Per Company

	3-Yr Avg.—Capital Expenditures
	$30,951,611
	$12,479,341
	$43,430,952

	3-Yr Avg.—Plant Additions
	$30,261,012
	$11,773,794
	$42,034,806

	Difference—Actual & Projected Plant In Service[footnoteRef:24] [24:  December 2021 through June 2022 (6-Month Average)] 

	($36,954,004)
	$36,580,270
	($373,733)


Source: TR 1107-1109
Witness Campbell applied witness Schultz’s methodology and determined that with the adjustments provided, there would be a $2,134,806 increase to plant-in-service, instead of the $9,637,988 decrease that witness Schultz recommended. (TR 1109-1110)
Staff does not believe any adjustments to the Company’s projected plant in service are necessary. Based on staff’s recommendations in previous issues, the appropriate level of plant in service for the projected test year is $643,079,704.
CONCLUSION

Based on staff’s recommendations in previous issues, the appropriate level of plant in service for the projected test year is $643,079,704. 



[bookmark: _Toc127535405]Issue 14:	 
 Has FCG made the appropriate adjustments to remove all non-utility activities from Plant in Service, Accumulated Depreciation, and Working Capital?
Approved Type II Stipulation: 
 FCG does not have any non-utility investments; no adjustments are necessary. 



[bookmark: _Toc127535406]Issue 15:	 
 Should any adjustments be made to the amounts included in the projected test year for acquisition adjustment and accumulated amortization of acquisition adjustment?
Recommendation: 
[bookmark: IssueRecommendation] Yes. In agreement with Generally Accepted Accounting Principles (GAAP), which directs an acquiring entity to write off any goodwill existing on the prior owner’s balance sheet at the time of acquisition, the entire acquisition adjustment should be removed as well as any amortization related to the acquisition adjustment. The acquisition adjustment should be decreased by $21,656,835 and the accumulated amortization of the adjustment should be decreased by $13,475,365. (Snyder, Harper) 
Position of the Parties
FCG: 
 No.  FCG has not requested approval or recovery of an acquisition adjustment related to the acquisition from Southern Company Gas in July 2018.  Rather, FCG carried over FCG’s existing positive acquisition adjustment related to AGLR’s acquisition of FCG in 2004, which was approved by Commission Order No. PSC-07-0913-PAA-GU (“AGLR Order”).  This acquisition adjustment survived a subsequent acquisition by Southern Company Gas and was addressed and resolved in FCG’s most recent base rate case.  As a result, there is no need to make an adjustment to remove the approved AGLR acquisition adjustment from FCG’s 2023 Test Year. (Fuentes)
OPC: 
 Yes. The net unrecovered acquisition adjustment of $8,181,470 resulting from the original acquisition adjustment of $21,656,835 less the accumulated amortization of acquisition adjustment in the amount of $13,475,365 should be disallowed pursuant to existing Commission policy. Acquisition adjustments do not survive subsequent purchases of a utility’s assets. Amortization expense in the amount of $721,894 should also be removed from the test year net income.
FEA: 
 No position.
FIPUG: 
 Adopt position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG stated that it carried over the amounts reflected in the balance sheet at the time of the acquisition from Southern Gas Company (Southern) in July 2018, as opposed to recording an acquisition adjustment from the transaction. (FCG BR 37-38) FCG noted that these amounts on the balance sheets already reflected an existing positive acquisition adjustment from FCG’s acquisition by AGL Resources (AGLR) in 2004. (FCG BR 38) The acquisition adjustment was approved by the Commission in Order No. PSC-07-0913-PAA-GU (AGLR Order).[footnoteRef:25] (TR 817) In 2016, AGLR was acquired by Southern and, as a result, FCG became a subsidiary of Southern. (TR 817) FCG continued the amortization of the existing AGLR acquisition adjustment after the acquisition by Southern. (TR 818) FCG claimed that the permanence and continuation of the acquisition adjustment and related amortization were addressed in Docket No. 20170179-GU (2018 Rate Case), which was resolved through a settlement agreement (2018 Settlement Agreement).[footnoteRef:26] (TR 817-818) [25:  Order No. PSC-07-0913-PAA-GU, issued November 13, 2007, in Docket No. 20060657-GU, In re: Petition for approval of acquisition adjustment and recognition of regulatory asset to reflect purchase of Florida City Gas by AGL Resources. Inc.]  [26:  Order No.PSC-2018-0190-FOF-GU, issued April 20, 2018, in Docket No. 20170179-GU, In re: Petition for rate increase by Florida City.] 

FCG argued against OPC’s claim that the previously approved AGLR acquisition adjustment and related accumulated amortization should be disallowed by stating that OPC ignored the evidence of what actually occurred. (FCG BR 38) FCG also showed that OPC did not propose any rate base or net operating income adjustments to remove the AGLR acquisition adjustment or its related accumulated amortization in the 2018 Rate Case. (FCG BR 39; TR 818; EXH 109) The Company stated that FCG’s AGLR acquisition adjustment already survived a subsequent acquisition by Southern in 2016. (TR 818) FCG stated that the continuation of the acquisition adjustment was addressed in the 2018 Rate Case, where it was not disallowed in the 2018 Settlement Agreement. (FCG BR 41) 
Witness Fuentes stated that while the settlement contained no reference to the acquisition adjustment in question, FCG responded to Staff’s First Data Request on Stipulation and Settlement No. 2 in Docket No. 20170179-GU (“Staff’s 2018 Settlement Data Request”) regarding FCG’s intent for the continued recovery of the AGLR acquisition adjustment in base rates. (TR 819) The data request in question asked, “does FCG believe that this Stipulation and Settlement Agreement fulfills its obligation to demonstrate to the Commission the prudence of the Acquisition Adjustment?” (TR 819; EXH 108). FCG responded:  
While the Stipulation and Settlement does not specifically address the Acquisition Adjustment, the Company provided the testimonies of Witnesses Kim and Bermudez in support of the continued prudence of the Acquisition Adjustment. To the extent that no intervenor party provided testimony recommending an adjustment to the unamortized amount associated with the Acquisition Adjustment, and the Settlement and Stipulation does not contain a specific adjustment to the remaining unamortized amount associated.
On cross-examination during the hearing, witness Fuentes cited Order No. PSC-03-0038-FOF-GU, as an example of an acquisition adjustment that survived a subsequent acquisition.[footnoteRef:27] (TR 936-937) In the Order, an acquisition adjustment related to Peoples Gas System’s (PGS) acquisition of Southern, as approved in Order No. 23858, was continued after Tampa Electric Company’s acquisition of Southern.[footnoteRef:28] [27:  Order No. PSC-03-0038-FOF-GU, issued January 6, 2003, in Docket No. 020384, In re: Petition for rate increase by Peoples Gas Systems.]  [28:  Order No. 23858, issued December 11, 1990, in Docket No. 891353, In re: Application of PEOPLES GAS SYSTEMS, INC. for a rate increase.] 

FCG noted that OPC referred to two water and wastewater utility orders to suggest that the Commission has a policy of acquisition adjustments not surviving subsequent purchases of a utility’s assets. (FCG BR 40; TR 290-291) FCG claimed that OPC’s reliance on the orders is misplaced and show no Commission policy regarding acquisition adjustments. (FCG BR 40) FCG included the $21.7 million AGLR acquisition adjustment and related accumulated amortization of $13.5 million in rate base, and $0.7 million of amortization expense in net operating income in the 2023 Test Year. (EXH 8) FCG claimed this treatment is consistent with the AGLR Order and the 2018 Settlement Agreement. (TR 820)
OPC
OPC stated that the Commission has an established policy that acquisition adjustments resulting from previous transactions do not survive subsequent purchases of a utility’s assets. (OPC BR 29). OPC also claimed that FCG failed to provide proof of why it should be allowed to recover the acquisition premium against the Commission policy. (OPC BR 30) OPC cited two orders showing that the Commission has an established policy that acquisition adjustments resulting from previous transactions do not survive subsequent purchases of a utility’s assets. (TR 934) Order No. PSC-00-1165-PAA-WS stated that “acquisition adjustments do not survive subsequent purchases of the utility’s assets.”[footnoteRef:29] Order No. PSC-05-1242-PAA-WS stated that “consistent with prior Commission decisions, acquisitions adjustments do not survive subsequent transfers.”[footnoteRef:30] [29:  Order No. PSC-00-1165-PAA-WS, issued June 27, 2000, in Docket No. 20040951-WS, In re: Application for limited proceeding increase and restructuring of water rates by Sun Communities Finance Limited Partnership in Lake County, and overearnings investigation.]  [30:  Order No. PSC-05-1242-PAA-WS, issued December 20, 2005, in Docket No. 20040952-WS, In re: Joint application for approval of sale of Florida Water Services Corporation’s land, facilities, and certificates in Brevard, Highlands, Lake, Orange, Pasco, Polk, Putnam, a portion of Seminole, Volusia, and Washington counties to Aqua Utilities Florida, Inc.] 

OPC stated that FCG’s entire argument seems to rest on a perceived oversight by OPC when it failed to challenge the expired ALGR acquisition adjustment in the 2018 Rate Case. (OPC BR 30; TR 818) OPC further stated that FCG asked the Commission to heavily consider a submission of a discovery response provided by Southern Company at a time the company knew—but did not disclose to parties or the Commission—that Southern Company and NextEra Energy (NEE) were engaged in negotiations for FCG to be sold to NEE. (OPC BR 31; TR 918; EXH 108,192) OPC noted that NEE appears to have absorbed a very large acquisition premium associated with the 2018 acquisition that has not been recorded on the books of FCG. (OPC BR 33)
FEA
FEA did not provide an argument. (FEA & FIPUG BR 6)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 6)
ANALYSIS
The acquisition adjustment at issue in this proceeding relates to the acquisition of FCG by AGLR in 2004, which was approved by the Commission in Order No. PSC-07-0913-PAA-GU, in Docket No. 20060657-GU AGLR Order.[footnoteRef:31] (TR 817) The Commission approved the acquisition adjustment and required the review of the savings that supported the acquisition adjustment in the next rate proceeding. (TR 817-818) The Commission authorized the 30-year amortization period for the acquisition adjustment after analyzing the five factors it has historically reviewed when considering acquisition adjustments for natural gas utilities.[footnoteRef:32] These factors address the quality of service, operating costs, ability to attract capital for improvements, overall cost of capital, and the professionalism and expertise of the staff.[footnoteRef:33]  [31:  Order No. PSC-07-0913-PAA-GU.]  [32:  Id.]  [33:  Id.] 

Since the Commission approved the acquisition adjustment, the utility has changed ownership twice. In 2016, AGLR was acquired by Southern Gas Company (Southern). (TR 817-818) The Company was later acquired by NEE, the parent company of Florida Power & Light Company (FPL) in 2018. FCG continues to amortize the AGLR acquisition adjustment approved in 2007. (TR 817-18)
The permanence of the acquisition adjustment has never been a litigated issue in any proceeding since it was approved in 2007. FPL witness Fuentes acknowledged that the 2018 Settlement Agreement did not address the acquisition adjustment and argued the acquisition adjustment should be permanent because OPC did not propose an adjustment in the 2018 Rate Case. (TR 818-819; EXH 108, 109)
Witness Schultz testified that the achievement of the five factors is not relevant in the instant case because the Company has since been acquired by NEE and transferred to FPL. Staff agrees with OPC witness Schultz that the five factors for reviewing an acquisition adjustment should not be at issue in this proceeding. (TR 289) Instead, the Commission should rely on its past decisions where the Commission refused to allow acquisition adjustments to survive subsequent purchases by new owners.[footnoteRef:34]  [34:  Order No. PSC-00-1165-PAA-WS and Order No. PSC-05-1242-PAA-WS.] 

Staff agrees with OPC’s position, as stated when the Commission reviewed the Florida Water transfer to Aqua Utilities: 
There are many items which belong to a particular system being sold that do not transfer to the new owner. One particular example is the prior owner’s equity in the assets. The level of equity and debt financing to be reflected on the ongoing utility’s books will be based on the buyer’s management decisions. Other examples of assets that do not transfer include an acquisition adjustment from the prior owner’s purchase of the assets or deferred income taxes relative to the held assets (for example Financial Accounting Standard Board (FASB) 142, Goodwill.) 
Order No. PSC-05-1242-PAA-WS, at page 8.
In the PGS Orders cited by witness Fuentes, the issue of whether an acquisition adjustment survived an acquisition was not discussed or addressed. (TR 936-937) In Order No. PSC-2018-0566-FOF-EU, the Commission stated that “a positive acquisition adjustment is considered goodwill or going–concern value for accounting purposes.”[footnoteRef:35] Under GAAP (e.g., Accounting Standards Codification (ASC) 350, entitled Intangibles – Goodwill and Other) any goodwill existing on the prior owner’s balance sheet at the time of acquisition is written off by the acquiring entity. (EXH 152 BSP 627) After FPL acquired FCG, FCG’s debt and equity accounts were affected by the acquisition but the acquisition adjustment remained. (EXH 186-187) As discussed in Issue 28, FCG has proposed to use the 59.6 percent equity ratio of its current parent, FPL, in the instant case. (TR 1069) Staff has recommended the 59.6 percent equity ratio of FPL, not the 44 percent equity ratio maintained by FCG’s prior owner, be recognized for ratemaking purposes going forward. As such, staff recommends the entire acquisition adjustment be removed as well as any amortization expense related to the acquisition adjustment. The acquisition adjustment should be decreased by $21,656,835 and the accumulated amortization of the acquisition adjustment should be decreased by $9,264,312. [35:  Order No. PSC-2018-0566-FOF-EU, issued November 30, 2018, in Docket No. 20170235, In re: Petition by Florida Power & Light Company (FPL) for authority to charge FPL rates to former City of Vero Beach customers and for approval of FPL's accounting treatment for City of Vero Beach transaction.] 

CONCLUSION
In agreement with GAAP, which directs an acquiring entity to write off any goodwill existing on the prior owner’s balance sheet at the time of acquisition, the entire acquisition adjustment should be removed as well as any amortization related to the acquisition adjustment. The acquisition adjustment should be decreased by $21,656,835 and the accumulated amortization of the adjustment should be decreased by $13,475,365.



[bookmark: _Toc127535407]Issue 16:	 
 What is the appropriate level of CWIP to include in the projected test year?
Approved Type II Stipulation: 
 The appropriate amount of CWIP is $28,192,440 for the 2023 projected test year. 



[bookmark: _Toc127535408]Issue 17:	 
 What is the appropriate level of Gas Plant Accumulated Depreciation and Amortization for the projected test year?
Recommendation: 
 The appropriate level of Gas Plant Accumulated Depreciation and Amortization is $209,484,638. (Hinson)
Position of the Parties
FCG: 
 As reflected on page 1 of MFR A-3 (with RSAM), the appropriate amount of Accumulated Depreciation with RSAM, including accumulated amortization associated with the acquisition adjustment, is $221,380,711 (adjusted) for the 2023 Test Year.  If the Commission does not adopt the RSAM as part of FCG’s four-year rate proposal, the appropriate amount of Accumulated Depreciation without RSAM, including accumulated amortization associated with the acquisition adjustment, is $222,960,003 (adjusted) for the 2023 Test Year as reflected on page 1 of MFR A-3. (Campbell, Fuentes)
OPC: 
 OPC Witness Schultz addresses this in his testimony and exhibits including, but not limited to, EX 46, Schedule B. The appropriate level of Accumulated Depreciation and Amortization for the projected test year should be at least $208,172,408.
FEA: 
 No position.
FIPUG: 
 Adopt position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG stated that the appropriate amount of Accumulated Depreciation, including accumulated amortization associated with the acquisition adjustment, for the projected test year is $221,380,711, with RSAM, and $222,960,003, without RSAM. (FCG BR 42; EXH 7, P 1-2) FCG argued that OPC’s recommended $13.2 million adjustment to Accumulated Depreciation is unsupported, inappropriate, and should be rejected. (FCG BR 42; EXH 2)

OPC
OPC maintained that the appropriate level of Accumulated Depreciation and Amortization for the projected test year should be at least $208,172,408, as recommended by OPC witness Schultz. (OPC BR 34; EXH 46, P 4).

FEA
FEA did not provide an argument. (FEA & FIPUG BR 7)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 7)

ANALYSIS
This is a fallout issue. Based on staff’s recommendation in Issue 5 regarding the Company’s Depreciation Study and Issue 15 regarding the Company’s acquisition adjustment, the appropriate level of Gas Plant Accumulated Depreciation and Amortization is $209,484,638.
CONCLUSION
The appropriate level of Gas Plant Accumulated Depreciation and Amortization is $209,484,638.





[bookmark: _Toc127535409]Issue 18:	 
 Have under recoveries and over recoveries related to the Purchased Gas Adjustment, Energy Conservation Cost Recovery, and Area Expansion Plan been appropriately reflected in the Working Capital Allowance?
Approved Type II Stipulation: 
 Yes. 



[bookmark: _Toc127535410]Issue 19:	 
 Should the unamortized balance of Rate Case Expense be included in Working Capital and, if so, what is the appropriate amount to include?
Recommendation: 
 No, staff recommends removing the unamortized balance of Rate Case Expense included in Working Capital. As such, Working Capital should be decreased by $1,742,227. (Hinson) 
Position of the Parties
FCG: 
 Yes.  The inclusion of the unamortized balance of rate case expenses of $1,645,732 (as reflected on Exhibit LF-7) for the 2023 projected test year in Working Capital is appropriate in order to avoid an implicit disallowance of reasonable and necessary costs.  Full recovery of necessary rate case expenses is appropriate but will not occur unless FCG is afforded the opportunity to earn a return on the unamortized balance of those expenses. (Fuentes)
OPC: 
 No, unamortized rate case expense should not be included in working capital for a gas company pursuant to Commission policy. OPC’s adjustments to rate case expense are explained in Issue 47.
FEA: 
 No position.
FIPUG: 
 Adopt position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
Witness Fuentes asserted that the inclusion of the unamortized balance of Rate Case Expense of $1,645,732 for the 2023 projected test year in Working Capital is appropriate to avoid an implicit disallowance of reasonable and necessary costs. (FCG BR 43; EXH 107) Full recovery of necessary Rate Case Expense is appropriate but will not occur unless FCG is afforded the opportunity to earn a return on the unamortized balance of those expenses. (FCG BR 42) 

In rebuttal, FCG updated its estimated rate case expense to $1.9 million reflecting a reduction of $0.1 million from the original estimate. The unamortized 13-month average balance to be included in Working Capital is $1.6 million resulting in a reduction of $96,000 from FCG’s original estimate. (TR 816; EXH 107; FCG BR 43)

Additionally, FCG stated that no parties introduced any testimony or evidence that raised concern with FCG’s proposal to include the unamortized Rate Case Expense in rate base. (TR 815; FCG BR 43). FCG opines that OPC asserted in its Prehearing statement that unamortized Rate Case Expense should not be included in Working Capital pursuant to Commission policy. (FCG BR 43). In response to OPC's assertion, FCG stated that OPC’s witness disagreed. (FCG BR 43) OPC witness Schultz proposed a reduction to Working Capital for the deferred Rate Case Expense based on his recommendation to reduce the total Rate Case Expense; therefore, OPC witness Schultz agreed that the recovery of the unamortized Rate Case Expense should be in Working Capital. (TR 319; EXH 46; FCG BR 43) FCG stated requesting a four-year rate plan in this proceeding reduces the amount of Rate Case Expense FCG would otherwise incur for multiple, back-to-back rate cases. (TR 794-795; FCG BR 43). FCG asked that it be remembered that FCG is a regulated entity and must seek rate relief through the rate case process, which is laborious and expensive. (FCG BR 43) FCG asserted that the rate case process does not only address return for shareholders, but all components of ratemaking, which include the recovery of prudent investments and expenses incurred for the benefit of FCG’s customers. (FCG BR 43) FCG submitted that it is appropriate to include the unamortized Rate Case Expense in Working Capital. (FCG BR 43-44)

OPC
OPC stated that unamortized Rate Case Expense should not be included in Working Capital for a gas company pursuant to Commission policy. (OPC BR 34) OPC’s adjustments to Rate Case Expense are explained in Issue 47. (OPC BR 34)

FEA
FEA did not provide an argument. (FEA & FIPUG BR 7)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 7)
ANALYSIS
FCG requested that the 13-month average of unamortized Rate Case Expense be allowed in Working Capital. (TR 794; EXH 7) FCG witness Fuentes testified that the Company requested the unamortized balance be included in rate base in order to “avoid an implicit disallowance of reasonable and necessary costs.” (TR 794) She maintained that full recovery of necessary Rate Case Expense is not limited to only recovering the expense and should also include affording FCG the opportunity to earn a return on the unamortized balance of those expenses in Working Capital. (TR 795) As noted by FCG witness Fuentes, neither OPC nor FEA took issue with allowing unamortized Rate Case Expense in Working Capital in the direct testimony filed by each party. (TR 815) 
However, OPC did take issue with the amount of unamortized Rate Case Expense included in Working Capital. (TR 319) Alternatively, OPC contended in its brief that FCG should not be able to include unamortized Rate Case Expense in Working Capital pursuant to Commission policy and that the adjustment was explained in its analysis of Issue 47. (OPC BR 34) OPC witness Schultz calculated deferred Rate Case Expense in rate base for Working Capital and the deferred rate case amount proposed by witness Schulz remained in Issue 47 of OPC’S brief. (TR 319; OPC BR 55)
In Progress Energy Florida, Inc.’s (PEF) 2009 Rate Case, the Commission denied PEF’s request to include unamortized Rate Case Expense in Working Capital.[footnoteRef:36] The Order in PEF’s 2009 Rate Case stated that customers and shareholders should share the cost of a rate case based on the belief that customers should not be required to pay a return on funds used to increase their rates.[footnoteRef:37] The Commission further noted that the difference in water and wastewater cases, which at the time included unamortized rate case expense in working capital, stemmed from a statutory requirement that water and wastewater utilities reduce rates after the amortization period of rate case expense, which is not done in electric and gas cases. The Order also cited other electric and gas rate cases where the Commission denied unamortized Rate Case Expense in Working Capital.[footnoteRef:38] [36:  Order No. PSC-10-0131-FOF-EI, issued on March 5, 2010, in Docket Nos. 20090079-EI, In re: Petition for increase in rates by Progress Energy Florida, Inc.; 20090144-EI, In re: Petition for limited proceeding to include Bartow repowering project in base rates, by Progress Energy Florida, Inc.; and 20090145-EI, In re: Petition for expedited approval of the deferral of pension expenses, authorization to charge storm hardening expenses to the storm damage reserve, and variance from or waiver of Rule 25-6.0143(1)(c), (d), and (f), F.A.C., by Progress Energy Florida, Inc.]  [37:  Order No. PSC-10-0131-FOF-EI.]  [38:  See Order No. 23573, issued October 3, 1990, in Docket No. 891345-EI, In re: Application of Gulf Power Company for a rate increase; Order No. PSC-09-0283-FOF-EI, issued April 30, 2009, in Docket No. 080317-EI, In re: Petition for rate increase by Tampa Electric Company; Order No. PSC-09-0375-PAA-GU, issued May 27, 2009, in Docket No. 080366-GU, In re: Petition for rate increase by Florida Public Utilities Company.] 

However, there are also electric and gas rate cases which reflect the Commission’s allowance of one-half of Rate Case Expense in Working Capital.[footnoteRef:39] In Florida Public Utilities Company’s 1993 Rate Case, the Commission recognized and concluded that if Rate Case Expense is prudent and reasonable, the Company should be allowed to earn a return on investment on the unamortized balance, as it is a cost of doing business in the regulated arena.[footnoteRef:40] The Company did not cite any Commission Orders that reflect the allowance of the full amortized balance of Rate Case Expense in Working Capital. Based on staff’s review, there are no Commission Orders reflecting the full allowance. [39:  See Order No. PSC-94-0170-FOF-EI, issued on February 10, 1994, in Docket No. 19930400-EI, In re: Application for a Rate Increase for Marianna electric operations by Florida Public Utilities Company; Order No. PSC-08-0327-FOF-EI, issued on May 19, 2008, in Docket Nos. 20070300-EI and 20070304-EI, In re: Petition for rate increase by Florida Public Utilities Company; Order No. PSC-04-0369-AS-EI, issued on July 2, 2004, in Docket No. 20030438-EI, In re: Petition for rate increase by Florida Public Utilities Company; Order No. PSC-04-1110-PAA-GU, issued on November 8, 2004, in Docket No. 20040216-GU, In re: Application for rate increase by Florida Public Utilities Company; and Order No. PSC-95-0518-FOF-GU, issued on April 26, 1995, in Docket No. 940620-GU, In Re: Application for a rate increase by FLORIDA PUBLIC UTILITIES COMPANY.]  [40:  Order No. PSC-94-0170-FOF-EI.] 

In light of the multiple Commission decisions reflecting both exclusion and inclusions of half, staff recognizes the complicated nature and history of this issue. FCG’s request to include the full unamortized amount departs from both Commission practices. Yet the Company provided very little justification for doing so beyond asserting its position that disallowance prevents the Company from fully recovering all necessary and reasonable costs. Staff believes FCG has not met the burden to support the inclusion of any unamortized Rate Case Expense in Working Capital and recommends the full disallowance. As such, Working Capital should be decreased by $1,742,227.



CONCLUSION
Staff recommends removing the unamortized balance of Rate Case Expense included in Working Capital. As such, Working Capital should be decreased by $1,742,227.



[bookmark: _Toc127535411]Issue 20:	 
 What is the appropriate amount of deferred pension debit in working capital for FCG to include in rate base?
Approved Type II Stipulation: 
 The appropriate amount of deferred pension debit in working capital for FCG to include in rate base is $4,604,263 for the 2023 projected test year.  



[bookmark: _Toc127535412]Issue 21:	 
 Should the unbilled revenues be included in working capital?
Approved Type II Stipulation: 
 Yes. FCG incurs costs to deliver gas to customers, all of which have been accrued or paid. Delivery of that gas gives rise to both customer accounts receivables and a receivable for unbilled revenues. FCG must finance the costs of delivering gas, whether or not the gas sales have yet been billed. For this reason, the Commission has a long-standing practice of including unbilled revenues in working capital. 



[bookmark: _Toc127535413]Issue 22:	 
 What is the appropriate level of working capital for the projected test year?
Recommendation: 
 In Issue 42, staff recommended a decrease to Directors and Officers liability insurance expense resulting in a decrease of $2,086 to working capital. Based on staff’s recommendation in Issues 17, 18, 19, 20, 21, and 42, the appropriate level of working capital for the projected test year is $15,709,535. (Snyder)
Position of the Parties
FCG: 
 As reflected in Exhibit LF-11, the appropriate amount of working capital with RSAM for the 2023 projected test year is $17,357,425 (adjusted). If the Commission does not adopt the RSAM as part of FCG’s four-year rate proposal, the appropriate amount of working capital without RSAM for the 2023 projected test year is $17,357,354 (adjusted) as reflected in FCG Exhibit LF-12. (Campbell, Fuentes)
OPC: 
 OPC Witness Schultz’s testimony and Exhibits including, but not limited to, Schedule B, address the appropriate adjustments to the Working Capital Allowance. Working capital should be no more than $10,103,595.
FEA: 
 FEA took no position.
FIPUG: 
 FIPUG adopts the position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG claimed the appropriate amount of working capital with RSAM for the 2023 projected test year is $17,357,425. (EXH 111) FCG stated that OPC witness Schultz ignored the forecasted Cash Working Capital (CWC), and instead, limited his evaluation to the historical CWC balances. (FCG BR 44). FCG explained the primary reasons for this CWC increase were Cash, Accounts Receivable, Stored Fuel, and Miscellaneous Deferred Debits. (FCG BR 44-45). FCG has a target minimum for cash of $5 million in projected periods and requests funds as needed for working capital from FPL on an ongoing basis, which establishes the minimum cash balance target. (TR 1104) Accounts receivables are increasing in line with increased revenue. (TR 1104) Stored fuel increase is due to fuel prices rising and the opening of the LNG facility. (TR 1105) Miscellaneous Deferred Debits has increased from an increase in the Company’s pension asset. (TR 1105-1106) FCG further stated that the CWC should utilize projections as opposed to historical averages. (FCG BR 45; TR 1106)
OPC
OPC stated that based on historical balances, the Company’s request for CWC is improperly inflated with increases significantly larger than historical averages. (TR 299-309) OPC recommended a $800,000 decrease to Accounts Payable. (EXH 46) OPC recommended a disallowance of $7,850,000. (EXH 46) OPC claimed that these reductions result in a debit balance greater than the three-year average for each expense. (OPC BR 35)

FEA
FEA did not provide an argument. (FEA & FIPUG BR 7)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 7)
ANALYSIS
FCG requested $17,357,354 for the total amount of working capital. (EXH 8) The parties’ disagreements over working capital are broken down into Cash, Accounts receivable, Stored Fuel, Miscellaneous Deferred debits and Accounts Payable. 
OPC witness Schultz testified that several CWC components were significantly higher than the historical amounts. (TR 299-300). CWC and working capital allowance are the same. FCG requested $5 million for cash while the average in prior years was only $2,312,949. (EXH 46) The request for accounts receivable reflects an increase by $6,225,528 over the three-year average of $9,278,408. (EXH 46) The stored fuel is double the three-year average and Miscellaneous Deferred debits is three times the three-year average. (EXH 46; TR 302-303) 
In his adjustments, witness Schultz recommended a $2,500,000 reduction to Cash, a $3,000,000 reduction to Accounts Receivable, $150,000 reduction to Gas storage, and a $3,000,000 reduction to Miscellaneous deferred Debits. The total amount of adjustment to assets in working capital is a $8,650,000 decrease. Witness Schultz also recommended a $800,000 decrease to Accounts Payable. (EXH 46) The total of witness Schultz’s adjustments is a $7,850,000 decrease to working capital. (EXH 46)
FCG witness Howard claimed that witness Schultz ignored the forecasted Cash Working Capital and used historical CWC as the basis for his adjustments. (TR 1104) For Cash, FCG witness Howard testified that FCG requests funds from Florida Power & Light as needed and that this set the minimum cash balance target from FCG. (TR 1104)
Witness Howard testified that FCG projects accounts receivable using 2021 historical average days’ sales outstanding and then applied that ratio to projected revenues. (TR 1105). Witness Howard states that the increase in stored fuel is due to the increase in natural gas prices and the anticipated opening of the LNG facility in March 2023. (TR 1105)
FCG contended the adjustments proposed by OPC reflect the adjustment in line with historical amounts while ignoring projected amounts. (TR 1104; EXH 111) Staff agrees with the Company’s rationale. The use of the historic trends, while a good resource for evaluating, are lacking as a basis for adjustment in the projected test year. Historical data does not account for the changes made in the projected test year nor do they account for FCG’s change in ownership since their last rate case. Based on that premise and using indexed amounts, staff looked at working capital as a whole and found the amount to be reasonable.  
In Issue 42, staff recommended a $4,716 decrease to Directors and Officers liability insurance which resulted in a $2,086 decrease to working capital. Based on staff’s recommendation in Issues 17, 18, 19, 20, 21, and 42, the appropriate level of working capital for the projected test year is $15,709,535.
CONCLUSION

In Issue 42, staff recommended a decrease to Directors and Officers liability insurance expense resulting in a decrease of $2,086 to working capital. Based on staff’s recommendation in Issues 17, 18, 19, 20, 21, and 42, the appropriate level of working capital for the projected test year is $15,709,535.



[bookmark: _Toc127535414]Issue 23:	 
 What is the appropriate level of rate base for the projected test year?
Recommendation: 
 The appropriate level of rate base for the projected test year is $477,497,041. (Hinson) 
Position of the Parties
FCG: 
 As reflected in Exhibit LF-11 (CEL Ex. 111), the appropriate amount of rate base with RSAM for the 2023 projected test year is $488,905,694 (adjusted). If the Commission does not adopt the RSAM as part of FCG’s four-year rate proposal, the appropriate amount of rate base without RSAM for the 2023 projected test year is $487,326,330 (adjusted) as reflected in Exhibit LF-12 (CEL Ex. 112). (Campbell, Fuentes)
OPC: 
 OPC Witness Schultz’s testimony and exhibits including, but not limited to, Schedule B, page 1, address the appropriate adjustments to rate base. The adjusted amount should be no more than $455,035,463. This should be adjusted for any regulatory credit for LNG plant already collected as discussed in Issue 12.
FEA: 
 FEA took no position.
FIPUG: 
 FIPUG adopted the position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG stated that it has fully supported the amount of rate base petitioned through the testimony of its witnesses, information in its MFRs, and discovery responses. The appropriate amount of rate base for the 2023 projected test year is $487,326,330. (FCG BR 45-46)
OPC
OPC stated that the appropriate level of rate base for the projected test year should reflect all OPC adjustments. The appropriate amount of rate base should be no more than $455,035,463. (OPC BR 35) 
FEA
FEA did not provide an argument. (FEA & FIPUG BR 8)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 8)
ANALYSIS
This is a fallout issue. Based on staff’s recommendations in Issue 15 regarding the acquisition adjustment, Issue 19 regarding the unamortized rate case expense, and Issue 22 regarding working capital, the appropriate level of rate base for the projected test year is $477,497,041.
CONCLUSION
The appropriate level of rate base for the projected test year is $477,497,041.



[bookmark: _Toc125364010][bookmark: _Toc127535415]Cost of Capital	
[bookmark: _Toc127535416]Issue 24:	 
 What is the appropriate amount of accumulated deferred taxes to include in the projected test year capital structure?
Recommendation: 
 The appropriate amount of accumulated deferred income taxes to include in the projected test year capital structure ending December 31, 2023, is $52,659,661. (D. Buys)
Position of the Parties
FCG: 
 As reflected in Exhibit LF-11, the appropriate amount of accumulated deferred taxes with RSAM included in capital structure for the 2023 projected test year is $53,898,912 (adjusted). If the Commission does not adopt the RSAM as part of FCG’s four-year rate proposal, the appropriate amount of accumulated deferred taxes without RSAM included in capital structure for the 2023 projected test year is $53,743,662 (adjusted) as reflected in Exhibit LF-12. (EXH 112) (Fuentes, Campbell)
OPC: 
 OPC Witness Garrett’s testimony and exhibits including, but not limited to, Exhibit 65, as well as OPC Witness Schultz’s testimony and exhibits including, but not limited to Exhibit 46, Schedule D, address the appropriate amount of accumulated deferred taxes to include in the projected test year capital structure. The appropriate amount of accumulated deferred taxes is at least $50,182,538. 
FEA: 
 No position.
FIPUG: 
 Adopt position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
In its post-hearing brief and as reflected on MFR Schedule G-3, page 2, FCG asserted it has incorporated an adjustment to decrease the amount of accumulated deferred income tax (ADITs) included in the calculation of FCG’s weighted average cost of capital as required under Treasury Regulations §1.167(1)-1(h)(6). (FCG BR 46; TR 796-797; EXH 7, 23) The calculation of the proration requirement for ADITs for the 2023 projected test year results in a decrease of $46,471. (FCG BR 46, EXH 23) FCG argued that with this adjustment, the appropriate amount of ADITs with RSAM included in capital structure for the projected test year is $53,898,912. (FCG BR 46) (TR 796-97; EXH 111, P 3) FCG asserted that OPC recommends a $3.6 million decrease to ADITs based on OPC witness Schultz’s recommended rate base adjustments. (FCG BR 46) (EXH 46, Schedule D) FCG argued that OPC’s rate base adjustments should be rejected, and therefore, OPC’s corresponding adjustment to ADIT for the projected test year should be rejected. (FCG BR 46)

OPC
OPC did not proffer a specific argument in its post-hearing brief. OPC recommended a cumulative reduction to rate base of $32,387,362, which corresponds to a decrease of $3,571,766 to ADITs when reconciled to the capital structure via pro rata over all sources of capital. OPC argued the appropriate amount of ADITs to include in the capital structure is at least $50,182,538. (OPC BR 35, EXH 46, Schedule D)
FEA
FEA did not provide an argument. (FEA & FIPUG BR 8)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 8)
ANALYSIS

The recommended amount of accumulated deferred taxes in the projected test year capital structure differs slightly between FCG’s and OPC’s recommendations. FCG requested an adjusted deferred tax balance of $53,743,662 without RSAM (TR 828; EXH 112, P 1138) To derive its deferred tax balance, FCG made a pro rata adjustment to its per books balance of $55,150,517 to reduce the amount by $1,3489,743 to reconcile it to the total projected rate base balance. FCG made an additional proration adjustment to remove $46,471 to comply with U.S. Treasury Regulations §1.167(1)-1(h)(6) which is necessary when calculating rates using a projected test year. (TR 796-797; EXH 7, P 368) None of the parties objected to FCG’s proration adjustment. In addition, FCG made a correction to its revenue requirement which affected the rate base amount, and thus, the capital structure balance. (TR 825-829; EXH 112, P 1138) The adjusted balance for ADITs in FCG’s recalculated capital structure without RSAM is $53,743,662. (EXH 112, P 1138) None of the parties made a specific objection to FCG’s calculation of the amount of ADITs included in its MFR Schedule G-3 or FCG’s recalculated ADITs amount in Exhibit LF-12, attached to FCG witness Fuentes’ rebuttal testimony. (EXH 112, P 1138) However, OPC recommended a deferred tax balance of $50,182,533, which is based on OPC witness Garrett’s proposed capital structure that includes a ratio of 11.03 percent for deferred taxes. (TR 335; EXH 46, Schedule D, Page 1 of 2) The difference in OPC’s recommended amount arises from OPC’s recommendation to make adjustments to reduce FCG’s rate base and reconcile the lower rate base amount pro rata over all capital sources, which, by function of math, lowers the deferred tax balance proportionately. (EXH 46, Schedule D) In Issue 23, staff is recommending a total rate base amount of $477,497,041. When this amount is reconciled pro rata over all capital sources to staff’s recommended capital structure, the corresponding amount of accumulated deferred income taxes based on a ratio of 11.03 percent is $52,659,661. 
CONCLUSION

For the aforementioned reasons, staff recommends the appropriate amount of accumulated deferred income taxes to include in the projected test year capital structure ending December 31, 2023, is $52,659,661


[bookmark: _Toc127535417]Issue 25:	 
 What is the appropriate amount and cost rate for short-term debt to include in the projected test year capital structure?
Recommendation: 
 The appropriate amount and cost rate for short-term debt to include in the projected test year capital structure ending December 31, 2023, is $19,730,996 at a cost rate of 1.78 percent. (D. Buys)
Position of the Parties
FCG: 
 As reflected in Exhibit LF-11, the appropriate amount and cost rate for short-term debt with RSAM for the 2023 projected test year is $20,203,793 (adjusted) and 1.78%, respectively. If the Commission does not adopt the RSAM as part of FCG’s four-year rate proposal, the appropriate amount and cost rate for short-term debt without RSAM for the 2023 projected test year is $20,137,159 (adjusted) and 1.78%, respectively, as reflected in Exhibit LF-12. (Fuentes, Campbell).
OPC: 
 The appropriate amount of short-term debt $18,821,767 and cost rate for short-term debt to include in the projected test year capital structure, which is 1.78%. (EXH 46, Schedule D, EXH 65)
FEA: 
 No position. 
FIPUG: 
 Adopt position of OPC. 
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG argued the appropriate amount and cost rate for short-term debt with RSAM for the projected test year is $20,203,793 and 1.78 percent, respectively. (EXH 111, Page 3 of 3) FCG asserted it utilized FPL’s short-term debt cost because, pursuant to Commission-approved financing orders,[footnoteRef:41] FCG obtains 100 percent of its debt and equity financing from FPL and the interest rate on any short-term borrowings by FCG from FPL is a pass-through of FPL’s weighted cost for borrowing these funds. (FCG BR 47; TR 1069-1070) FCG argued FPL relies on the forward Intercontinental London Interbank Exchange Offered Rate or LIBOR curve for its short-term debt cost projections. (TR 1069-1070) FCG argued that OPC’s recommended adjustments to increase the amount of short-term debt included in the investor sources of capital by $20,269 should be rejected. (FCG BR 47; EXH 46, Schedule D) FCG also argued that OPC’s recommended adjustment to decrease the total rate base balance should be rejected, and therefore, OPC’s corresponding adjustment to decrease the amount of short-term debt in the capital structure for the projected test year should also be rejected. (FCG BR 47) [41:  Order No. PSC-2022-0354-FOF-EI, Issued October 19, 2022, in Docket No. 20220133-EI, In re: Application for authority to issue and sell securities during calendar year 2023 and 2024, pursuant to Section 366.04, F.S., and Chapter 25-8, F.A.C., by Florida Power & Light Company and Florida City Gas.] 



OPC
OPC did not proffer a specific argument in its post-hearing brief. OPC witness Garrett asserted that the appropriate ratio of short-term debt in the projected test year capital structure is 4.13 percent. (TR 335) This ratio equates to a balance of $18,821,767 for short-term debt in OPC witness Shultz’s cost of capital schedule when reconciled to OPC’s recommended rate base balance of $455,035,463. (EXH 46, Schedule D) OPC did not object to FCG’s cost rate of 1.78 percent for short-term debt. (OPC BR 36; TR 335)
FEA
FEA did not provide an argument. (FEA & FIPUG BR 8)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 8)
ANALYSIS

Both FCG and OPC agree the appropriate cost rate for short-term debt is 1.78 percent. (FCG BR 47; OPC BR 36) Staff reviewed FCG’s estimate for the short-term debt cost rate based on LIBOR as provided in FCG’s response to staff’s request for production of documents No. 10 and believes it to be reasonable. (EXH 151) The recommended amount of short-term debt in the projected test year capital structure, without RSAM, differs slightly between FCG’s and OPC’s recommendations. (EXH 112, Page 3; EXH 46, Schedule D) FPL provides all the investor-provided capital to FCG at the capital structure ratios of FPL. (TR 1068-1069) FCG applied the capital structure of FPL, which includes a ratio of 4.69 percent of short-term debt, to its projected test year capital structure and reconciled the amounts to the rate base balance for the projected test year via a pro rata adjustment over all capital sources. (EXH 7, Schedule G-3) After reconciliation with all capital structure components, the ratio of short-term debt in the projected test year capital structure is 4.13 percent. (EXH 7, MFR Schedule G-3, Page 2 of 11) This ratio equates to a short-term debt balance of $20,141,146 without RSAM. (EXH 7, MFR Schedule G-3, Page 2 of 11) FCG subsequently recalculated its revenue requirement which included a reduction to its requested rate base for the projected test year. (TR 782-786; EXH 112, Page 3) As a result, the rate base was reduced by $96,495, which resulted in a corresponding reduction to short-term debt of $3,987. (EXH 112, Page 3) FCG’s final amount of short-term debt included in its projected test year capital structure was $20,137,159 without RSAM. (EXH 112, Page 3) OPC witness Garrett recommends a ratio of 4.13 percent for short-term debt in the projected test year capital structure. (TR 335; EXH 65) When OPC’s recommended capital structure is reconciled to OPC’s recommended lower rate base balance, the corresponding amount of short-term debt is $18,821,767. (EXH 46, Schedule D) In Issue 23, staff is recommending a total rate base amount of $477,497,041. When this amount is reconciled pro rata over all capital sources to staff’s recommended capital structure, the corresponding amount of short-term debt based on a ratio of 4.13 percent is $19,730,996. 
CONCLUSION

In conclusion, both FCG and OPC agree on the cost rate of 1.78 percent for short-term debt in the projected test year capital structure and staff believes it to be a reasonable rate. Based on the aforementioned, staff recommends the appropriate amount and cost rate for short-term debt to include in the projected test year capital structure ending December 31, 2023, is $19,730,996, at a cost rate of 1.78 percent.



[bookmark: _Toc127535418]Issue 26:	 
 What is the appropriate amount and cost rate for long-term debt to include in the projected test year capital structure?
Recommendation: 
 The appropriate amount of long-term debt to include in the projected test year capital structure ending December 31, 2023, is $150,425,423, at a cost rate of 4.28 percent. (D. Buys) 
Position of the Parties
FCG: 
 As reflected in Exhibit LF-11, the appropriate amount and cost rate for long-term debt with RSAM for the 2023 projected test year is $154,025,674 (adjusted) and 4.28%, respectively.  If the Commission does not adopt the RSAM as part of FCG’s four-year rate proposal, the appropriate amount and cost rate for long-term debt without RSAM for the 2023 projected test year is $153,521,933 (adjusted) and 4.28%, respectively, as reflected in Exhibit LF-12. (Fuentes, Campbell)
OPC: 
 The appropriate amount of long term debt is $194,277,560 and the cost rate is 4.28%. EXH 46, Schedule D; EXH 65.
FEA: 
 No position.
FIPUG: 
 Adopt position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG argued the appropriate amount and cost rate for long-term debt with RSAM for the projected test year is $154,025,674 (adjusted) and 4.28 percent, respectively. (FCG BR 48; EXH 111) FCG asserted that it utilized FPL’s long-term debt cost because, pursuant to Commission-approved financing orders, FCG obtains 100 percent of its debt and equity financing from FPL and the interest rate on any long-term borrowings by FCG from FPL is a pass-through of FPL’s weighted cost for borrowing these funds. (FCG BR 48) FCG argued it does not issue its own debt or equity and, pursuant to Commission-approved financing orders,[footnoteRef:42] FCG obtains 100 percent of its debt and equity financing from FPL and the interest rate on any short-term or long-term borrowings by FCG from FPL is a pass-through of FPL’s weighted cost for borrowing these funds. (FCG BR 48; TR 1068-1069.) FCG witness Campbell contended that this is a significant benefit to FCG’s customers because FPL’s weighted average borrowing costs are significantly lower than FCG could otherwise obtain on its own. (TR 1114) FCG argued OPC’s recommended net increase of approximately $54.6 million in long-term debt to reflect OPC’s proposed capital structure should be rejected, and therefore, its corresponding adjustment to long-term debt should also be rejected. (FCG BR 48; EXH 46, Schedule D) [42: Order No. PSC-2022-0354-FOF-EI, Issued October 19, 2022, in Docket No. 20220133-EI, In re: Application for authority to issue and sell securities during calendar year 2023 and 2024, pursuant to Section 366.04, F.S., and Chapter 25-8, F.A.C., by Florida Power & Light Company and Florida City Gas.] 


OPC
OPC did not proffer a specific argument in its post-hearing brief. OPC recommended an increase of $54.6 million in long-term debt to reflect OPC’s proposed capital structure. (FCG BR 48; EXH 46, Schedule D) OPC also recommended an additional decrease of $13.8 million in long-term debt based on OPC witness Schultz’s recommended rate base adjustments. (FCG BR 48; EXH 46, Schedule D) OPC witness Garrett asserted his analysis strongly indicates that FCG’s proposed long-term debt ratio of 40.4 percent is too low to be considered fair for ratemaking. (TR 411) Witness Garrett opined an insufficiently low debt ratio causes the weighted average cost of capital to be unreasonably high. (TR 411) Based on his findings, witness Garrett recommended the Commission impute a capital structure for ratemaking purposes consisting of long-term debt of 51.3 percent. (TR 411-412)
FEA
FEA did not provide an argument. (FEA & FIPUG BR 8)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 8)
ANALYSIS

Both FCG and OPC agree the appropriate cost rate for long-term debt is 4.28 percent. (FCG BR 48; TR 1069; EXH 112; TR 335; EXH 65) The amount of long-term debt in the projected test year capital structure differs between FCG’s and OPC’s recommendations. FPL provides all the investor-provided capital to FCG at the capital structure ratios of FPL. (TR 1068-1069) FCG applied the capital structure of FPL, which includes 40.4 percent of long-term debt, to its projected test year capital structure and reconciled the amounts to the rate base balance for the projected test year via a pro rata adjustment over all sources. (EXH 7, MFR Schedule G-3; EXH 112) After reconciliation with all capital structure components, the ratio of long-term debt in the projected test year capital structure is 31.50 percent. (EXH 7, MFR Schedule G-3, Page 2 of 11) This ratio equates to a long-term debt balance of $153,552,232 without RSAM. (EXH 7, MFR Schedule G-3, Page 2 of 11) FCG subsequently recalculated its revenue requirement which included a reduction to its requested rate base for the projected test year. (TR 782-786; EXH 112, Page 3) As a result, the rate base was reduced by $96,495, which resulted in a corresponding reduction to long-term debt of $30,399. (EXH 112, Page 3) FCG’s adjusted amount of long-term debt included in its projected test year capital structure was $153,521,933 without RSAM. (EXH 112, Page 3) 
OPC recommends the Commission reject FCG’s requested long-term debt ratio of 31.50 percent (40.4 percent from investor sources only) and impute a debt ratio equal to that based on the average debt ratio of the proxy group of companies used to determine an appropriate ROE. (TR 335) OPC witness Garrett opined that his analysis strongly indicates that FCG’s proposed long-term debt ratio of 40.4 percent based on investor sources is too low to be considered fair for ratemaking. (TR 408, 411) Witness Garrett asserted that an insufficiently low debt ratio causes the weighted average cost of capital to be unreasonably high and recommended the Commission impute a capital structure for ratemaking purposes consisting of 51.3 percent total debt based on investor sources of capital. (TR 411-412) OPC witness Shultz used witness Garrett’s recommended long-term debt ratio of 42.7 percent to develop his recommended projected test year capital structure in his Exhibit HWS-2 attached to his direct testimony. (EXH 46, Schedule D) When OPC’s recommended capital structure is reconciled pro rata over all sources to OPC’s recommended rate base balance, the corresponding amount of long-term debt in the projected test year capital structure is $194,277,560. (EXH 46, Schedule D) 
OPC is proposing an adjustment to increase the amount of long-term debt in the projected test year capital structure as a result of lowering the equity ratio. (TR 411; EXH 46, Schedule D)  In rebuttal, FCG witness Nelson contended that increasing the Company’s financial leverage by reference to the publicly traded holding companies and other industry capital structures would increase FCG’s financial risk and, as a result, its cost of capital to the detriment of customers. (TR 148) 
FCG witness Campbell explained the Company utilized FPL’s projected long-term debt rate of 4.28 percent because all long-term financings are provided by FPL to FCG. (TR 1069) FCG stated FPL relies on the Blue Chip Financial Forecast to project its long-term debt costs which represents the consensus estimates of more than 40 economists/contributors. (FCG BR 48; TR 1069) FCG’s cost projections for FCG’s long-term borrowings from FPL are shown in MFR G-3, Page 3. (TR 1069; EXH 7, MFR Schedule G-3, Page 3) FCG’s blended long-term debt cost rate for the projected test year is shown in MFR Schedule G-3, Page 2. (TR 1069; EXH 7, MFR Schedule G-3, Page 3) Staff reviewed the aforementioned MFR Schedules and believe the projected long-term debt cost rate of 4.28 percent is reasonable. In Issue 23, staff is recommending a total rate base amount of $477,497,041. When this amount is reconciled pro rata over all capital sources to staff’s recommended capital structure, the corresponding amount of long-term debt based on a ratio of 31.50 percent is $150,425,423.
CONCLUSION

Both FCG and OPC agree on the cost rate of 4.28 percent for long-term debt in the projected test year capital structure and staff believes it to be a reasonable rate. Based on the aforementioned, the appropriate amount of long-term debt to include in the projected test year capital structure ending December 31, 2023, is $150,425,423 at a cost rate of 4.28 percent.





[bookmark: _Toc127535419]Issue 27:	 
 What is the appropriate amount and cost rate for customer deposits to include in the capital structure?
Recommendation: 
 The appropriate amount and cost rate for customer deposits to include in the projected test year capital structure is $3,710,465 at a cost rate of 2.64 percent. (D. Buys) 
Position of the Parties
FCG: 
 As reflected in Exhibit LF-11, the appropriate amount and cost rate for customer deposits with RSAM for the 2023 test year is $3,799,283 (adjusted) and 2.64%, respectively. If the Commission does not adopt the RSAM as part of FCG’s four year rate proposal, the appropriate amount and cost rate for customer deposits without RSAM for the 2023 test year is $3,786,845 (adjusted) and 2.64%, respectively, as reflected in Exhibit LF-12. (Fuentes, Campbell)
OPC: 
 The appropriate amount of customer deposits is $3,535,924 and the cost rate is 2.64%.
FEA: 
 No position.
FIPUG: 
 Adopt position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG argued the appropriate amount and cost rate for customer deposits with RSAM for the 2023 Test Year is $3,799,283 (adjusted) and 2.64 percent, respectively. (FCG BR 49; EXH 111, P 3) FCG also argued against OPC witness Schultz’s recommended rate base adjustments, and therefore, OPC’s corresponding adjustment to decrease customer deposits by $251,671 for the projected test year should be rejected. (FCG BR 49) 
OPC
OPC did not proffer an argument in its brief. OPC witness Garrett proposed a ratio of 0.78 percent to include in the projected test year capital structure at a cost rate of 2.64 percent. (TR 335) OPC witness Shultz used witness Garrett’s proposed capital structure to develop OPC’s recommended amounts of the components in the projected test year capital structure. (EXH 46, Schedule D) OPC recommended a customer deposit balance of $3,535,924 at a cost rate of 2.64 percent. (OPC BR 36; EXH 46, Schedule D)
FEA
FEA did not provide an argument. (FEA & FIPUG BR 32)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 32)


ANALYSIS
Both FCG and OPC agree the appropriate cost rate for customer deposits is 2.64 percent. (FCG BR 48; OPC BR 36) Both FCG and OPC agree on the ratio of 0.78 percent for customer deposits to include in the projected test year capital structure. (EXH 112, Page 3; TR 335; EXH 46, Schedule D) FCG did not provide testimony specific to the amount of customer deposits to include in the test year capital structure. FCG witness Campbell testified the components are found in MFR Schedule G-3, page 2. (TR 1070; EXH 7, Schedule G-3) FCG calculated the customer deposit balance and effective cost rate in MFR Schedule G-3, page 7 of 11. (EXH 7) Staff reviewed FCG’s calculations and believe they are reasonable. FCG recalculated its base revenue requirement which resulted in a corresponding adjustment to the original customer deposit balance filed in MFR Schedule G-3. (TR 828; EXH 111, 112) FCG’s adjustment resulted in an adjusted balance for customer deposits of $3,799,283 with the RSAM. (TR 828; EXH 111) 

If the Commission does not adopt the RSAM as part of FCG’s four year rate proposal, the appropriate amount and cost rate for customer deposits without RSAM for the projected test year is $3,786,845. OPC recommended a customer deposit balance of $3,535,924 be included in the projected test year capital structure. (EXH 46, Schedule D) The difference in the parties’ recommended customer deposit amounts arises from OPC’s recommendation to make adjustments to reduce rate base and reconcile the lower rate base amount pro rata over all capital sources, which by function of math, lowers the customer deposit balance proportionately. In Issue 67, staff is recommending the Commission deny FCG’s RSAM proposal. In Issue 23, staff is recommending a total rate base amount of $477,497,041. When this amount is reconciled pro rata over all capital sources to staff’s recommended capital structure, the corresponding amount of customer deposits based on a ratio of 0.78 percent is $3,710,465.

CONCLUSION

No parties objected to the ratio for customer deposits of 0.78 percent to use in the projected capital structure nor the cost rate of 2.64 percent. Based on the aforementioned, the appropriate amount and cost rate for customer deposits to include in the projected test year capital structure is $3,710,465 at a cost rate of 2.64 percent.





[bookmark: _Toc127535420]Issue 28:	 
 What is the appropriate equity ratio to use in the capital structure for ratemaking purposes?
Recommendation: 
 The appropriate equity ratio is 59.6 percent as a percentage of investor-supplied capital. (D. Buys) 
Position of the Parties
FCG: 
 FCG’s equity ratio should be 59.6% based on investor sources. This is appropriate due to the fact that FCG does not issue its own debt or equity and obtains all short- and long-term financing through its parent, FPL pursuant to Commission-approved Financing Applications. (Campbell, Nelson)
OPC: 
 The Commission should authorize an equity ratio of no more than 46.9%.
FEA: 
 Mr. Walters’ testimony states that a common equity ratio of no higher than 50% is fair, reasonable, and more consistent with the capital structures of the proxy group used to estimate FCG’s cost of equity.
FIPUG: 
 Join position of FEA.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG argued that its requested capital structure consisting of 59.6 percent common equity, which is the same equity ratio as FPL, should be approved. (FCG BR 49; TR 1069) FCG asserted it does not issue its own debt or equity and obtains all of its debt and equity financing from FPL. (FCG BR 49; TR 1068-1069) FCG argued that because it receives all of its debt and equity financing directly from FPL, mirroring FPL’s approved equity ratio is appropriate. (FCG BR 49) FCG opined that its proposal to use the capital structure of its parent is fully consistent with FCG’s proposal in FCG’s 2018 rate case in Docket No. 20170179-GU. (FCG BR 49-50; TR 1068) FCG also argued the Commission has previously approved the use of a parent company’s capital structure where the regulated utility operates as a division and/or does not issue its own debt. (FCG BR 50; TR 114) FCG argued that its proposed equity ratio of 59.6 percent is within the range of the equity ratios of the gas utilities included in the proxy group and is consistent with industry practice. (FCG BR 50; TR 114) FCG argued that although FCG’s proposed equity ratio is slightly higher than the mean and median three-year average equity ratio of the gas utilities in the proxy group, it is still within the proxy group range and appropriately accounts for the business risks that are unique to FCG. (FCG BR 50; TR 154, 158) FCG argued that OPC’s recommended equity ratio of 48.70 percent (excluding short-term debt) is flawed and should be rejected for several reasons. (FCG BR 51; EXH 46, Schedule D) FCG argued OPC witness Garrett relied on the result of his analysis of the equity ratios of companies in other industries and did not include the natural gas utility sector in the industries he analyzed. (FCG BR 51; TR 405-406) FCG argued witness Garrett improperly used the debt ratio data at the publicly traded holding company level to evaluate the reasonableness of FCG’s requested capital structure, as it itself is not publicly traded. (FCG BR 51; TR 155) FCG argued OPC witness Garrett’s theory that low-risk industries should have higher debt ratios was refuted by FCG witness Nelson who determined that industries of higher risk correspond to higher debt ratios, not lower as OPC witness Garrett suggested. (FCG BR 51; TR 156-157; EXH 125) FCG argued FEA witness Walters reviewed recent authorized equity ratios and the capital structures at the publicly traded holding company level and recommended an equity ratio no higher than 50 percent based on the presumption that FCG should be financed with the same proportions of equity and debt as the “average” natural gas utility in 2021. (FCG BR 52; TR 436) FCG argued that setting the authorized capital structure based on annual averages implies all utilities should be financed as an average utility and assumes that all utilities have the same risks and underlying assets and should be financed with the same proportions of equity and debt, which is clearly not the case. (FCG BR 52; TR 154-155) For these reasons FCG argued, the Intervenors’ recommendations should be rejected, and FCG’s requested capital structure including an equity ratio of 59.6 percent should be approved. (FCG BR 52)

OPC
OPC argued that witness Garrett’s recommended 53.1 percent debt ratio would result in an equity ratio of 46.9 percent, and therefore a debt-to-equity ratio of 1.13, which is consistent with the proxy group average. (OPC BR 38; TR 328, 412; EXH 65) OPC asserted regulated utilities under a rate base rate of return model, where there is no competition, do not have an incentive to minimize their weighted average cost of capital (WACC) because a higher WACC results in higher rates, all else held constant. (OPC BR 36; TR 402) OPC argued because there is no incentive for a regulated utility to minimize its WACC, a Commission standing in the place of competition must ensure that the regulated utility is operating at the lowest reasonable WACC. (OPC BR 36; TR 402) OPC argued that there is no merit to FCG’s assertion that an equity ratio of 59.6 percent is appropriate since it is the same as its parent, FPL. (OPC BR 37) OPC opined that regulators generally establish capital structures for utilities based on the operational and market risk factors that apply to the individual utility, that is, electric utility companies like FPL face different market risks and pressures than do gas utility companies, such as FCG. (OPC BR 37; TR 410) OPC asserted that while FPL has maintained its equity ratio between 59-60 percent for over two decades, FCG’s equity ratio for the last twenty years averages to be less than 44 percent. (OPC BR 37; TR 410-411) OPC asserted rather than explaining why the Intervenors’ recommend use of the average equity ratio of the gas utility proxy group is flawed and illogical, witness Nelson merely claimed that “utility capital structures vary wildly,” which in fact is precisely why the Intervenors’ recommendations based on an average equity ratio are logical. (OPC BR 38; TR 149)
FEA
FEA argued FCG’s requested common equity ratio of 59.6 percent is not appropriate and should be rejected. (FEA & FIPUG BR 9) FEA argued FCG’s proposed common equity ratio exceeds the average authorized equity ratio of 51.4 percent for regulated gas utilities around the country and significantly exceeds the average common equity ratio for the gas utility proxy group of 38.6 percent. (FEA & FIPUG BR 9; TR 440, 456) FEA argued that witness Walters relied on the same gas utility proxy group developed by FCG witness Nelson, but opined that FCG’s assumed equity ratio of 59.6 percent is nearly eight percentage points higher than that of the gas utility proxy group's comparable equity ratio of 38.6 percent. (FEA & FIPUG BR 9; TR 457) Therefore FEA argued, the Company’s requested common equity ratio should be rejected and the Commission should approve a common equity ratio of no higher than 50.0 percent. (FEA & FIPUG BR 9)
FIPUG
FIPUG joined the arguments of FEA. (FEA & FIPUG BR 9)
ANALYSIS
FCG
In its filing, FCG requested a projected test year capital structure consisting of an equity ratio of 59.6 percent based on investor-supplied capital for rate setting purposes. (EXH 7; Schedule G-3) FCG’s current equity ratio is 48 percent which is based on the consolidated capital structure of its former parent company Southern Company Gas in its 2018 rate case settlement. (TR 1068) The revenue requirement associated with increasing the equity ratio from 48 percent to 59.6 percent is approximately $4.1 million. (TR 1060) FCG argued that the Company’s requested equity ratio reflects its specific financing requirements and risk profile, and enables it to maintain its financial strength, which translates into favorable access to capital for the benefit of customers. (FCG BR 52; TR 158-159) FCG argued its requested equity ratio is reasonable compared to the range of equity ratios for the regulated natural gas operating companies held by the publicly traded gas companies in the proxy group as well as to authorized equity ratios for natural gas utilities in other jurisdictions. (FCG BR 52) To assess whether FCG’s requested financial capital structure is consistent with industry practice, FCG witness Nelson calculated the average capital structure (including short-term debt) for each of the proxy group operating companies from 2018 to 2020. (TR 115; EXH 39) The results showed the mean and median three-year average equity ratio of the proxy group is 54.78 percent and 55.85 percent, respectively, within a range of 43.54 percent to 61.78 percent. (TR 115) Therefore, FCG concluded its requested equity ratio of 59.60 percent is within the proxy group range and consistent with industry practice. (FCG BR 52; TR 115) FCG further asserted that its requested equity ratio is appropriate because it is based on its actual financing from its parent, FPL, and is consistent with regulatory precedent and guidance regarding capital structure determinations for companies that do not issue their own debt or have their own credit ratings. (FCG BR 52; TR 158-159)
OPC
OPC witness Garrett used the same gas utility proxy group as that of FCG witness Nelson for his cost of capital analysis. (TR 404) Witness Garrett opined that the capital structures of the proxy group can be used to assess a fair rate making equity ratio for FCG. (TR 403) Witness Garrett testified the average debt ratio of the proxy group of gas utility companies is 53.1 percent, which correlates to an equity ratio of 46.9 percent. (TR 404-405; EXH 62) Witness Garrett assessed the reasonableness of his recommendation by comparing other competitive firms with debt ratios above 56 percent from around the country and concluded that the average debt ratio was 64 percent (36 percent equity ratio). (TR 405-406) From his comparison of other non-regulated industries, witness Garrett concluded the debt ratios of other industries are higher than that of the gas utility proxy group (53.1 percent) and FCG’s proposed debt ratio of 40.4 percent. (TR 407) OPC witness Garrett disagreed with FCG’s assertion that FCG should use the equity ratio of its parent FPL because FPL is the source of FCG’s financing. (TR 410) OPC argued that regulators generally establish capital structures for utilities based on the operational and market risk factors that apply to the individual utility. (OPC BR 37; TR 410) Witness Garrett asserted that in the FPL 2021 rate case, FPL witness Barrett testified that FPL’s regulatory capital structure included a 59.6 percent equity ratio and has maintained an equity ratio between 59-60 percent for over two decades. (TR 410) OPC argued that unlike FPL, FCG has maintained an equity ratio of just over 43 percent for the past twenty years, and has been 48 percent since only mid-2018 when FCG was a subsidiary of Southern Company Gas. (OPC BR 37; TR 410) From his analyses, witness Garrett opined that FCG’s proposed long-term debt ratio of 40.4 percent is too low to be considered fair for ratemaking and causes the WACC to be unreasonably high. (TR 411) Based on witness Garrett’s testimony, OPC recommended an equity ratio of 46.9 percent from investor-supplied capital with is consistent with the gas utility proxy group average. (OPC BR 38)

FCG argued OPC witness Garrett’s analysis of the average equity ratio for the gas utility proxy group was flawed. (FCG BR 51; TR 148) FCG witness Nelson disagreed with witness Garrett’s approach to calculate the average equity ratio of the gas utility proxy group and testified that witness Garrett incorrectly used the capital structures of the publicly traded holding companies not the regulated operating companies that are subsidiaries of the holding companies. (TR 148) FCG argued the proper point of comparison is the mix of investor-supplied capital in place at the regulated utility operating companies, not at the publicly traded holding companies. (FCG BR 50; TR 148) Witness Nelson asserted the Intervenor witnesses recommended increasing FCG’s financial leverage by reference to the publicly traded holding companies and other industry capital structures, which would increase FCG’s financial risk and, in turn, its cost of capital to the detriment of customers. (FCG BR 50-51; TR 148)

FEA
FEA argued FCG’s proposed equity ratio significantly exceeds the equity ratio for the gas utility proxy group. (TR 456) FEA witness Walters used the same gas utility proxy group as FCG witness Nelson and OPC witness Garrett. (TR 456) Witness Walters testified that the gas utility proxy group has an average equity ratio of 38.6 percent (including short-term debt), based on data from S&P Global Market Intelligence and 44.6 percent (excluding short-term debt) based on data from Value Line Investment Survey. (TR 456-457; EXH 81) Based on that analysis, witness Walters recommends an equity ratio of no higher than 50.0 percent. (TR 457) Witness Walters disagreed with witness Nelson’s assessment that an equity ratio of 59.6 percent is reasonable because it is consistent with the source of the investor-supplied capital and it lies within the range of the equity ratios of the gas utility proxy group. (TR 502-503; TR 114-115) Witness Walters asserted that in a in a recent CenterPoint Energy gas rate case (Docket G-008/GR 15-424), the Minnesota Public Utilities Commission authorized a stated capital structure of 50.0 percent common equity, compared to CenterPoint’s requested 53.43 percent common equity ratio. Witness Walters testified that in its Order dated June 3, 2016, adopting a 50.0 percent common equity ratio, the Minnesota Public Utilities Commission stated that:
The Company argued that simply being within the range of the equity ratios in the proxy groups was adequate evidence of reasonableness, but the Commission does not agree. Proxy-group averages have much higher probative value than proxy-group ranges; the purpose of a proxy group is to provide a representative average or composite to stand in for the company being studied.[footnoteRef:43] [43: In the Matter of the Application of CenterPoint Energy Resources Corp. for Authority to increase Natural Gas Rates in Minnesota, Docket G-008/GR 15-424, FINDINGS OF FACT, CONCLUSIONS OF LAW, AND ORDER at 35 (June 3, 2016).] 

(TR 503; EXH 180)
FCG witness Nelson disagreed with the Minnesota Public Utilities Commission’s finding cited by witness Walters and testified that, “The mere fact that a utility’s capital structure deviates from the average does not automatically demonstrate that it is unreasonable.” (TR 155) Witness Nelson opined that setting utility capital structures to the average assumes that all utilities have the same risks and underlying assets and should be financed with the same proportions of equity and debt, which is clearly not the case. (FCG BR 52; TR 155) Witness Nelson also disagreed with the Intervenor witnesses’ reliance on the average capital structure of the gas utility proxy group only during calendar year 2021. (TR 152-153) Witness Nelson pointed out that it is preferable to use data over several periods to avoid misleading conclusions from anomalies in the data. (TR 115, 153) For example, in 2021 two of the six gas utilities in the proxy group, Atmos Energy and ONE Gas, Inc., each reported more than $2 billion in additional natural gas commodity costs attributed to Winter Storm Uri which impacted their Texas service territories in February 2021. (TR 151-152) As a result, both companies’ capital structures included more debt than usual due to the unforeseen winter weather event which increased their debt ratios and skewed the capital structure data used by witness Walters. (TR 152-153) Witness Nelson asserted that adverse weather events can happen in Florida and maintaining a strong balance sheet that enables efficient access to capital when needed regardless of market environments is important. (TR 152)

CONCLUSION

Based on record evidence and past Commission practice of using a capital structure that approximates the utility’s actual sources of capital, FCG’s projected equity ratio of 59.6 percent for the test year ending December 31, 2023, is reasonable and appropriate. Further, the equity ratio and allowed return on equity are inextricably related. Based on the risk-return paradigm which is discussed in more detail in Issue 29, a company with a higher equity ratio in its capital structure, all else being equal, will have less financial risk and should have a comparatively lower return on equity. The higher the proportion of equity, the lower the financial risk which must be factored into the allowed return on equity as addressed by staff in Issue 29. Accordingly, staff recommends the appropriate equity ratio is 59.6 percent as a percentage of investor-supplied capital.




[bookmark: _Toc127535421]Issue 29:	 
 What is the appropriate authorized return on equity (ROE) to use in establishing FCG’s projected test year revenue requirement?
Recommendation: 
 The appropriate authorized ROE midpoint is 10.00 percent with a range of plus or minus 100 basis points. (D. Buys)
Position of the Parties
FCG: 
 The Commission should authorize 10.75% as the return on common equity. Granting FCG’s requested return on equity will appropriately take into account FCG’s unique risk profile and the Company’s commitment to a strong financial position. The requested rate also addresses the risk of the Company’s proposed multi-year stay-out. Granting FCG’s requested return on common equity is critical to maintaining FCG’s financial strength and flexibility and will help FCG attract capital necessary to serve its customers on reasonable terms. (Nelson, Campbell)
OPC: 
 OPC Witness Garrett’s testimony and exhibits address the appropriate authorized ROE of 9.25% to include in the projected test year capital structure shown on Exhibit HWS-2, Schedule D, page 1 of 2.
FEA: 
 Christopher Walters’ testimony provides that the appropriate return on common equity to use in establishing FCG’s test year revenue requirement is in the range of 9.00% to 9.80% with a midpoint of 9.40%.
FIPUG: 
 Join position of FEA.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG witness Campbell asserted an ROE of 10.75 percent, as recommended by witness Nelson,  with a range from 9.75 percent to 11.75 percent, would fairly compensate equity investors for the use of their capital over the 2023-2026 period of FCG’s proposed four-year rate plan. (TR 1070) FCG argued that the U.S. Supreme Court has recognized that the fair rate of return should be comparable to returns investors expect to earn on other investments of similar risk, sufficient to assure confidence in the company’s financial integrity, and adequate to maintain and support the company’s credit and to attract capital.[footnoteRef:44] (FCG BR 53; TR 51-52) FCG argued that both the U.S. Supreme Court and the Florida Supreme Court have held that setting the ROE is a utility-specific, factual determination.[footnoteRef:45] (FCG BR 53) FCG held that witness Nelson calculated FCG’s cost of equity using three widely used market based financial models which focused on different aspects of investors’ return requirements. (FCG BR 53) Additionally, FCG argued, witness Nelson considered FCG’s risk profile relative to a proxy group of companies that are comparable, but not necessarily identical in risk to FCG. (FCG BR 54; TR 47) FCG argued that in reaching her ROE recommendation, witness Nelson considered: (1) the results from three commonly used analytical approaches; (2) the Company’s higher risk profile associated with its significantly smaller size; (3) the regulatory environment in which it operates, including the incremental risk associated with its proposed multi-year rate plan; (4) the costs associated with issuing stock; and (5) the current volatile and uncertain economic and capital market environment. (FCG BR 54) Based on these factors, FCG argued witness Nelson concluded that a midpoint ROE of 10.75 percent is just and reasonable. (FCG BR 54; TR 116-17) FCG argued that both OPC’s and FEA’s recommended ROEs of 9.25 percent and 9.40 percent, respectively, do not properly reflect the undisputed facts that inflation, interest rates, capital costs, and overall market risk are all substantially higher than the levels experienced since FCG’s last base rate case and should be rejected. (FCG BR 53; TR 124) FCG further argued the Intervenors’  recommended ROEs are biased downward due to their reliance on inputs that are flawed and contradictory to sound financial theory. (FCG BR 55) FCG argued that the Intervenors’ ROE recommendations are below any reasonable measure of FCG’s cost of equity and do not satisfy the Hope and Bluefield standards. (FCG BR 55; TR 124) FCG argued the Intervenors’ ROE recommendations, if adopted, would be viewed as a departure from the Commission’s practices, increasing the Company’s regulatory and financial risk, and thus, diminishing FCG’s ability to compete for capital. (FCG BR 56)  [44:  Bluefield Water Works and Improvement Co. v. Public Service Commission, 262 U.S. 679, 692 (1923) (Bluefield) and Federal Power Commission v. Hope Natural Gas Co., 320 U.S. 591, 603 (1944) (Hope).]  [45:  Bluefield, at 692; United Tel. Co. v. Mayo, 345 So. 2d 648 (Fla. 1977).] 

OPC
OPC argued pursuant to the standards set forth in the Hope and Bluefield decisions, the financial integrity of a company should be sufficient to attract capital on reasonable terms under a variety of market and economic conditions. (OPC BR 38-39; TR 51-52) OPC argued under Hope and Bluefield, the awarded ROE should be commensurate with returns on investments of corresponding risk, and be sufficient to assure financial soundness and integrity under efficient management. (OPC BR 39-40; TR 349) OPC argued since utility stocks are low risk, the return required by equity investors should be relatively low. (OPC BR 39; TR 349) OPC argued that the low cost of equity results witness Garrett derived from his cost of equity analysis using the DCF model (7.1 percent) and CAPM (7.9 percent) confirm that the industry experiences relatively low levels of risk. (OPC BR 39; TR 349) OPC argued the other guiding legal principle to be followed in Hope established that the allowed return should be based on the actual cost of capital. (OPC BR 39-40; TR 342) OPC argued if the Commission sets the awarded return based on witness Garrett’s lower and more reasonable proposed ROE of 9.25 percent, the Commission will better comply with the U.S. Supreme Court’s standards, allow the Company to maintain its financial integrity, and allow the Company to achieve reasonable returns for its investors. (OPC BR 40; TR 343) However, OPC opined, if the Commission sets the awarded ROE much higher than the true cost of capital, as requested by FCG, it will run contrary to the U.S. Supreme Court’s mandates and result in an inappropriate transfer of wealth from customers to shareholders. (OPC BR 40; TR 343) OPC argued that witness Garrett accounted for the effects of recent inflation by using the yields on 30-year Treasury bonds as a proxy for the risk-free rate in the CAPM. (OPC BR 39; TR 338) OPC argued FCG witness Nelson used non-sustainable and unreasonably high growth rates in her DCF model, which led to the extremely high cost of equity result of 11.2 percent. (OPC BR 40; TR 376) OPC argued FCG witness Nelson’s CAPM result of 12.9 percent is similarly flawed due to her use of an extremely inflated equity risk premium (ERP) of 12.27 percent. (OPC BR 41) OPC also disagreed with witness Nelson’s size adjustment and inclusion of flotation costs in support FCG’s request for a higher awarded ROE. (OPC BR 41; TR 394-399) OPC opined, as pointed out by witness Garrett, the size premium theory has been debunked since 1983, and therefore, the Commission should ignore FCG’s size risk adjustment. (OPC BR 41-42; TR 395) OPC argued the Commission should also ignore witness Nelson’s inclusion of flotation costs in her ROE recommendation. (OPC BR 42) OPC argued since FCG does not issue securities it does not incur underwriters’ costs or experience any other out-of-pocket flotation costs, and additionally, investors already have access to the information they need about underwriters’ costs when investors make their decision to purchase shares at a certain price. (OPC BR 42; TR 397-398) OPC argued witness Garrett’s analyses demonstrated that FCG’s cost of equity is approximately 8.0 percent. (OPC BR 42; TR 399) OPC argued given the legal standards by which the Commission is bound, the Commission should award FCG an ROE of no more than 9.25 percent. (OPC BR 42; TR 338) OPC argued an ROE of 9.25 percent would result in fair, just, and reasonable rates, and would benefit both FCG’s consumers as well FCG’s shareholders. (OPC BR 42) 

FEA
FEA asserted the purpose of the rate of return testimony provided in this proceeding is to estimate the expected return that investors require on an investment in FCG. (FEA & FIPUG BR 11) FEA argued the determination of a fair market-required return is governed in part by the standards set forth in the Hope and Bluefield U.S. Supreme Court decisions.[footnoteRef:46] (FEA & FIPUG BR 11) FEA opined that in accordance with these decisions, a utility should be allowed a return on equity sufficient to maintain its financial integrity and to attract capital on reasonable terms, and the return should be commensurate with returns investors could earn by investing in other companies of comparable risk. (FEA & FIPUG BR 11-12) FEA argued witness Walters’ estimated current market cost of equity range of 9.0 percent to 9.8 percent, with a mid-point estimate of 9.4 percent, is consistent with the standards set forth in these decisions for determining a utility’s fair cost of common equity. (FEA & FIPUG BR 12) FEA argued market valuations of utility stocks are strong, which is an indication that utilities are able to access equity capital at lower costs and under reasonable terms. (FEA & FIPUG BR 10) FEA further argued that observed gas utility authorized ROEs have been below 10 percent for approximately the past nine years. (FEA & FIPUG BR 10) FEA asserted witness Walters developed his ROE recommendation of 9.4 percent by applying the Discounted Cash Flow (DCF) model, the Risk Premium model, and the Capital Asset Pricing Model (CAPM) to the same proxy group of gas utility companies used by FCG witness Nelson and accurately reflects the current market cost of equity for FCG. (FEA & FIPUG BR 12-13) FEA argued the Commission should reject FCG witness Nelson’s recommended ROE of 10.75 because it is significantly overstated. (FEA & FIPUG BR 17) As explained by witness Walters, to reach her recommendation, witness Nelson relied on inflated inputs and flawed applications of the DCF model, CAPM, and Empirical CAPM. (FEA & FIPUG BR 17) FCG argued the deficiencies in witness Nelson’s ROE analyses identified by witness Walters in his direct testimony all led to her results being higher than they should have been. (FEA & FIPUG BR 17; TR 468-503) FEA argued after witness Walters made prudent and reasonable adjustments to witness Nelson’s ROE estimates, her analyses would support witness Walters’ recommended ROE range of 9.0 to 9.8 percent. (FEA & FIPUG BR 17) [46:  Bluefield Water Works & Improvement Co. v. Pub. Serv. Comm., 262 U.S. 679 (1923) and F.P.C. v. Hope Natural Gas Co., 320 U.S. 591 (1944).] 


FIPUG
FIPUG joined the arguments of FEA. (FEA & FIPUG BR 9)
ANALYSIS

The ROE is the allowed cost of common equity included in a utility’s regulatory capital structure used to determine the overall rate of return used to establish a revenue requirement. FCG’s common equity is not publicly traded, and as such, a market-based cost rate for the Company cannot be directly observed. Consequently, FCG witness Nelson, OPC witness Garrett and FEA witness Walters (collectively Intervenor witnesses) all applied cost of equity financial models to a proxy group of publicly traded gas distribution companies (proxy group) with similar risk to FCG to derive estimates of the required return on equity (ROE). (TR 401; TR 784) OPC witness Garrett and FEA witness Walters used the same proxy group as that of FCG witness Nelson. (TR 784-785) All three witnesses used the Discounted Cash Flow (DCF) model and the Capital Asset Pricing Model (CAPM) to estimate the cost of equity. In addition, witnesses Nelson and Walters employed a risk premium analysis to estimate the cost of equity. (TR 399) Witness Garrett also applied the Hamada Formula to his CAPM. (TR 409) In general, FCG witness Nelson used inputs and assumptions that produced a higher ROE estimate, while the Intervenor witnesses used inputs and assumptions that produced a lower ROE estimate. (TR 403; TR 839) As a result of their respective assumptions used in the cost of equity models, the staff recommended ROE is greater than OPC’s and FEA’s recommended ROE of 9.25 percent and 9.4 percent, respectively, and lower than FCG’s requested ROE of 10.75 percent. The range of results of the witnesses’ cost of equity models is 7.10 percent to 13.37 percent. The witnesses’ cost of equity model results are summarized in Table 29-1.
Table 29-1
Summary of Cost of Equity Model Results
	ROE Model
	FCG witness Nelson
	OPC witness Garrett
	FEA witness Walters

	DCF with analyst growth estimates
	8.4% - 10.87%
	8.00%
	9.31%

	DCF with sustainable growth estimates
	8.05% - 10.69%
	7.1%
	9.02%

	DCF Multi-stage
	
	
	7.99%

	CAPM
	10.12% - 10.94%
	7.90%
	8.08% - 10.97%

	CAPM with Hamada Formula
	
	9.0%
	

	Empirical CAPM
	10.67% - 13.15%
	
	

	Risk Premium
	9.73% and 9.80%
	
	9.27% - 10.42%

	Recommended ROE
	10.75%
	9.25%
	9.40%


Source: (TR 66, 68, 76, 79, 82, 399, 470, 475, 509) 
Legal Standard
The landmark Hope and Bluefield U.S. Supreme Court cases established standards for setting a fair rate of return for equity investment for utilities providing monopoly service to the public. (TR 401) Simply stated, a fair rate of return is commensurate with returns available on investments having comparable risks. (TR 401, 775) The rate of return should also be sufficient to assure financial soundness and integrity, support reasonable credit quality, and allow a company to raise capital on reasonable terms. (TR 401, 775) Witness Garrett opined that the Hope standard ultimately requires that the end result should be just and reasonable and based upon a utility’s actual cost of equity. (TR 769) Witness Garrett further opined that an allowed ROE that is far above the cost of equity runs the risk of being at odds with the Hope and Bluefield standards and results in an excess transfer of wealth from the customers to the utility. (TR 343)
Proxy Group of Gas Companies
FCG witness Nelson selected six companies from the Value Line Investment Survey to include in the gas utility proxy group. (TR 56) The gas proxy group includes Atmos Energy Corp., New Jersey Resources Corp., NiSource, Inc., Northwest Natural Holding Co., ONE Gas, Inc., and Spire, Inc. (TR 57) Witness Nelson asserted the proxy group companies all have investment grade credit ratings and are in sound financial condition. (TR 57) Witness Nelson contended that the gas proxy group is comparable, but not identical, to the financial and operational characteristics of FCG. (TR 57) Witness Nelson asserted that because the proxy group is not identical in risk to FCG, a relative risk assessment between FCG and the proxy group must be performed to arrive at an appropriate ROE for FCG. (TR 60) The Intervenor witnesses took no issue with FCG witness Nelson’s selection of gas utilities for her gas proxy group and used the same proxy group for their respective cost of equity analyses. (TR 351, 458)
Cost of Equity Models
DCF
The DCF model is based on the theory that a stock’s current price represents the present value of all expected future cash flows in the form of dividends discounted at the appropriate risk-adjusted rate of return. (TR 61, 359-360) In its basic form, the DCF model is expressed as the dividend yield of a stock plus the expected long-term growth rate. Expressed mathematically as ROE = (dividend ÷ stock price) + growth rate. (TR 61, 459) The differences between witness Nelson’s and the Intervenor witnesses’ DCF model results are primarily driven by differences in growth rates and witness Nelson’s use of the quarterly compounding dividend yield. FCG witness Nelson used an average growth rate of 6.07 percent in her DCF analysis. (TR 488; EXH 31, 32) FEA witness Walters used three different growth rates of 5.95, 5.67, and 4.35 percent in three variations of the DCF model. (EXH 83, 86, 88) OPC witness Garrett used an analyst growth rate of 4.8 percent and a sustainable growth rate of 3.8 percent in two variations of the DCF model. (EXH 54) 
FCG
FCG witness Nelson relied on the constant growth and quarterly growth forms of the DCF model. (TR 60) Witness Nelson asserted that the models she used are commonly used by the financial community, as well as in regulatory proceedings. (TR 60) Witness Nelson calculated her constant growth DCF result for each of the proxy companies using three different averaging periods of daily stock closing prices for the 30, 90, and 180-trading days ended March 31, 2022. (TR 62) She used the current quarterly dividend as of March 31, 2022, (multiplied by 4) for the term dividend. (TR 62) For the growth rate, witness Nelson relied on the long-term earnings per share (EPS) growth rate projections as of March 31, 2022, reported by three well recognized financial resources; Zacks, Yahoo! Finance, and Value Line. (TR 62)  Witness Nelson contended because utility companies tend to increase their quarterly dividends at different times throughout the year, it is reasonable to assume that dividend increases will be evenly distributed over calendar quarters. (TR 62) Given that assumption, witness Nelson calculated the expected dividend yield by applying one-half of the long-term growth rate to the current dividend yield. (TR 62) Witness Nelson asserted that adjustment ensures that the expected dividend yield is, on average, representative of the coming 12-month period. (TR 62-63) 
For each proxy company, witness Nelson calculated the low, mean, and high DCF model result. (TR 65-66) In developing her ROE recommendation, witness Nelson relied on the average of the mean and median proxy group Constant Growth DCF results. (TR 66; EXH 31). Witness Nelson asserted that relying on the average of the mean and median results prevents giving undue weight to the highest or lowest estimates. (TR 66) The results of her three iterations of the constant growth DCF model ranged from 8.05 percent to 10.69 percent, with a simple average of the mean results of her three iterations of 9.72 percent (9.54% + 9.76% + 9.85% = 29.15% ÷ 3 = 9.72%). (TR 66; EXH 31) 
Witness Nelson contended that most companies pay dividends on a quarterly basis. (TR 66) Witness Nelson asserted although the dividend yield adjustment used in the constant growth DCF model is meant to address that assumption (by increasing the observed dividend yield by one-half of the expected growth rate), it does not fully account for the quarterly receipt and reinvestment of dividends. (TR 66) As a consequence, she opined that the constant growth DCF model likely understates the cost of equity. (TR 66) The quarterly growth DCF model specifically incorporates the quarterly payment of dividends, and the associated quarterly compounding of those dividends as they are reinvested at the required ROE. (TR 66-67) Because the required ROE is a variable in the dividend calculation, the quarterly growth DCF model is solved by iterative calculations. (TR 67) The results of witness Nelson’s three iterations of the quarterly growth DCF model ranged from 8.14 percent to 10.87 percent, with a simple average of the mean results of her three iterations of 9.86 percent (9.68% + 9.91% + 10.00% = 29.59% ÷ 3 = 9.86%). (TR 68; EXH 32) 
FEA disagreed with FCG’s constant growth DCF results and asserted they are based on unsustainably high growth rates. (TR 486) FEA witness Walters contended witness Nelson’s average proxy group growth rate of 6.07 percent is based on consensus analysts’ projected growth rates which is significantly above the long-term sustainable growth rate of 4.35 percent. (TR 488) FEA witness Walters also contended witness Nelson’s quarterly DCF model results are overstated because using quarterly compounding dividends in her dividend yield can overstate a fair ROE for setting rates. (TR 488) Witness Walters asserted reinvesting dividends is not a cost to the Company and should not be reflected as a cost of capital for setting rates. (TR 488-489) FEA witness Walters opined by including the quarterly compounding adjustment in the authorized returns used to set rates, investors are provided an opportunity to earn that quarterly compounding return twice: first, by setting rates to increase the allowed ROE to include a dividend reinvestment return despite the absence of actual reinvestment of the dividend in the Company; and second, investors are able to earn the reinvestment dividend return again when they receive dividends from the companies and actually reinvest in alternative investments. (TR 489) 
OPC argued FCG witness Nelson’s DCF model produced overstated results because of her use of unsustainable and unreasonably high growth rates. (OPC BR 40; TR 376) OPC witness Garrett contended witness Nelson’s growth rates are greater than the projected annual long-term nominal U.S. GDP growth rate of 3.8 percent which violates the basic principle that no company can grow at a rate greater than the economy in which it operates over the long-term. (TR 377) Witness Garrett contended a short-term, quantitative growth estimates published by analysts as relied upon by witness Nelson is not appropriate for a sustainable growth estimate. (TR 377)
OPC
Witness Garrett asserted a fundamental concept of finance in that no firm can grow forever at a rate higher than the growth of the economy, or the Gross Domestic Product (GDP). (TR 367) Witness Garrett testified that the Congressional Budget Office’s 2021 long-term budget outlook forecast for the U.S. GDP is 3.80 percent. (TR 368) Witness Garrett used the nominal GDP in his DCF analysis. (TR 375) Witness Garrett opined that the stable growth DCF model considers only sustainable growth rates, which are appropriate for estimating the growth for utility companies because they are in the sustainable growth stage of the industry life cycle. (TR 365-367). Witness Garrett opined it is reasonable to assume that a regulated utility would grow at a rate that is less than GDP. (TR 367) To derive his DCF result, witness Garrett calculated an average dividend yield for the gas proxy group of 3.2 percent based on a 30-day average stock price from June-July 2022 and the most recent quarterly dividend paid by each company and annualized the dividends. (TR 360; EXH 52, 54) Witness Garrett calculated a DCF result of 7.1 percent using his estimated sustainable growth rate of 3.80 percent. (TR 375; EXH 54) Witness Garrett derived a second DCF estimate using analyst growth forecasts of 8.0 percent. (TR 376; EXH 54) Witness Garrett did not recommend his analyst growth rate should be considered, but nonetheless, used it to illustrate the sensitivity of using an analyst growth rate in the DCF model. (TR 376) 
FCG witness Nelson disagreed with the use of GDP as a measure of long-term growth in the DCF Model. (TR 166) Given that current inflation is at 8.60 percent, OPC witness Garrett’s measure of sustainable growth using nominal GDP growth of 3.80 percent implies negative growth in real terms. (TR 165) Witness Nelson opined it is unlikely an investor would be willing to assume the risks of equity ownership in exchange for negative real growth or even only modestly greater growth than OPC witness Garrett’s estimate of expected long-term inflation. (TR 165) Further, witness Nelson contended witness Garrett’s 3.80 growth rate is based on a generic estimate of the economy as a whole and doesn’t reflect any measure of company-specific growth or growth in the natural gas utility industry. (TR 166) As cited by witness Nelson, the Commission previously determined that GDP growth is not an appropriate measure of growth in the DCF model because it is not based on any measure of growth in the utility industry.[footnoteRef:47] (TR 168) Staff agrees with FCG witness Nelson that the GDP should not be the sole measure of growth in the DCF model because it is not based on any measure of growth in the gas utility industry or the companies in the proxy group.  [47:  Order No. PSC-2021-0206-FOF-WS, Issued June, 2021, in Docket No. 20200139-WS, In re: Application for increase in water and wastewater rates in Charlotte, Highlands, Lake, Lee, Marion, Orange, Pasco, Pinellas, Polk, and Seminole Counties, by Utilities, Inc. of Florida.] 

FEA
FEA witness Walters used three different variations of the DCF model in his analysis. (TR 470) Witness Walters used two constant growth DCF models; one with analysts’ growth estimates and a second with a sustainable growth estimate. (TR 470) In addition, witness Walters employed a multi-stage DCF Model. (TR 470) The results of witness Walters DCF model analysis ranged from 7.99 percent to 9.31 percent. (TR 470) 
In his constant growth DCF Model with analysts’ growth rates, witness Walters used the proxy group average stock price over a 13-week period ended July 8, 2022. (TR 459) Witness Walters used the same dividend valuation as witness Nelson’s constant growth DCF model by annualizing the dividend (multiplied by 4) and adjusted for next year’s growth by multiplying the annualized dividend by 1 plus the growth rate to obtain a dividend yield of 3.36 percent. (TR 460; EXH 83) For his growth rate estimate of 5.95 percent, witness Walters relied on an average of analysts’ growth rate estimates from three sources: Zacks, S&P Global Market Intelligence, and Yahoo! Finance. (TR 461) The average result from witness Walters constant growth DCF model was 9.31 percent (3.36% + 5.95% = 9.31%). (TR 461; EXH 83) Witness Walters asserted that his constant growth DCF model with analyst’s growth rates is based on an average long-term growth rate of 5.95 percent using three to five year analysts’ growth rate projections is nearly 40 percent higher than the projected long-term GDP growth rate of 4.35 percent which indicates 5.95 percent is not a sustainable level of growth. (TR 461-462) Witness Walters asserted Blue Chip Economic Indicators projects that over the next 5 and 10 years, the U.S. nominal GDP will grow at an annual rate of approximately 4.35 percent which he believes is a reasonable proxy for long-term growth. (TR 462) Witness Walters contended the long-term sustainable growth rate for a utility stock cannot exceed the growth rate of the economy in which it sells its goods and services. (TR 462) Witness Walters asserted the long-term maximum sustainable growth rate for a utility investment is, accordingly, best proxied by the projected long-term GDP growth rate as that reflects the projected long-term growth rate of the economy as a whole. (TR 462) 
Witness Walters also used a sustainable growth rate DCF model based on the percentage of the proxy group utilities’ earnings that is retained and reinvested in utility plant and equipment. (TR 463) The data witness Walters used to estimate the long-term sustainable growth rate is based on each of the proxy group company’s current market-to-book ratio and on Value Line’s three to five year projections of earnings, dividends, earned returns on book equity, and stock issuances. (TR 463; EXH 85) The average sustainable growth rate for the proxy group using this internal growth rate method is 5.67 percent. (EXH 85) Using the same dividend yield of 3.36 percent, witness Walters’ sustainable growth rate DCF model result was 9.02 percent. (EXH 86)
Witness Walters multi-stage DCF model reflects the possibility of non-constant growth for a company over time. (TR 465) The multi-stage DCF model reflects three growth periods: (1) a short-term growth period consisting of the first five years; (2) a transition period, consisting of the next five years (year 6 through 10); and (3) a long-term growth period starting in year 11 and extending into perpetuity. (TR 465) Witness Walters relied on the same dividend yield of 3.36 percent that he used in his other two DCF models. (TR 469) For the first stage of five-years, witness Walters used the same analysts’ growth rate projections of 5.95 percent that he used in his constant growth DCF model. (TR 469; EXH 88) For the second stage consisting of five years, the growth rate transitions from the first stage to the third stage using a straight linear trend from 5.95 percent to 4.35 percent. (TR 469; EXH 88) For the third stage, or long-term sustainable growth stage, starting in year 11, witness Walters used a 4.35 percent long-term sustainable growth rate based on the consensus of economists’ long-term projected nominal GDP growth rate as published in Blue Chip Economics Forecast. (TR 469; EXH 88) Witness Walters’ results from his multi-state DCF model averaged 7.99 percent. (EXH 88)
FCG witness Nelson argued there is evidence that utility equity growth rates can exceed GDP growth over the long term. (TR 168) The long-term growth component in the DCF model reflects the return expected from capital appreciation. (TR 168) Witness Nelson asserted according to data in Kroll 2022 SBBI Yearbook, the long-term average historical rate of capital appreciation for the S&P 500 between 1926 and 2021 has been 8.20 percent, well above long-term historical GDP growth and the Intervenor witnesses’ GDP growth estimates of 3.8 and 4.35 percent. (TR 168) Thus, she argued, it would seem long-term equity growth has not been limited by GDP growth. (TR 168) Additionally, witness Nelson opined, the projected earnings growth rates assumed by FEA witness Walters and her are below the long-term average capital appreciation growth rate of 8.20 percent, demonstrating their reasonableness. (TR 168) As such, witness Nelson contended, the Intervenor witnesses’ ROE estimates using the GDP growth rates should be rejected. (TR 168)
CAPM
The CAPM method of analysis is based upon the theory that the market-required rate of return for a security is equal to the risk-free rate plus a risk premium associated with the specific security. (TR 475) The CAPM assumes that all non-market or unsystematic risk, can be eliminated through diversification. (TR 69) The risk that cannot be eliminated through diversification is called market, or systematic risk. (TR 69) Therefore, the CAPM assumes that investors require compensation only for systematic, or market, risk. (TR 69-70) Non-diversifiable (or systematic) risk is measured by the beta coefficient. (TR 70) The beta is expressed as the volatility of an individual security compared against the stock market as a whole. (TR 357) A beta value of 1.0 indicates the individual security has the same volatility as the stock market. (TR 357) A beta value of less than 1.0 is considered less risky than the stock market as a whole and a beta value greater than 1.0 is considered more risky. (TR 357) The basic CAPM equation requires only three inputs to estimate the cost of equity: (1) the risk-free rate; (2) the beta coefficient; and (3) the equity risk premium (ERP) expressed in this equation: ROE = risk-free rate + Beta × (market return – risk-free rate). (TR 378-379)
FCG
Witness Nelson used two forms of the CAPM in her analysis, the traditional CAPM and an empirical CAPM. (TR 75-76) The empirical CAPM reduces the effect of the beta coefficient by 25 percent to compensate for what she explained is a tendency of the CAPM to underestimate the cost of equity for companies with low beta coefficients. (TR 76-77) The results from the empirical CAPM are greater than results from the traditional CAPM. (EXH 34) Witness Nelson calculated four separate derivations of the traditional CAPM and four separate derivations of the empirical CAPM. (EXH 34) Witness Nelson’s spectrum of average results for the proxy group from the traditional CAPM ranged from 10.12 to 12.94 percent; the average results using the empirical form ranged from 10.67 to 13.37 percent. (TR 76, 79; EXH 34) Witness Nelson did not select a specific ROE result from her CAPM analysis as an appropriate ROE for setting rates for FCG. Instead, witness Nelson graphically presented the results of her CAPM analysis in her testimony and opined that she considered the results from three commonly used analytical approaches which included her CAPM analysis. (TR 76, 79, 116)
Beta: Witness Nelson used two estimates of the beta coefficient for each proxy company. (TR 71) The first estimate is the current beta coefficient reported by Value Line as of March 31, 2022. (TR 71) The proxy group average beta coefficient from Value Line was 0.85. (TR 71) The second estimate is the adjusted beta coefficient calculated from Bloomberg over the ten years ended March 31, 2022, rather than the five-year period used by Value Line. (TR 71) The average beta for the proxy group from Bloomberg was 0.78. (TR 71)
Risk-Free Rate: Witness Nelson applied two estimates of the risk-free rate: the current 30-day average yield (2.37 percent) and a projected yield (3.32 percent) on 30-year U.S. Treasury Bonds. (TR 70) Witness Nelson opined natural gas utilities are typically long-duration investments and, as such, the 30-year Treasury yield is more suitable for the purpose of calculating the cost of equity. (TR 71)
Equity Risk Premium: Witness Nelson derived two estimates of the expected market return. (TR 72; EXH 34) She calculated the market capitalization-weighted ROE of the S&P 500 Index by applying the Constant Growth DCF model described earlier to each of the companies in the S&P 500 Index. (TR 73; EXH 33) Witness Nelson calculated two separate DCF forward-looking estimates, one using Value Line data and the other using data from Bloomberg. (TR 73) Witness Nelson’s DCF forward-looking market return estimate results were 14.64 percent using the Bloomberg data and 16.14 percent using Value Line data. (TR 73) Witness Nelson relied more on the Bloomberg generated market return of 14.64 percent. (TR 73) The second estimate considered the long-term, historical arithmetic average market return of 12.33 percent between 1926 and 2021 reported by Duff & Phelps. (TR 72-73).
Witness Nelson opined the long-term arithmetic average historical return on the market of 12.33 percent is an appropriate alternate estimate of the expected market return. (TR 74) As explained by witness Nelson:
My objective is to develop a reasonable estimate of the expected market return during the time rates will be in effect to apply in the CAPM. Because the Cost of Equity is forward looking, any estimate – whether based on historical or projected data – assumes the estimate reflects investors’ expectations into the future. Although the 14.64 percent expected market return is highly consistent with historically observed market returns (as shown in Figure 9 above), it is above the long-term arithmetic annual average market return. Therefore, it may be reasonable to expect that over time, the market return will revert to its long run historical arithmetic average. From that perspective, the application of the long-run historical arithmetic average market return as an alternate estimate of the expected market return is prospective in nature.
(TR 74-75)
In this case, staff agrees with witness Nelson that the historical market return estimate of 12.33 percent more likely reflects the prospective market return based on the current economic and market conditions discussed later. Accordingly, staff believes the more reasonable CAPM estimate from witness Nelson is her average proxy group result of 10.33 percent using the risk-free rate of 3.32 percent from the projected 30-year yield on U.S. Treasury Bonds, the long-term average historical market return of 12.33 percent, and the 10-year Bloomberg Beta coefficient, which averages 0.775 for the proxy group. (EXH 34) Witness Nelson’s empirical CAPM result for the same data group was 10.83 percent. (EXH 34)  
OPC witness Garrett asserted there were specific problems with witness Nelson’s CAPM analysis. (TR 389) First, staff agrees with OPC that witness Nelson’s CAPM results are unreasonably high due to her overestimation of the projected market return and ERP. (OPC BR 41; TR 389; EXH 34) Witness Nelson’s ERP using an estimated market return of 14.64 percent is 11.32 percent using a risk-free rate of 3.32 percent. (EXH 34) Witness Garrett compared witness Nelson’s ERP estimate to his and other independent sources for the ERP and concluded her estimate is not within the range of reasonableness. (TR 390) Witness Garrett also took issue with witness Nelson’s use of the empirical CAPM. (TR 391) Witness Garrett contended:
The premise of Ms. Nelson’s E-CAPM is that the real CAPM underestimates the return required from low-beta securities, such as those of the proxy group. There are several problems with this concept, however. First, the betas that both Ms. Nelson and I used in the real CAPM already account for the theory that low-beta stocks might tend to be underestimated. In other words, the raw betas for each of the utility stocks in the proxy groups have already been adjusted by Value Line to be higher. Second, there is empirical evidence suggesting that the type of beta-adjustment method used by Value Line actually overstates betas from consistently low-beta industries like utilities. According to this research, it is better to employ an adjustment method that adjusts raw betas toward an industry average, rather than the market average, which ultimately would result in betas that are lower than those published in Value Line. Finally, Ms. Nelson’s ECAPM still suffers from the same overestimated risk-free rate and ERP inputs discussed above. Thus, regardless of the differing theories regarding the mean reversion tendencies of low-beta securities, Ms. Nelson’s ECAPM should be disregarded for its ERP input alone.
(TR 391-392)
FEA witness Walters also took issue with witness Nelson’s DCF-derived ERP estimates in her application of the CAPM. (TR 490) Witness Nelson’s DCF-based market return used to calculate her ERP includes 70 companies with growth rates that exceed 20%, of which four are greater than 135 percent. (TR 491) Further, witness Walters asserted 305 of the growth rates (for companies in the S&P 500) relied on by witness Nelson are 8.7 percent or higher, which is two times the projected growth of the U.S. economy. (TR 492) Witness Walters contended it is simply not reasonable to believe individual companies, and as a result the overall market, can sustain growth rates as high as witness Nelson has assumed. (TR 492)
FCG witness Nelson disagreed with witness Walters suggestion that her expected market return is inflated because expected individual growth rates of certain companies exceed his measure of long term sustainable growth. (TR 212) Witness Nelson opined witness Walters’ criticism focused on individual company growth rates he deemed as too high and he failed to acknowledge that the expected market return estimates also include growth rates that could be considered unsustainably low. (TR 212) Witness Nelson asserted by not attempting to evaluate the sustainability of each of the 500 individual companies’ growth rate in the S&P 500 as FEA witness Walters does, she did not introduce bias into the expected market return analysis. (TR 212) Witness Nelson further opined a proper market return estimate must include all companies in the analysis to avoid internal inconsistencies. (TR 212)
FEA witness Walters also took issue with Ms. Nelson’s ECAPM analysis. (TR 494) Witness Walters asserted the impact of witness Nelson’s ECAPM increased the Value Line adjusted beta estimate of 0.85 to 0.90 and is mathematically the same as adjusting the beta since the beta inputs are all multiplicative. (TR 494) The ECAPM with adjusted betas has the effect of increasing CAPM return estimates for companies with betas less than 1, and decreasing the CAPM return estimates for companies with betas greater than 1. (TR 495) Witness Walters contended there is simply no legitimate basis to use an adjusted beta within an ECAPM because it unjustifiably alters the security market line and materially inflates a CAPM return for a company with a beta less than 1. (TR 495-496)
OPC
OPC witness Garrett’s CAPM yielded an ROE estimate of 7.9 percent based on a risk-free rate of 3.21 percent, an average beta for the proxy group of 0.83 and an ERP estimate of 5.6 percent. (TR 387-388; EXH 59) 
Beta: For his beta value, witness Garrett used betas published by Value Line Investment Survey on May 27, 2022, and determined the average for the proxy group was 0.83. (TR 381, 387; EXH 56) 
Risk-Free Rate: Witness Garrett used the average of 30 daily Treasury yield curve rates on 30-year Treasury bonds during the period from June 1, 2022, through July 14, 2022, to estimate his risk-free rate of 3.21 percent. (TR 379-380; EXH 59)
Equity Risk Premium: Witness Garrett developed his ERP using the average of four estimates from expert surveys of expected market risk premiums. (TR 384) The first ERP of 5.60 percent was obtained from a 2022 survey published by the IESE Business School. (TR 384) Witness Garrett explained the survey involves conducting a survey of experts including professors, analysts, chief financial officers and other executives around the country about what they believe the ERP is. (TR 384) A second ERP estimate published by Kroll, formerly Duff & Phelps, was 5.5 percent. (TR 387) A third estimate using an implied ERP from Aswath Damodaran published in the Implied Equity Risk Premium Update indicated an ERP of 5.6 percent. (TR 386) For the fourth estimate, witness Garrett employed the DCF Model to calculate the return on the S&P 500 Index data over the past six years. (TR 384) He calculated the S&P 500 dividend yield, buyback yield, and gross cash yield for each year, and calculated the compound annual growth rate from earnings. (TR 386) He used these inputs, along with a risk-free rate of 3.21 percent and current value of the S&P 500 Index (3,882) to calculate a current expected return on the entire market of 9.0 percent. (TR 386; EXH 57) He then subtracted the risk-free rate to arrive at the implied equity risk premium of 5.80 percent. (TR 386; EXH 57) The average of all four estimates used by witness Garrett was 5.60 percent. (TR 387)
FCG witness Nelson disagreed with witness Garrett’s use of current as opposed to projected 30-year U.S. Treasury yields for the risk-free rate and reliance on surveys in his CAPM analysis. (TR 170) Witness Nelson opined it is appropriate to reflect forward-looking expectations of the risk-free rate to match the forward-looking cost of equity estimate. (TR 170) Witness Nelson took issue with using surveys to estimate the ERP because it is not clear how the survey respondents derived the ERP in their response or the risk-free rate on which they relied. (TR 173) Further, witness Nelson took specific issue with the use of Kroll’s ERP of 5.5 percent because it is not clear if Kroll’s develops its ERP in relation to its risk-free rate. (TR 171) Witness Nelson opined:
The Market Risk Premium is calculated as the difference between the expected market return and risk-free rate; therefore, it is a function of the expected market return and risk-free rate at a point in time. Consequently, the Market Risk Premium and risk-free rate are not independent of each other, they are interrelated. In fact, academic studies have shown that the two are inversely related. As the risk-free rate decreases, the Market Risk Premium increases and vice versa.
(TR 171)
Witness Nelson conducted a statistical analysis of Kroll’s ERP and the risk-free rate and found that there is no clear inverse relationship between the two variables. (TR 171-172) Witness Nelson opined that her analysis did not suggest that the usefulness of Kroll’s ERP estimate is not a valid or credible source of data, but rather, it suggested that the usefulness of Kroll’s ERP is questionable given it doesn’t comport with academic and financial theory. (TR 173)
FEA
FEA witness Walters calculated nine different applications of the CAPM using a combination of three different beta estimates and three different ERP estimates. (TR 483; EXH 95) The first three CAPM results were based on the proxy group’s current average Value Line beta of 0.83. (TR 483) The results of the CAPM based on the Value Line beta ranged from 8.08 percent to 10.97 percent. (TR 483) The second set of three CAPM results were based on the proxy group’s historical Value Line beta of 0.74, and ranged from 7.56 percent to 10.15 percent. (TR 483) The last set of three results were based on the proxy group’s current S&P Global Market Intelligence beta of 0.70 and ranged from 7.34 percent to 9.8 percent. (TR 483, 509) The average of witness Walter’s CAPM results is approximately 9.3 percent with a median of 9.78 percent (TR 484, 509) Based on his results, witness Walters recommended a CAPM return estimate of 9.4 percent. (TR 484) 
Beta: FEA witness Walters contended the current proxy group average Value Line beta estimate of 0.83 is abnormally high and unlikely to be sustained over the long-term. (TR 477) Therefore, witness Walters also used the historical average of the proxy group’s Value Line betas since 2014 of 0.74. (TR 483; EXH 94) Third, witness Walters used adjusted beta estimates using S&P Global Market Intelligence’s beta generator model of 0.70 (MI beta). (TR 477, 509; EXH 94) Witness Walters explained since he relied on the S&P 500 to estimate the market return used to calculate his ERP estimate it makes sense to rely on beta estimates that are based on the S&P 500 as the benchmark for the market. (TR 478)
Risk-Free Rate: Witness Walters used the projected 30-year U.S. Treasury Bond yield of 3.8 percent. (TR 476) Witness Walters opined that U.S. Treasury bond yields do include risk premiums related to future inflation and liquidity, and as such are not entirely risk-free. (TR 477) Witness Walters asserted equity risk premiums related to unanticipated inflation and interest rates reflect systematic market risks, and consequently, for a company with a beta less than 1.0, using the U.S. Treasury bond yield as a proxy for the risk-free rate in the CAPM analysis can produce an overstated estimate of the CAPM return. (TR 477)
Equity Risk Premium: Witness Walters used three different ERPs in his nine iterations of the CAPM. (EXH 95) He used ERPs of 5.5 percent, 8.1 percent and 8.6 percent. (EXH 95) Witness Walters calculated two equity risk premium estimates using two different methods; a risk premium model approach and a DCF model approach. (TR 478) He also employed a normalized market risk premium of 5.5 percent with the normalized risk-free rate of 3.5 percent as published by Kroll, formerly known as Duff & Phelps. (TR 478) 
Witness Walters’ risk premium method to calculate the risk premium was derived by estimating the expected S&P 500 return on the market and subtracting the risk-free rate from the market return. (TR 478-479) Witness Walters used the Kroll 2022 SBBI Yearbook estimate for the historical arithmetic average real market return over the period 1926 to 2021 of 9.2 percent. (TR 479) He then added the current consensus for projected inflation as measured by the Consumer Price Index (CPI) of 2.5 percent to obtain an expected market return of 11.93 percent. (TR 479) The market risk premium is the difference between the 11.93 percent expected market return and the projected risk-free rate of 3.8 percent, or 8.13 percent. (TR 479) 
For his market risk premium derived using the DCF model, witness Walters employed two versions of the constant growth DCF model. (TR 479) Witness Walters used the Federal Energy Regulatory Commission’s (FERC) prescribed method for determining the market risk premium. Starting with the market return of 12.29 percent, he subtracted the projected risk-free rate of 3.8 percent, resulting in an ERP of 8.5 percent. (TR 480) Witness Walters’ second DCF-based market risk premium estimate was derived by performing the same FERC prescribed DCF models, except he used all companies in the S&P 500 index rather than just the dividend paying companies. (TR 480) The FERC DCF-derived expected return on the market was 12.48 percent. (TR 480) The market risk premium is the expected market return of 12.48 percent less the projected risk-free rate of 3.8 percent, or 8.7 percent. (TR 480) The average ERP from his two DCF model calculations was 8.6 percent. (TR 480)
FCG witness Nelson disagreed with witness Walter’s ERP estimates, his use of the MI beta coefficients, and his criticisms of the ECAPM analysis. (TR 208) Witness Nelson explained because S&P’s beta Generator model allows the analyst to select the sample group, the size and makeup of the chosen sample group is highly subjective and could substantially affect the MI beta results. (TR 217) Witness Nelson opined S&P’s Beta Generator model, and the Vasicek adjustment used to calculate the beta value, generally is susceptible to debate over the proper size and selection of the comparable group used in the adjustment. (TR 217) Adjusted beta coefficients from Value Line and Bloomberg, however, are simpler, independently reported, and easily verifiable; therefore, they are not exposed to potential bias. (TR 217) Regarding witness Walters use of Kroll’s 5.5 percent ERP and normalized risk-free rate of 3.50 percent, witness Nelson asserted Kroll’s estimates contradict financial theory, resulting in CAPM ROE estimates that are far removed from any reasonable estimate of FCG’s cost of equity and should be rejected. (TR 209) Notably, it does not appear FEA witness Walters gave the three CAPM estimates using Kroll’s ERP of 5.5 percent (ranging from 6.71 percent to 8.08 percent) any weight in determining his 9.40 percent CAPM-based ROE estimate. (TR 209) Witness Nelson also disagreed with witness Walters’ DCF model approach to calculate the market return used in his ERP derivation. She argued this method is internally inconsistent and does not fully reflect the expected market return as a whole. (TR 210) Witness Nelson opined that the purpose of the expected market return analysis is to estimate the return investors expect for the market as a whole, including high and low-growth companies, not to estimate the aggregate return for companies that pay dividends or those that FEA witness Walters believes have proper growth rates. (TR 210) Witness Nelson asserted that at any point in time, the market as a whole includes companies that are both dividend and non-dividend paying, as well as those with negative and positive growth, even companies with very high or very low growth. (TR 210) Witness Nelson opined:
A fundamental assumption of the CAPM is that the required return is proportional to the risk of the investment. Under the CAPM, the Beta coefficient is the measure of risk, and is calculated by comparing the subject security’s returns to the overall market returns. Because the Beta coefficient is calculated relative to the overall market (e.g., the S&P 500 Index or the New York Stock Exchange), it is important that the expected market return also reflect the overall market. Therefore, it is inconsistent to combine Beta coefficients calculated relative to the entire market with a Market Risk Premium estimate calculated using only a subset of the market. Consequently, any credible estimate of the expected return on the market as a whole must include all companies. 
(TR 210-211)
Risk Premium Model
The Bond Yield Plus Risk Premium approach is based on the basic financial principle of risk and return, which states that equity investors require a premium over the return required as a bondholder to account for the incremental residual risk associated with equity ownership. (TR 79-80) Risk premium approaches, therefore, estimate the cost of equity as the sum of an equity risk premium and the yield on a particular class of bonds. (TR 80)


FCG
FCG witness Nelson calculated a risk premium ROE based on the difference between the authorized ROE and the then-prevailing 30-year U.S. Treasury Bond yield for 1,226 natural gas utility rate proceedings during the period January 1, 1980, and March 31, 2022. (TR 80) Witness Nelson applied a semi-log regression analysis to the data, in which the equity risk premium is expressed as a function of the natural log of the 30-year U.S. Treasury Bond yield. (TR 81) For the risk-free rate, witness Nelson used both the current 30-year U.S. Treasury Bond yield of 2.37 percent, and the projected 30-year U.S. Treasury Bond yield of 3.32 percent. (TR 82; EXH 35) The results of witness Nelson’s risk premium approach was an estimated ROE of 9.73 percent using a risk-free of 2.37 percent, and 9.8 percent using a risk-free rate of 3.32 percent. (TR 82; EXH 35)
FEA witness Walters disagreed with the application of a regression analysis to estimate the cost of equity in the risk premium model. (TR 497) However, witness Walters agreed witness Nelson’s results are consistent with his own and does not take issue with them at this time. (TR 497) Witness Walters opined that given witness Nelson’s recommended ROE of 10.75 percent is between 95 and 102 basis points higher than the results of her risk premium approach, she does not seem to give much weight to the risk premium results based on her current and near-term interest rate levels. (TR 497)
OPC witness Garrett disagreed with the results and the entire premise of witness Nelson’s risk premium analysis. (TR 392) Witness Garrett contended witness Nelson’s risk premium model considers ROEs allowed by regulatory commissions for electric utilities dating back more than 40 years which contradicts her acknowledgement that cost of equity estimation is a forward-looking process. (TR 392) Witness Garrett also contended the risk premium analysis offered by witness Nelson is completely unnecessary because the CAPM is a risk premium model. (TR 393) Witness Garrett asserted the CAPM has been utilized by companies around the world for decades to estimate cost of equity. (TR 393) In stark contrast to the Nobel-prize-winning CAPM, the risk premium models relied upon by utility witnesses are not market-based, and therefore have no value in estimating the market-based cost of equity. (TR 393) Witness Garrett contended that unlike the CAPM, the risk premium models used by utility witnesses are almost exclusively found in the texts and testimonies of utility witnesses. (TR 393) Finally, witness Garrett asserted witness Nelson’s risk premium model attempts to create an inappropriate link between market-based factors, such as interest rates, with awarded returns on equity, and inevitably, this type of model is used to justify an ROE is much higher than the return that would be dictated by market forces. (TR 393)
FEA
FEA witness Walters risk premium ROE is based on two estimates of an equity risk premium. First, similar to FCG witness Nelson, witness Walter’s calculated the difference between regulatory commission-authorized ROEs and the 30-year U.S. Treasury bond yield. (TR 470) Witness Walters estimated the risk premium on an annual basis for each year since January 1986. (TR 470) Witness Walters asserted commission-authorized returns are typically based on expert witnesses’ estimates of the investor-required return at the time of the proceeding. (TR 470) The risk premium using this method was 5.66 percent. (TR 471; EXH 90) Considering the current economic environment, current levels of interest rates as well as interest rate projections, witness Walters opined a move toward a more normalized equity risk premium is warranted and asserted a risk premium in the range of 5.68 percent to 6.44 percent is appropriate given the current economic environment and risk-free interest rate projection of 3.8 percent. (TR 474) Adding these risk premiums to the projected Treasury yield of 3.8 percent produced an ROE in the range of 9.48 percent to 10.24 percent. (TR 474)
Witness Walters’ second equity risk premium estimate is based on the difference between regulatory commission-authorized ROEs and the average “A” rated utility bond yields published by Moody’s during the period 1986 through 2021. (TR 471) Witness Walters contended over this period, an analyst can infer that authorized ROEs were sufficient to support market prices that at least exceeded book value and demonstrates that utilities were able to access equity markets without a detrimental impact on current shareholders. (TR 471). The risk premium using this method was 4.3 percent. (TR 472; EXH 91) Witness Walters also increased his risk premium result of 4.3 percent to a range of 4.24 percent to 5.33 percent to account for the current economic conditions. (TR 474) However, witness Walters determined the A-rated utility bond yield has averaged 4.74 percent over the 13-week period ending July 8, 2022, while the Baa-rated utility bond yield has averaged 5.09 percent over the same period. (TR 474) Witness Walters added the adjusted risk premiums of 4.24 percent to 5.33 percent to the 13-week A-rated utility bond yield of 4.74 percent which resulted in an ROE range of 9.27 percent to 10.07 percent. (TR 474) Witness Walters also added the adjusted risk premiums to the 13-week Baa-rated utility bond yield of 5.09 percent for an ROE range of 9.62 percent to 10.42 percent. Based on his risk premium analysis, witness Walters concluded a reasonable ROE is 9.8 percent. (TR 474)
FCG witness Nelson had two issues with witness Walters’ risk premium method. First, witness Nelson asserted witness Walters analysis understated the required risk premium in the current market because it failed to adequately reflect the inverse relationship between the equity risk premium and bond yields. (TR 203) Second, witness Nelson contended witness Walters did not apply projected utility bond yields even though he applied a projected 30-year Treasury bond yield. (TR 203-204) Witness Nelson opined that because the cost of equity is forward-looking, witness Walters should have considered projected utility bond yields in his risk premium analysis. (TR 204) FCG witness Nelson opined that although witness Walters’ risk premium-based ROE recommendation is consistent with her bond yield plus risk premium ROE estimate, the low end of his risk premium ROE results reflect assumptions that bias his results downward. (TR 206) Therefore, witness Nelson recommend several adjustments to FEA witness Walters’ risk premium analyses to correct certain deficiencies. (TR 206) Witness Nelson asserted that after her adjustments, witness Walters’ revised results are 10.19 percent and 10.24 percent, respectively. (TR 207)
Flotation Costs
FCG
Witness Nelson estimated the effect of flotation costs on the cost of equity at nine basis points (0.09 percent) by calculating the weighted average issuance costs for the two most recent equity issuances for each company in the proxy group. (TR 97; EXH 38) Witness Nelson did not make an explicit adjustment for flotation costs, but nevertheless considered them in determining her recommended ROE for FCG. (TR 97) Witness Nelson also asserted the Commission allowed recovery of flotation costs in a prior rate case in its Order for Florida Public Utilities Company in Docket No. 20070304-EI.[footnoteRef:48] Witness Nelson asserted the Commission stated, “we have traditionally recognized a reasonable adjustment for flotation costs in the determination of the required return on equity.” (TR 97) [48:  Order No. PSC-08-0327-FOF-EI, Issued May 19, 2008, in Docket No. 070304-EI, In re: Petition for rate increase by Florida Public Utilities Company, at 37. ] 

OPC
OPC witness Garrett disagreed with witness Nelson’s position regarding flotation costs. (TR 397) Witness Garrett confirmed that witness Nelson’s did not propose a specific adjustment for flotation costs, but merely suggested flotation costs would have an increasing effect on FCG’s awarded ROE. (TR 399) OPC witness Garrett disagreed with the inclusion of flotation costs in the cost of equity for FCG. Witness Garrett contended that FCG has not experienced any out-of-pocket costs for flotation, and if it did, those costs should be included as an expense. (TR 397) Also, underwriters are not compensated through out-of-pocket costs, but are compensated through an underwriting spread which is the difference between the price at which the underwriter purchases the shares from the firm, and the price at which the underwriter sells the shares to investors. (TR 397) Furthermore, FCG is not a publicly traded company, which means it does not issue securities to the public and thus would have no need to retain an underwriter. (TR 397) Witness Garrett also opined that when an underwriter markets a firm’s securities to investors, the investors are well aware of the underwriter’s fees and have already considered and accounted for flotation costs when making their decision to purchase shares at the quoted price. (TR 398) As a result, OPC argued, it is inappropriate to add any additional basis points to an awarded ROE that is already far above FCG’s cost of equity, and therefore, flotation costs should be disallowed. (TR 398) 
FEA
FEA witness Walters did not specifically address flotation costs in his testimony.
Risk Analysis
FCG
FCG witness Nelson asserted because the gas proxy group is not identical in risk to FCG, an assessment of the differences in risk between FCG and the proxy group must be undertaken in order to develop an appropriate estimate of the Company’s cost of equity. (TR 82-83) Therefore, witness Nelson considered FCG’s significantly smaller size, the regulatory environment in which it operates, its proposed multi-year rate plan, and the effect of flotation costs in determining where the Company’s cost of equity falls within the range of analytical results. (TR 82-83) In Issue 71, staff is recommending that FCG’s four-year rate proposal is unenforceable and would not result in any benefits to customers. 
Witness Nelson contended smaller utility companies are less able to withstand adverse events that affect their revenues and expenses. (TR 84) Witness Nelson asserted capital expenditures for system maintenance and replacements put proportionately greater pressure on customer costs, potentially leading to customer attrition or demand reduction which affect the return required by investors for smaller companies. (TR 84) Witness Nelson contended it is appropriate to consider the risk associated with FCG’s small size even though its ultimate parent is NextEra Energy. (TR 85) Witness Nelson asserted the widely accepted standalone principle in the regulatory and financial communities treats each utility subsidiary as its own company. (TR 85) Witness Nelson asserted the cost of equity is a function of the risk of the equity investment, not on the source of equity funding (the parent company). (TR 85) When funding is provided by a parent entity, the return still must be sufficient to provide an incentive to allocate equity capital to the subsidiary or business unit rather than other internal or external investment opportunities. (TR 85-86) 
To quantify the affect of FCG’s smaller size on the cost of equity, witness Nelson compared the market capitalization of FCG to the median size of the gas proxy group. (TR 87) The implied market capitalization based on witness Nelson’s calculation was $548.53 million for FCG. The proxy group median market capitalization is approximately $4.36 billion, which is approximately 7.94 times FCG’s implied market capitalization. (EXH 37; TR 87) Based on Duff & Phelps’s market capitalization data in its Cost of Capital Navigator, FCG’s implied market capitalization of $548.53 million falls within the 9th decile of all publicly traded companies and corresponds to a size premium of 210 basis points. (TR 87) The proxy group market capitalization of $4.36 billion falls within the fifth decile which corresponds to a size premium of 89 basis points. (TR 87; EXH 36) The difference between those size premiums is 121 basis points. Although witness Nelson quantified the small size effect, she did not make an adjustment to increase her recommended ROE, but alternatively, she considered FCG’s smaller size to determine where FCG’s ROE should fall within the range of her analytical results. (TR 87) 
Witness Nelson also contended the regulatory environment is one of the most important issues considered by both debt and equity investors in assessing the risks and prospects of utility companies. (TR 94) Witness Nelson asserted the operating companies within the proxy group have similar cost recovery and ratemaking mechanisms as FCG, although the Company’s multi-year rate plan introduces some incremental risk. (TR 94-95) Witness Nelson contended because utilities are capital intensive enterprises, it is essential that the ROE and capital structure authorized in this proceeding enable FCG to generate the cash flow needed to meet its near term financial obligations, make the capital investments needed to maintain and expand its system, maintain sufficient levels of liquidity to fund unexpected events, and sustain confidence in Florida’s regulatory environment among credit rating agencies and investors. (TR 95)
OPC
OPC witness Garrett disagreed with witness Nelson’s assertion that FCG’s smaller size as compared to the proxy group should have an increasing effect on FCG’s awarded ROE. (TR 394) Witness Garrett contended that the small size adjustment phenomenon arose from a study in 1981 by Rolf W. Banz which indicated that the common stock of small firms had on average higher risk-adjusted returns that larger firms.[footnoteRef:49] (TR 394) Witness Garrett contended that there were subsequent studies that found the size effect phenomenon disappeared within a few years after it was discovered and the authors of the study concluded it is inappropriate to automatically expect there to be a small-cap premium on every stock.[footnoteRef:50] (TR 395) Witness Garrett cited two additional publications that discredited the small size risk premium theory and concluded the Commission should reject witness Nelson’s testimony that size should automatically have an increasing effect on its cost of equity as estimated through the DCF model and CAPM. (TR 396) Further, OPC witness Garrett contended that public utilities are characterized as defensive firms that have low beta coefficients, low market risk, and are relatively insulated from overall market conditions which should be reflected in FCG’s authorized ROE (TR 357-359)  [49:  Rolf W. Banz, The Relationship Between Return and Market Value of Common Stocks, P. 3-18 (Journal of Financial Economics 9 (1981))]  [50: Elroy Dimson, Paul Marsh & Mike Staunton, Triumph of the Optimists: 101 Years of Global Investment Returns, P. 131 (Princeton University Press 2002).] 

FEA
FEA witness Walters asserted the market’s assessment of FCG’s investment risk is described by credit rating analysts’ reports. (TR 454) FCG is not an independently rated entity and therefore does not have any reports detailing its overall risk from a ratings analysts, and for that reason, witness Walters reviewed the overall risk of its parent, FPL. (TR 454) FPL’s current credit ratings from S&P and Moody’s are “A” and “A1”, respectively. (TR 454) FPL currently has a “Stable” outlook from both ratings agencies. (TR 454) Specifically, in its most recent report covering FPL, S&P stated in pertinent part:
Business Risk: Excellent
Supporting FPL's business risk profile are: its largely residential customer base, which accounts for about 58% of its operating revenue; its effective management of regulatory risk; and its above-average economic and customer growth, demonstrated by Florida outperforming the national GDP growth rate in the past seven consecutive years and, consequently, strong energy demand. At the same time, Florida's economy continues to recover from the impacts of the ongoing COVID-19 pandemic, demonstrated by improvements in the unemployment rate and consumer confidence. The FPSC regulates FPL. We view the regulatory environment in Florida as constructive and supportive of credit quality. 
Financial Risk: Intermediate
We assess FPL's stand-alone financial measures using our medial volatility financial benchmarks to reflect its lower-risk regulated electric utility operations and its effective management of regulatory risk. Our base case scenario assumes that the company will maintain its regulatory capital structure, reflecting an equity ratio of about 60%, a robust capital spending program, and timely recovery of costs through the use of constructive regulatory mechanisms. Overall, we expect the company's stand-alone FFO to debt to reflect 30%-33%, over the next three years, which is consistent with the middle of the range for the company's financial risk profile category.
(TR 454-455)
FEA witness Walters contended the major business risks identified by FEA witness Nelson are already reflected in the financial metrics of the companies in the proxy group and the use of a proxy group fully captures the investment risk of FCG. (TR 498) Witness Walters further contended financial theory generally, and the CAPM specifically, is predicated on the idea that investors should only be compensated for taking on market risk, whereas specific business risk can and will be diversified away. (TR 498) Witness Walters asserted witness Nelson’s attempt to compensate investors for specific business risks is contrary to financial theory, and violates the underpinnings of the CAPM, a model which witness Nelson relied on heavily to support her recommendation. (TR 498) For these reasons, FEA argued witness Nelson’s additional risk factors should be disregarded as a justification to support a higher ROE. (TR 498) FEA witness Walters opined witness Nelson provided evidence to support the assertion that FCG is of similar, if not lower, risk relative to the proxy group. (TR 498-499) Therefore, any conclusion drawn by witness Nelson suggesting that FCG is of higher risk relative to the proxy group used to estimate its cost of equity capital should be explicitly rejected. (TR 498-499)
Witness Walters disagreed with witness Nelson’s small size adjustment presumption. (TR 499) Witness Walters contended witness Nelson applied a size adjustment without even considering that FCG is a wholly-owned subsidiary of FPL, which is a wholly-owned subsidiary of NextEra Energy. (TR 499) NextEra Energy has a market capitalization of approximately $174.7 billion and FPL’s hypothetical market capitalization is $63.2 billion, easily placing it in the top decile. (TR 499-500) Witness Walters contended a size adjustment is not justified in the way performed by witness Nelson because she has not accurately measured the corporate structure which owns FCG and the size-specific risk is already incorporated in the Company’s credit rating and should be rejected. (TR 500)
Capital Market Environment
FCG witness Nelson opined over the last two years, the economic and financial market environment has operated under heightened market uncertainty. (TR 111) Witness Nelson asserted investors are increasingly faced with inflationary pressures, and long-term interest rates have increased substantially since the historic lows of 2020 and are expected to continue to increase. (TR 111) 
Witness Nelson also contended that market volatility has remained elevated relative to historical levels. (TR 100) A widely reported measure of expected market volatility is the Chicago Board Options Exchange Volatility Index (VIX). (TR 98-101) Witness Nelson opined that since November 2022, the VIX has been increasing as a result of inflation concerns and the conflict in Ukraine and is significantly higher than in previous years. (TR 100) Witness Nelson asserted although volatility declined somewhat from its March 2020 highs as the Federal government and central bank implemented fiscal and monetary policies to stabilize the U.S. economy, market volatility remains, and is expected to remain, above historical levels. (TR 103) Witness Nelson opined that according to a study by Morning Star during volatile markets there often is little distinction in returns across assets, and when that happens, utility stocks lose their defensive quality. (TR 105)
Witness Nelson asserted her ROE recommendation also considered the current interest rate environment. (TR 106) The 30-year U.S. Treasury Bond yield has increased nearly 100 basis points (from 1.99 percent to 2.95 percent) since the Federal Reserve signaled on November 3, 2021, that it would begin tightening monetary policy by tapering its asset purchases. (TR 106) Further, witness Nelson opined that according to Blue Chip Financial Forecasts, the 30-year U.S. Treasury Yield is expected to be 3.4 percent on average over the next five years. (TR 107)
Witness Nelson asserted that higher inflation has several implications for utilities and their cost of capital. (TR 109) Witness Nelson opined that if investors expect increased levels of inflation, they will require higher yields to compensate for the increased inflation risk which means interest rates and debt costs will increase. (TR 109) Inflation also increases utility operating expenses. (TR 109) As expenses and costs rise, revenues and cash flow decline, putting downward pressure on credit metrics. (TR 109)
FEA witness Walters disagreed with witness Nelson that the VIX supports her assertion that the investment risk of FCG is increasing. (TR 501) Witness Walters opined the VIX is a broader-based index of stock volatility and not applicable to the utility subsector nor does it indicate a similar change in investment risk for regulated utility companies. (TR 501) The VIX is a measure of 30-day expected volatility, which is a relatively short-term estimate, and does not represent the volatility level effective during the period rates will be determined in this regulatory proceeding. (TR 501) Witness Walters disagreed with witness Nelsons’ presumption that market sentiments support her findings that FCG’s market cost of equity is currently 10.75 percent. (TR 501) Witness Walters opined a fair analysis of utility securities shows the market generally regards utility securities as low-risk investment instruments and supports the finding that utilities’ cost of capital is low in today’s marketplace. (TR 501) Witness Walters graphically demonstrated the S&P 500 Gas Utilities index has outperformed the S&P 500 by 27.54 percentage points from June 30, 2021 through June 30, 2022. (TR 501-502)
ROE With RSAM
In the event the Commission approves the RSAM, staff recommends the Commission lower the allowed ROE by up to 50 basis points to recognize the decrease in the variability of earnings, and therefore risk, associated with the RSAM. As stated by FCG witness Nelson, “…equity investors have a claim on cash flows only after debt holders are paid, and the uncertainty (or risk) associated with those residual cash flows determines the cost of equity.” TR (50) Additionally, FCG witness Campbell stated, “Simply put, the RSAM will allow FCG to absorb changes primarily in cash revenues and expenses while maintaining a pre-established ROE within its authorized range without an increase in customer rates.” (TR 1065) In staff’s opinion, the evidence clearly indicates the RSAM reduces earnings variability and consequently the uncertainty (or risk) of FCG’s earnings and cash flows. An allowed return on equity of 9.50 to 10.00 percent will still be above the average authorized ROE for gas utilities in 2022 (approximately 9.38 percent) and FCG would have an RSAM and a 59.6 percent equity ratio as a percent of investor capital as well. (TR 438)
Summary
Staff believes the application of the market-based DCF Model and CAPM are the best methods to determine the cost of equity because both reflect market-based and utility financial data. As such, the Commission should place greater weight on the results from the traditional forms of the DCF Model and the CAPM. OPC witness Garrett’s DCF results were 7.1 percent and 8.0 percent. Staff agrees with FCG witness Nelson that OPC witness Garrett’s DCF model result of 7.1 percent is not reasonable because it uses the National GDP as the growth rate and does not reflect the growth rate of regulated natural gas utilities and should be given little weight. OPC witness Garrett also used a DCF model using analyst forecasts as the growth rate and obtained a result of 8.0 percent, but asserted that this result should not be considered at all. (TR 376) An objective review of FCG witness Nelson’s DCF results established the average of her constant growth DCF model at 9.72 percent and the average of her quarterly growth DCF model at 9.86 percent. (EXH 31, 32) The average of the median and mean of FEA witness Walters’ three variations of the DCF model were 9.2 percent, 9.11 percent, and 8.09 percent. (EXH 83) The average of FCG and FEA witnesses’ DCF Model results is 9.2 percent. The witnesses’ results from the traditional CAPM were 10.12 to 12.94 percent for FCG, 7.9 percent for OPC, and a range of 7.34 percent to 10.97 percent for FEA. Staff agrees with witness Nelson that witness Garrett’s CAPM result of 7.9 percent is unreasonable low and should be given little weight because he used a current risk-free rate, which is now stale, and an unreasonably low ERP estimates based on various publications of ERP surveys. Staff agrees with FEA witness Walters that witness Nelson’s projected market required return of 14.64 percent in the CAPM is overstated and unreasonable. Therefore, staff believes witness Nelson’s highest results of 12.80 and 12.94 percent from her traditional CAPM should be given less weight. Staff believes the record provides stronger support for her results of 10.12 percent and 10.33 percent based on an estimated market return of 12.33 percent. (EXH 34) The average of those results is 10.23 percent. Staff agrees with FCG witness Nelson that FEA witness Walter’s use of the MI beta coefficient of 0.70 in his CAPM is questionable and subject to analyst bias in selecting the inputs to the model. (TR 214-217) Staff also agrees with FCG witness Nelson’s criticism of witness Walters’ use of Kroll’s ERP of 5.5 percent and the results of the CAPM using that data should be given little weight. (TR 171-173) The average results from FEA witness Walter’s CAPM results, excluding five estimates using the MI beta and/or Kroll’s ERP estimate is 10.36 percent. The average of the results from FCG and FEA witnesses’ CAPM analyses is 10.3 percent. 
After eliminating some of the witnesses’ results produced by questionable assumptions and inputs used in the DCF and CAPM models, the average of the witnesses composite DCF model results (9.2 percent) and the composite CAPM results (10.3 percent) is 9.75 percent (10.3 + 9.2 = 19.5 ÷ 2 = 9.75). Both FCG witness Nelson and FEA witness Walters used similar forms of the risk premium model and obtained similar results. Witness Nelson’s FCG’s risk premium results were 9.73 percent and 9.80 percent, and witness Walters’ results ranged from 9.27 percent to 10.42 percent. Staff believes the witnesses’ risk premium results confirm that staff’s composite ROE of 9.75 is within the range of reasonableness. This result is also greater than the national average authorized ROE for gas utilities in 2022 of approximately 9.38 percent. (TR 438)
Record evidence supports the risk-return concept that utilities with lower financial risk should be allowed lower returns. Hence, the allowed return on equity and the equity ratio are inextricably related. The record evidence demonstrates FCG has a much higher equity ratio (59.6 percent) than the average of the gas proxy group (47 percent), and as such, FCG has less financial risk than the proxy group average. Therefore, FCG’s required return on equity should be lower than the average return on equity of the gas proxy group. However, FCG witness Nelson provided a persuasive argument that FCG’s small size based on market capitalization as compared to the gas utilities in the proxy group suggests a small size adjustment is appropriate. (TR 84-87) Accordingly, staff agrees with witness Nelson that consideration of where the investor-required return exists on the range of returns is appropriate. However, staff believes FCG’s higher equity ratio and financial strength balance out any risk associated with its smaller size and a numerical adjustment is not necessary or reasonable.
Further, record evidence confirms that the financial information and data used by the witnesses to formulate their cost of equity models and analysis was based on information available in the first half of 2022. Since that time market conditions have changed, including rising interest rates, historic rising inflation, in addition to increased volatility in the stock market, which puts upward pressure on the cost of equity going forward. (TR 111) Therefore, staff believes the record evidence supports an ROE of 10.00 percent for FCG which is above the current national average of awarded ROEs of 9.38 percent and would enable FCG to generate the cash flow needed to meet its near term financial obligations, make the capital investments needed to maintain and expand its system, maintain sufficient levels of liquidity to fund unexpected events, and sustain confidence in Florida’s regulatory environment among credit rating agencies and investors.
 In the event the Commission approves the RSAM, staff recommends the Commission lower the allowed ROE by up to 50 basis points to recognize the decrease in the variability of earnings, and therefore risk, associated with the RSAM. As stated by FCG witness Nelson, “… equity investors have a claim on cash flows only after debt holders are paid, and the uncertainty (or risk) associated with those residual cash flows determines the cost of equity.” TR (50) Additionally, FCG witness Campbell stated, “Simply put, the RSAM will allow FCG to absorb changes primarily in cash revenues and expenses while maintaining a pre-established ROE within its authorized range without an increase in customer rates.” TR (1065) In staff’s opinion, the evidence clearly indicates the RSAM reduces earnings variability and consequently the uncertainty (or risk) of FCG’s earnings and cash flows. An allowed return on equity of 9.50 to 10.00 percent will still be above the average authorized ROE for gas utilities in 2022 (approximately 9.38 percent) and FCG would have an RSAM and a 59.6 percent equity ratio as a percent of investor capital as well. (TR 438)
CONCLUSION
Based on the analysis of the record evidence discussed above, the appropriate authorized ROE midpoint is 10.00 percent with a range of plus or minus 100 basis points. If the Commission approves an RSAM in Issue 67, the appropriate authorized ROE midpoint is 9.50 percent with a range of plus or minus 100 basis points.



[bookmark: _Toc127535422]Issue 30:	 
 Has FCG made the appropriate adjustments to remove all non-utility investments from the common equity balance?
Approved Type II Stipulation: 
 FCG does not have any non-utility investments and therefore, adjustments were not required. 



[bookmark: _Toc127535423]Issue 31:	 
 What is the appropriate weighted average cost of capital to use in establishing FCG’s projected test year revenue requirement?
Recommendation: 
 The appropriate capital structure consists of 59.6 percent common equity, 39.39 percent long-term debt, and 5.51 percent short-term debt as a percentage of investor sources. Based on the proper components, amounts, and cost rates associated with the projected capital structure for the 13-month average test year ending December 31, 2023, as discussed in Issues 24 through 29, the appropriate weighted average cost of capital for FCG for purposes of setting rates in this proceeding is 6.70 percent. (D. Buys) 
Position of the Parties
FCG: 
 The associated components, amounts, and cost rates with RSAM are reflected on Exhibit LF-11 for the 2023 projected test year. Based on those amounts, the appropriate after-tax weighted average cost of capital (“WACC”) for the 2023 projected test year is 7.09%.  If the Commission does not adopt the RSAM as part of FCG’s four-year rate proposal, the appropriate after-tax WACC without RSAM for the 2023 projected test year is also 7.09% as reflected on Exhibit LF-12. (Fuentes)
OPC: 
 OPC Witnesses Garrett and Schultz testimony, including errata, and exhibits show the appropriate weighted average cost of capital of 5.75% to use in establishing the projected test year revenue requirement.
FEA: 
 FEA did not specify an appropriate weighted average cost of capital to use in establishing FCG’s projected test year revenue requirement.  Notwithstanding the above, adopting the cost of capital parameters proposed by Christopher Walters, including a return on common equity of 9.40% and a common equity ratio of 50.0%, would produce a weighted average cost of capital of approximately 5.95%.
FIPUG: 
 Adopt position of FEA. 
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG argued the appropriate after-tax WACC with RSAM for the 2023 Test Year is 7.09 percent as presented in FCG witness Fuentes recalculated revenue requirement. (FCG BR 57; EXH 112.) FCG witness Campbell asserted that FCG’s proposed regulatory capital structure would produce a total WACC of 7.09 percent in the 2023 Test Year. (TR 1070) Witness Campbell contended that a WACC of 7.09 percent is reasonable and reflects the benefit to customers of FCG’s financial strength, including the benefit FCG receives from its parent, FPL. (TR 1070) FCG argued the Intervenors’ recommended WACCs are based on their proposed capital structure and midpoint ROE, which should be rejected for the reasons explained in Issue Nos. 28 and 29. (FCG BR 57) FCG argued for the same reasons, the Intervenors’ proposed WACCs should be rejected. (FCG BR 57) 
OPC
OPC argued that the three primary components of a company’s WACC are the cost of debt, the cost of equity, and the capital structure. (OPC BR 43; TR 336) OPC argued the cost of capital is expressed as a weighted average because it is based upon a company’s relative levels of debt and equity, as defined by the particular capital structure of that company. (OPC BR 43; TR 336) OPC argued pursuant to the standards set forth in Hope and Bluefield, financial integrity should be sufficient to attract capital on reasonable terms under a variety of market and economic conditions. (OPC BR 43) OPC witness Garrett recommended that the Commission impute a capital structure for ratemaking purposes consisting of long-term 53.1 percent debt, and a 9.25 percent return on equity. (OPC BR 43; TR 328,411-412) This would result in a WACC of 5.75 percent. (OPC BR 43; TR 328, 411-412)
FEA
FEA did not specify an appropriate weighted average cost of capital to use in establishing FCG’s projected test year revenue requirement. (FEA & FIPUG BR 20) However, FEA recommended the Commission adopt the cost of capital parameters proposed by FEA witness Walters, including a return on common equity of 9.40 percent and a common equity ratio of 50 percent, which would produce a weighted average cost of capital of approximately 5.95 percent. (FEA & FIPUG BR 20) 
FIPUG
FIPUG did not provide an argument. (FEA & FIPUG BR 19)
ANALYSIS

The WACC is a fall-out issue that incorporates the amounts and cost rates of the capital sources into a final WACC. The amounts and cost rates of the capital components are recommended in Issues 24 through 29. In MFR Schedule G-3, FCG presented its requested projected test year capital structure based on a 13-month average as of December 31, 2023, consisting of common equity in the amount of $256,187,447 (59.6 percent), long-term debt in the amount of $153,552,333 (35.7 percent) and short-term debt in the amount of $20,141,146 (4.7 percent) as a percentage of investor supplied capital. (TR 1070; EXH 7) In her rebuttal testimony, FCG witness Fuentes included revised projected 2023 test year cost of capital schedules, but the WACC did not change. (TR 828; EXH 112) FCG witness Campbell explained the ratios of FCG’s investor supplied capital are based on the actual capital structure of FCG’s parent company, FPL. (TR 1070; EXH 111, 112) When reconciled to FCG’s rate base which includes customer deposits and deferred taxes, the ratios are reduced to 52.56 percent for common equity, 31.5 percent for long-term debt, and 4.13 percent for short-term debt. (EXH 112) FCG’s requested capital structure is summarized in Table 31-1

Table 31-1
FCG Requested Weighted Average Cost of Capital
	Capital Component
	Amount (adjusted)
	Ratio
	Cost Rate
	Weighted Cost

	Common Equity
	$256,187,447
	52.56%
	10.75%
	5.65%

	Long-Term Debt
	$153,552,333
	31.50%
	4.28%
	1.35%

	Short-Term Debt
	$20,141,146
	4.13%
	1.78%
	0.07%

	Customer Deposits
	$3,787,595
	0.78%
	2.64%
	0.02%

	Deferred Taxes 
	$53,745,303
	11.03%
	0.00%
	0.00%

	Total
	$487,422,824
	100.00%
	
	7.09%


Source: EXH 7, MFR Schedule G-3, P. 2 of 11
As discussed in Issues 26 and 28, OPC recommended to reduce the amount of common equity in the projected capital structure and increase the amount of long-term debt. (TR 335) In his testimony, OPC witness Garrett summarized OPC’s recommended WACC as follows.
I recommend the Commission reject FCG’s proposed capital structure consisting of 40.4% long-term debt and 59.6% common equity from investor-supplied sources. This equates to a debt-equity ratio of only 0.68. The Company’s proposed capital structure is entirely inconsistent with the capital structures of the proxy group used to estimate FCG’s cost of equity. The average debt ratio of the proxy group is 53.1%, which equates to a debt-equity ratio of 1.13. The Company’s proposed capital structure has the effect of increasing capital costs far beyond a reasonable level for customers because it does not contain enough low-cost debt relative to high cost equity.
 	(TR 335)
OPC witness Schultz utilized witness Garrett’ recommended capital structure in OPC’s proposed calculation for the WACC on Exhibit HWS-2, Schedule D. (EXH 46, Schedule D) To reflect OPC’s recommended equity ratio of 46.9 in the capital structure, witness Schultz removed $54,573,294 from the common equity balance in FCG’s projected capital structure and added $54,553,024 to the long-term debt balance and $20,269 to the short-term debt balance. (EXH 64, Schedule D). OPC also recommended to reduce the total rate base balance by $32,387,362 and made a corresponding adjustment to reduce the capital structure by the same amount pro-rata over all sources of capital. (TR 303; EXH 46, Schedule D) OPC’s recommended adjustments and WACC are summarized in Table 31-2.

Table 31-2
OPC Recommended Weighted Average Cost of Capital
	Capital Component
	Amount
	Ratio
	Cost Rate 
	Weighted Cost

	Common Equity
	$188,217,673
	41.36%
	9.25%
	3.83%

	Long-Term Debt
	$194,277,560
	42.70%
	4.28%
	1.83%

	Short-Term Debt
	$18,821,767
	4.14%
	1.78%
	0.07%

	Customer Deposits
	$3,535,924
	0.78%
	2.64%
	0.02%

	Deferred Taxes 
	$50,182,583
	11.03%
	0.00%
	0.00%

	Total
	$455,035,463
	100.00%
	
	5.75%


Source: EXH 46, Schedule D
FEA did not recommend a specific capital structure including all the capital component amounts or an overall WACC, only that the equity ratio should not exceed 50 percent. (TR 436) As recommended in Issue 24, the appropriate amount of deferred taxes is $52,659,661 at zero cost. As recommended in Issue 25, the appropriate amount of short-term debt is $19,730,996 at a cost rate of 1.78 percent. As recommended in Issue 26, the appropriate amount of long-term debt is $150,425,423 at a cost rate of 4.28 percent. As recommended in Issue 27, the appropriate amount of customer deposits is $3,710,465 at a cost rate of 2.64 percent. The appropriate amount of common equity is $250,970,496 at a cost rate of 10.00 percent. Record evidence indicates that using the capital structure of FCG’s parent, FPL, is reasonable, comparable to the equity ratios of other regulated gas utility companies in the gas proxy group, and consistent with prior Commission practice. Therefore, staff agrees with FCG that the appropriate capital structure consists of 59.60 percent common equity, 35.70 percent long-term debt, and 4.70 percent short-term debt as a percentage of investor sources. In Issue 23, staff is recommending a decrease to rate base of $22,046,942. To reconcile the capital structure with the decreased rate base balance of $477,497,041, the appropriate adjustment is a pro rata decrease over all capital sources. After the reconciliation adjustment, the WACC is 6.70 percent. The appropriate WACC is presented in Schedule No. 2, attached to this recommendation, and in Table 31-3.
Table 31-3
Staff Recommended Weighted Average Cost of Capital
	Capital Component
	Amount
	Ratio
	Cost Rate 
	Weighted Cost

	Common Equity
	$250,970,496
	52.56%
	10.00%
	5.26%

	Long-Term Debt
	$150,425,423
	31.50%
	4.28%
	1.35%

	Short-Term Debt
	$19,730,996
	4.13%
	1.78%
	0.07%

	Customer Deposits
	$3,710,465
	0.78%
	2.64%
	0.02%

	Deferred Taxes 
	$52,659,661
	11.03%
	0.00%
	0.00%

	Total
	$477,497,041
	100.00%
	
	6.70%


Source: EXH 7, MFR Schedule G-3; Staff work papers


CONCLUSION

The appropriate capital structure consists of 59.60 percent common equity, 35.70 percent long-term debt, and 4.70 percent short-term debt as a percentage of investor sources. Based on the proper components, amounts, and cost rates associated with the projected capital structure for the 13-month average test year ending December 31, 2023, as discussed in Issues 24 through 29, the appropriate weighted average cost of capital for FCG for purposes of setting rates in this proceeding is 6.70 percent.



[bookmark: _Toc125364018][bookmark: _Toc127535424]Net Operating Income	
[bookmark: _Toc127535425]Issue 32:	 
 Has FCG properly removed Purchased Gas Adjustment and Natural Gas Conservation Cost Recovery Clause revenues, expenses, and taxes-other-than-income from the projected test year?
Approved Type II Stipulation: 
 Yes. 



[bookmark: _Toc127535426]Issue 33:	 
 Has FCG made the appropriate adjustment to Net Operating Income to remove amounts associated with the transfer of SAFE investments as of December 31, 2022 from clause recovery to base rates?
Approved Type II Stipulation: 
 Yes. 



[bookmark: _Toc127535427]Issue 34:	 
 Should FCG’s proposal to transfer outside service costs incurred for clause dockets from base rates to each of the respective cost recovery clause dockets be approved and, if so, has FCG made the appropriate adjustments to remove all such outside service costs incurred for clause dockets from the projected test year operating revenues and operating expenses?
Recommendation: 
 No, FCG should continue to recover outside service costs incurred for clause dockets through base rates and not cost recovery clauses. As such, O&M expense should be increased by $57,294. (Gatlin) 
Position of the Parties
FCG: 
 Yes.  FCG’s proposal to transfer outside service costs incurred for clause dockets from base rates to each of the respective cost recovery clause dockets is consistent with the principle of cost-causation and will better ensure that FCG’s customers only pay the actual costs incurred, subject to true-up, for the outside services necessary to support the clauses.  FCG has made the appropriate adjustments to remove all such outside service costs incurred for clause dockets from the projected test year operating revenues and operating expenses. (Fuentes)
OPC: 
 No position.
FEA: 
 No position.
FIPUG: 
 Adopt position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG argued that transferring outside service costs incurred for clause dockets from base rates to respective cost recovery clause dockets is consistent with the cost-causation principle. (FCG BR 57; TR 795) FCG stated that by allowing this proposed method of recovery it will guarantee that ratepayers only pay for the actual cost incurred for outside services in order to support the clauses, subject to true-up. (FCG BR 57; TR 795) FCG asserted that they have made all appropriate adjustments to remove the outside service costs incurred for clause dockets from the projected test year operating revenues and operating expenses. (FCG BR 57; EXH 144, BSP 00139)
OPC
OPC did not provide an argument. (OPC BR 43)
FEA
FEA did not provide an argument. (FEA & FIPUG BR 20)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 20)
ANALYSIS
FCG requested recovery of outside service costs incurred for clause dockets in respective cost recovery clause dockets instead of base rates. (TR 795) FCG witness Fuentes testified that this method is consistent with the cost causation principle and will ensure that customers are only paying for the actual costs incurred, subject to true-up. (TR 795) FCG made an estimate of $57,294 that is based upon the estimated amount of time FPL employees and external legal support will spend working on all of FCG’s cost recovery clauses on an annual basis. (EXH 144, BSP 00136-00140) If this proposal is accepted by the Commission, the Company stated that it will create a new master data system to track and record outside services for both FPL and external legal support in the appropriate cost recovery clause at the time the cost is incurred. (EXH 144, BSP 00137-00140) FCG stated that if the Commission approves this new method, it will allow the amount recorded in each recovery clause to be based on actual time spent for each FPL employee and/or external legal support based on contracted rates, not based on allocation of costs. (EXH 144, BSP 00138-00140)
However, staff does not recommend FCG’s request to transfer outside service costs incurred for clause dockets into cost recovery clauses. FCG maintained it does not foresee a large increase in regulatory oversight in each of the applicable cost recovery clause dockets, and FCG proclaimed that the possible incremental regulatory oversight would be beneficial to customers by confirming that they only pay for the actual costs incurred. (EXH 144, BSP 00138-00140) Staff believes that even an incremental increase in regulatory oversight is something that should be prudently considered due to the potential complexities from creating additional regulatory oversight.
Staff views this proposal as similar to previous companies requesting to recover bad debt expense through clauses instead of base rates, in regards to requiring additional regulatory oversight and not providing a persuasive argument to change Commission practice. In Order No. PSC-10-0153-FOF-EI, the Commission denied FPL’s request to recover portions of bad debt through recovery clauses instead of base rates.[footnoteRef:51] From Order No. PSC-10-0153-FOF-EI, OPC witness Brown argued that the uncollectible accounts should remain in base rates because if transferred into recovery clauses it will create additional regulatory oversight and adjustments. Witness Brown continued that additional regulatory oversight introduces complexities, such as having to develop separate write-off rates and establishing separate accrual provisions for each clause, as the components of uncollectible accounts would vary by month and customer. FCG has acknowledged it will need to create additional regulatory oversight by developing a new master data system in order to track and record outside services in the appropriate cost recovery clauses for what FCG estimated to be immaterial expenses for each cost recovery clause. (EXH 144, BSP 00137)  [51:  Order No. PSC-10-0153-FOF-EI, issued March 17, 2010, in Docket No. 080677, In re: Petition for increase in rates by Florida Power & Light Company, Pg. 142-143.] 

Staff recommends that FCG should continue to recover outside service costs incurred by clause dockets through base rates and not cost recovery clauses. As such, O&M expense should be increased by $57,294.
CONCLUSION
FCG should continue to recover outside service costs incurred by clause dockets through base rates and not cost recovery clauses. As such, O&M expense should be increased by $57,294.





[bookmark: _Toc127535428]Issue 35:	 
 What is the appropriate amount of miscellaneous revenues?
Recommendation: 
 Miscellaneous revenues should be decreased by $16,071 and the appropriate amount of miscellaneous revenues is $1,896,516. (Gatlin) 
Position of the Parties
FCG: 
 As reflected on page 8 of MFR G-2 (with RSAM) (4 of 4) and adjusted by ($16,071) per Exhibit LF-11, the appropriate amount of miscellaneous revenues is $1,896,516.  If the Commission does not adopt the RSAM as part of FCG’s four-year rate proposal, the appropriate amount of miscellaneous revenues is $1,896,516 as reflected on page 8 of MFR G-2 (4 of 4) and adjusted per Exhibit LF-12. (Campbell, Fuentes, DuBose)
OPC: 
 No position.
FEA: 
 No position.
FIPUG: 
 Adopt position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG stated that the appropriate amount of miscellaneous revenues is $1,896,516 with RSAM. (FCG BR 57) The Company explained that this amount includes a reduction of $16,071 to correct for a forecasting error. (FCG BR 57; TR 265; EXH 111-112) FCG also noted that, if the Commission does not approve the RSAM, the appropriate amount of miscellaneous revenues remains unchanged at $1,896,516. (FCG BR 57; EXH 111-112)
OPC
OPC did not provide an argument. (OPC BR 44)
FEA
FEA did not provide an argument. (FEA & FIPUG BR 20)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 20)
ANALYSIS

In its initial filing, FCG reflected $1,912,587 of miscellaneous revenue. (EXH 7) However, FCG witness DuBose stated that FCG inadvertently included $16,071 for forecasted billing adjustments that should have been removed from the projected 2023 test year operating revenues. (TR 265) None of the interveners took a position on this issue nor did they have any adjustments. Aside from the Company’s correction, staff believes no other adjustments are necessary. As such, staff recommends decreasing miscellaneous revenues by $16,071. The appropriate amount of miscellaneous revenue is $1,896,516.
CONCLUSION

Miscellaneous revenues should be decreased by $16,071 and the appropriate amount of miscellaneous revenues is $1,896,516.





[bookmark: _Toc127535429]Issue 36:	 
 Is FCG’s projected Total Operating Revenues for the projected test year appropriate?
Recommendation: 
Yes, the appropriate Total Operating Revenues for the projected test year is $64,724,868. (Kunkler)
Position of the Parties
FCG: 
 Yes.  As reflected on Exhibit LF-11, the appropriate amount of Total Operating Revenues is $64,724,868 (adjusted) for the 2023 projected test year.  If the Commission does not adopt the RSAM as part of FCG’s four-year rate proposal, the appropriate amount of Total Operating Revenues without RSAM for the 2023 projected test year is also $64,724,868 (adjusted) as reflected on Exhibit LF-12. (Fuentes)
OPC: 
 No.
FEA: 
 No position.
FIPUG: 
 Adopts position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG made no argument for this issue. (FCG BR 57-58)
OPC
As part of its argument that adjustments should be made with regard to the Company’s customer and therm forecasts, OPC cited in its brief an excerpt from staff’s cross examination of FCG witness Campbell. This excerpt included questions related to additional Company revenues in 2024 and 2025 resulting from FCG’s expected growth in customers. (OPC BR 44; TR 1263). OPC noted that witness Campbell stated he did not forecast the impact of this growth in customers but estimated that this growth would result in additional revenues of approximately $200,000 per year. (OPC BR 44; TR 1263) Additionally, OPC noted the witness admitted that the Company’s customer and therm forecasts typically become progressively less reliable the further they are projected into the future. (OPC BR 44). 
FEA
FEA did not provide an argument. (FEA & FIPUG BR 20)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 20)


	ANALYSIS

This is a fallout issue based on the resolution of other issues. Per staff’s recommendation on Issues 2 and 3, there are no recommended adjustments to FCG's forecasts of customers, therms, billing determinants, or revenue from the sales of gas at present rates for the 2023 projected test year. As discussed in Issue 35, staff agrees with the Company that miscellaneous revenues at current rates for the projected test year should be decreased by $16,071 to account for the Company’s forecasting error, resulting in miscellaneous revenues for the projected test year totaling $1,896,516. (TR 265) This adjustment results in projected Total Operating Revenues in the amount of $64,724,868 for the projected test year. 
Table 36-1
Calculation of Company Total Operating Revenue for the Projected Test Year
	Total Revenue from Sales of Gas at Current Rates
	Miscellaneous Revenues (including Company adjustments)
	Total Operating Revenue 

	$62,828,352
	$1,896,516
	$64,724,868


Source: EXH 6; EXH 25; TR 265
In its brief, OPC referenced FCG witness Campbell’s cross examination in which he was questioned by staff counsel regarding additional revenues resulting from customer growth in 2024 and 2025. OPC cites witness Campbell’s admission of exclusion of this additional revenue for 2024 and 2025, as well as his admission of the reduced reliability of customer and therm forecasts the further they project into the future, as reasons to doubt the accuracy of FCG’s projected Total Operating Revenue (OPC BR 44) However, as was the case with Issues 2 and 3, staff believes that OPC’s argument in the instant issue appears to be unrelated to the issue itself. The Intervenors did not present testimony or evidence to disprove FCG’s projected Total Operating Revenues for the projected test year.

Therefore, staff recommends that $64,724,868 is the appropriate level of total operating revenues for the 2023 projected test year.
CONCLUSION

Staff recommends that FCG’s projected Total Operating Revenue in the amount of $64,724,868 for the projected test year is appropriate.



[bookmark: _Toc127535430]Issue 37:	 
 Has FCG made the appropriate adjustments to remove all non-utility activities from operation expenses, including depreciation and amortization expense?
Approved Type II Stipulation: 
 Yes. 



[bookmark: _Toc127535431]Issue 38:	 
 What is the appropriate amount of salaries and benefits to include in the projected test year?
Recommendation: 
 The appropriate amount of salaries and benefits to include in the projected test year is $14,803,183. Employee pension & benefits expense should be decreased by $505,222. (Snyder) 
Position of the Parties
FCG: 
 As adjusted on Exhibit LF-11 (with RSAM) and LF-12 (without RSAM), the appropriate amount of salaries and benefits, including incentive compensation amounts allocated from FPL, to include in the Test Year is $14,803,183.  One hundred percent of the 2023 Test Year level of Salaries and Employee Benefits expense is appropriate, and reflects that portions of executive and non-executive incentive compensation allocated from FPL have been excluded consistent with Order No. PSC-2010-0153-FOF-EI.  The reasonableness of salary and benefit expense is demonstrated by comparison of FCG’s salaries, annual pay increase program, and non-executive variable incentive pay to the relevant comparative market. (Howard, Slattery)
OPC: 
 Base payroll should be reduced by $793,501. Excessive incentive compensation should be reduced by $524,119. Incentive compensation should be reduced by $398,746. Long term incentive compensation should be reduced by $163,461. Benefits should be reduced to match actual employee complement in the amount of $49,533. Payroll taxes should be reduced by $122,767 as reflected in Issue 52. Affiliate payroll related expenses should be reduced by the amount of $405,440, and affiliate SERP expense should be reduced by $29,576.
FEA: 
 No position.
FIPUG: 
 Adopt position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG stated that the appropriate amount of salaries and benefits for the 2023 Test Year is $14,803,183. FCG also stated that FCG’s expense request for 2023 does not include any type of compensation or benefits expense that the Commission has not previously approved for recovery. (FCG BR 58)
FCG claimed that OPC’s recommended adjustment is based on OPC witness Schultz’s recommendation to set FCG projected headcount for the 2023 Test Year at 173 employees (a reduction of 14 employees) to reflect the actual number of employees as of June 30, 2022. FCG argued that this number fails to account for FCG’s staffing forecast or requirements in the 2023 test year. (FCG BR 58-59) FCG claimed that the number of employees on June 30, 2022 was lower because of certain hiring difficulties, such as COVID, and that there have been significant efforts to fill all of the positions needed to run efficiently. (FCG BR 59)
FCG recalled that, in its original filing, it did not remove any incentive compensation costs from the 2023 Test Year because there is no specific order requiring FCG to make such an adjustment to its incentive compensation expense. (FCG BR 60; TR 994) OPC witness Schultz recommended a disallowance of 100 percent of the $163,461 in long-term non-executive cash incentive compensation expense. FCG stated that OPC failed to offer any explanation or justification why 100 percent of FCG’s long-term non-executive cash incentive compensation expense should be excluded. OPC witness Schultz also recommended a disallowance of $922,865 of the 2023 Test Year short-term non-executive cash incentive compensation expense. (FCG BR 61) FCG claimed its 2023 Test Year payroll expenses are reasonable based on the annual benchmarking of the total compensation package compared to relevant market data, using a variety of nationally recognized third-party compensation survey sources. (FCG BR 63; TR 998-999)
OPC
OPC stated that since FCG is using the same incentive plan as FPL, FCG should treat the costs of the incentive compensation for setting rates the same as FPL. (OPC BR 45; TR 306-12) OPC argued that FCG failed to take a vacancy factor into account when determining the number of employees. (OPC BR 45) OPC also stated that in 2021, the actual payroll was $11,232,775, which was $1,893,794 under the Company budget of $13,126,569. Based on the most known and measurable employee count of 173 FTEs, as of June 2022, OPC recommended the payroll expense request of $10,598,909 should be reduced by $793,501 to $9,805,408. (OPC BR 46; TR 306)
OPC also argued that long term incentive compensation should be reduced by $163,461. (TR 312) Benefits should be reduced to match actual employee complement in the amount of $49,533. (TR 312) Payroll taxes should be reduced by $122,767 as reflected in Issue 52. (TR 321) Affiliate payroll related expenses should be reduced by the amount of $405,440, and affiliate SERP (Supplemental Executive Retirement Plan) expense should be reduced by $29,576. (OPC BR 46-47; TR 312, 320-321, 524).
FEA
FEA did not provide an argument. (FEA & FIPUG BR 21)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 21)
ANALYSIS
In its brief, FCG stated that the appropriate amount of salaries and benefits for the 2023 Test Year is $14,803,183 (EXH 112) OPC witness Schultz’s testimony reflected adjustments to several components of the Company’s total compensation package. The proposed adjustments to the Company’s amount of salaries and benefits in the projected test year are further discussed below.
Salaries and Full Time Employees (FTEs)
Witness Schultz testified that the employee complement of 187 FTEs is inappropriate and does not consider a vacancy factor. (TR 304) As of June 30, 2022, FCG had filled 12 positions, and the employee count should be 175. (TR 304) The employee count was at 173 indicating that while employees were added, others left. (TR 304) Witness Schultz added that the projected employee complement for 2021 was 175 FTEs and FCG had a year-end complement of 163 and an average complement of 159 FTEs. (TR 304) Further, he stated in his testimony that FCG did not provide specifics on what positions were required and why they were needed. In response to discovery, FCG referred to FCG witness Howard’s testimony which stated that the request was reasonable and appropriate but did not provide justification. (TR 305) Witness Schultz is recommending a head count of 173 FTEs. Further, he states that in 2021, actual payroll, excluding recovery clause costs for 2021, was $1,893,794 under budget over the actual of $13,126,569. He states the FCG forecast employee complement and budget costs are over optimistic compared to historical data. (TR 305) Witness Schultz also recommended a $49,533 reduction to employee benefits. This recommendation is based on OPC’s adjustment for the number of FTEs. (TR 312) 
In its brief, FCG countered OPC’s adjustment, and stated that OPC failed to account for FCG’s staffing forecast or requirements in the 2023 test year. (TR 991) Witness Slattery testified that in 2019 and 2020, actual head count exceeded the budgeted headcount to support the replacement of services and functions provided by Southern Company and growth in the business. (TR 991) In 2021, FCG faced difficulties to fill forecasted positions. (TR 991) Witness Slattery stated these difficulties included “limited availability of a technical and engineering related labor force, desirability of and competition for in-demand technology skills, fluctuations in the housing market, and the fiscal restraints the Company has placed on the competitiveness of its pay and benefits package.” (TR 991) She also stated that there was a skilled labor shortage due in part to the COVID-19 pandemic, “the Great Resignation,” and the rise in remote work. (TR 992) She asserted, that despite these factors, FCG put significant efforts in 2022 to fill the open positions. As of September 22, 2022, eight positions have been filled which increased the employee headcount to 180 FTEs. 
With regards to the vacancy factor asserted by OPC witness Schultz, FCG witness Slattery testified that hiring costs and saving associated with vacancies were offset by the cost of overtime by staff handling vacant positions’ workload and the costs associated with recruiting, onboarding and training new staff. (TR 992)
In his rebuttal testimony, witness Howard stated that FCG provided justification for the increased headcount and explained why each position was required. (TR 617) He further elaborated on the need for the positions as follows:
The insourcing of specific functions, such as leak surveying; (ii) the transition of functions post-acquisition from Southern Company; (iii) positions to support growing customer demands, including account management and engineering needs; (iv) positions supporting the expansion of physical gas infrastructure; (v) support for enhancements to FCG’s customer information system (“CIS”) and helping to implement other technology and initiatives to drive efficiency gains; and (vi) replacement positions.
(TR 617)
In broader terms, he asserted the new positions were created due the physical expansion of FCG’s system and the increase in customer count. (TR 618)
Incentive Compensation
OPC recommended that excessive incentive compensation should be reduced by $524,119, incentive compensation should be reduced by $398,746, and long-term incentive compensation should be reduced by $163,461. (TR 312; EXH 46) Witness Schultz testified that in Docket No. 20210015-EI, FPL’s portions of executive compensation and non-executive compensation were excluded by Order No. PSC-10-0153-FOF-EI in the 2010 FPL Rate Case.[footnoteRef:52] FCG’s incentive compensation costs are based on the plans that FPL excluded from cost recovery in Docket No. 20210015-EI. (TR 307) He stated that, in the Progress Energy Florida (PEF) rate case, the Commission disallowed all of PEF’s requested incentive compensation. (TR 307) The order stated, “PEF should pay the entire cost of incentive compensation, as its customers do not receive a significant benefit from it.”[footnoteRef:53] [52:  Order No. PSC-10-0153-EI, issued March 17, 2010, n Docket No. 080677-EI, In re: Petition for increase in rates by Florida Power & Light Company.]  [53:  Order No. PSC-10-0131-FOF-EI, issued March 5, 2010, in Docket No. 090079-EI, In re: Petition for increase in rates by Progress Energy Florida, Inc.] 

Witness Schultz pointed to three issues he had with the incentive compensation plan. First, FCG’s amount of incentive compensation declined each year from 2019 to 2021 but for the projected 2023 test year, FCG projected $1,772,728. (TR 307) Second, the total projected amount for 2023 is not known because performance and results of operation are not known and there are no goals set. (TR 307) Third, since 2018, almost every employee received incentive compensation. The 2021 historic test year had the lowest percent of employees that received incentive compensation at 85.2 percent. Between 2018 through 2020, 94.7 percent of employees received incentive compensation. (TR 308) The primary reasons for employees not receiving incentive compensation were either late hires, being inactive, or on leave of absence. Witness Schultz stated all employees received incentive compensation in 2018, and, in each of the years 2019 through 2021, only one employee was denied incentive compensation due to poor performance. (TR 308-309) He stated given these facts, FCG’s incentive pay is “really nothing more than supplemental pay.” (TR 309) He argued that despite the high percentage of employees receiving incentive compensation, FCG failed to meet some of its performance goals and that half of the met goals were for financial performance. (TR 311) He stated the financial goals provide benefits to shareholders. (TR 310) He further stated that FCG’s incentive compensation plan is discretionary and that is not what is customarily considered a short-term incentive plan. (TR 311) OPC recommended that $163,461 of the long-term plan costs be excluded and that $922,865 of short-term plan costs be excluded. (EXH 46; TR 312) 
Witness Slattery addressed incentive compensation in her rebuttal testimony and proposed a reduction of $505,222 associated with executive incentive compensation. She stated that despite there being no Commission order requiring FCG to do so, FCG removed parts of incentive compensation as the Commission ruled in the 2010 FPL Rate Case Order. (TR 994) She asserted that the incentive compensation expenses are necessary and reasonable and are an effective tool in “attracting, retaining, and engaging the required workforce, and play a significant role in delivering value to customers.” (TR 995) She stated that OPC’s adjustment to short-term cash incentive compensation would result in a 70-percent decrease not 50-percent. (TR 996) She cited Order No. PSC-12-0179-FOF-EI in which the Commission rejected OPC’s recommendation to disallow all incentive compensation and allowed recovery of all of Gulf Power Company’s employee cash compensation.[footnoteRef:54] The Order also stated: “[w]e recognize that the financial incentives that Gulf employs as part of its incentive compensation plans may benefit ratepayers if they result in Gulf having a healthy financial position that allows the Company to raise funds at a lower cost than it otherwise could.” She testified that 85 percent of U.S. based companies have performance-based variable pay and FCG could not compete in the labor market without a market-based cash incentive compensation program. (TR 997) [54:  Order No. PSC-12-0179-FOF-EI, issued April 3, 2012, in Docket No. 110138-EI, In re: Petition for increase in rates by Gulf Power Company.] 

Addressing FCG’s incentive compensation compared to the market, witness Slattery stated that FCG’s plan is at or below market. (EXH 131; TR 997) If performance-based cash incentive compensation were eliminated, FCG employees would be compensated roughly 9.6-percent below the market median. (TR 998) She stated that FCG would not be able to compete in the labor market if cash-based incentive compensation were to be removed and that “FCG would not be able to attract and retain the number and caliber of employees that are required to deliver on its commitments to its customers.” (TR 998) She elaborated further that, if incentive compensation were to be removed, it would lead to a reduction in performance-based variable cash incentive compensation and increase in base salary and other fixed-cost programs. (TR 1000) 
Witness Slattery testified that the reasons a high percentage of FCG employees receive incentive compensation is due to company culture. (TR 1001) Specifically, she cited the performance-based cash incentives help develop a culture of employees committed to performance. (TR 1001) Few employees who stay with FCG fail to meet expectations by the end of the performance period. (TR 1001) With regard to company goals, she stated that they are reassessed annually and are soft goals. (TR 1002) She asserted that, while FCG failed to meet some goals in 2020 and 2021, FCG’s performance as of August 2022 exceeded expectations for most goals and employee cash incentive payouts are expected to be similar to historic levels. (TR 1002) Witness Slattery contended that the growth in performance-based cash incentive compensation cost correlates to the growth in headcount and the growth in salaries. (TR 1003) 
Staff believes FCG has adequately addressed concerns related to staffing levels and incentive compensation. Moreover, the market-based evaluation of FCG’s total compensation further supports not making any further adjustments.[footnoteRef:55] As such, staff recommends decreasing employee pension & benefits expense by $505,222 to recognize the Company’s adjustment to remove executive incentive compensation. Based on this adjustment, the appropriate amount of salaries and benefits to include in the projected test year is $14,803,183. [55:  Order No. PSC-09-0283-FOF-EI, issued April 30, 2009, in Docket 080317-EI, In re: Petition for rate increase by Tampa Electric Company and Order No. PSC-12-0357-PAA-WU, issued July 10, 2012, in Docket 100048-WU, In re: Application for increase in water rates in Marion County by Sunshine Utilities of Central Florida, Inc.] 


CONCLUSION
The appropriate amount of salaries and benefits to include in the projected test year is $14,803,183. Employee pension & benefits expense should be decreased by $505,222.




[bookmark: _Toc127535432]Issue 39:	 
 What is the appropriate amount of the affiliate expense to be included in the projected test year?
Recommendation: 
 Based on staff’s recommendations in other issues, affiliate expense for the projected test year should be $2,477,003. (Snyder)
Position of the Parties
FCG: 
 As adjusted in Exhibit LF-11, the appropriate amount of affiliate expense to be included in the 2023 Test Year is $2.5 million. This amount is included in the total amount of operation and maintenance expenses in the calculation of revenue requirements and does not reflect any affiliate costs related to rate case expenses or costs that were transferred from base to clause. (Fuentes)
OPC: 
 Yes, AMI O&M expense should be removed from the projected test year since the Commission should not grant FCG’s request to burden customers with the cost of this experimental program. OPC Witness Schultz addresses this in his testimony and exhibits including, but not limited to, Schedule C-7.
FEA: 
 No position. 
FIPUG: 
 Adopt position of OPC. 
Staff Analysis: 
 
PARTIES’ ARGUMENTS
FCG
FCG claimed that it has included the affiliate services that are necessary to run its business in the 2023 test year, as is consistent with historic practice. (FCG BR 63-64) FCG stated that OPC recommended that $405,400 of costs allocated as part of FPL’s CSC should be excluded. (TR 320-321) FCG argued that these costs relate to executive incentive compensation, which have already been removed by FCG in its rebuttal adjustments explained in Issue 38. (FCG BR 64)
OPC
OPC claimed that FCG was unable to provide a comparison of affiliate costs included in the 2018 settlement Agreement to the requested 2023 affiliate costs. (TR 320) OPC argued that the Company has $405,440 of costs that the Commission disallowed in prior dockets. (EXH 167; TR 320) OPC also claimed that $29,576 of SERP costs were included in Corporate Service Charges. These costs are considered excessive compensation, therefore OPC recommended they be disallowed. (EXH 46; OPC BR 47)
FEA
FEA did not provide an argument. (FEA & FIPUG BR 21)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 21)

ANALYSIS
The Company’s projected test year reflects affiliate expense of $2,982,225. (EXH 160) As explained by FCG witness Fuentes, all costs associated with affiliate service provided by FPL are charged according to FPL’s Cost Allocation Manual (CAM). (TR 798) As prescribed by FPL’s CAM, affiliate expense associated with services provided by FPL to FCG are billed as a direct charge or allocated in FPL’s Corporate Service Charges (CSC). (TR 798) Of the total affiliate expense in the projected test year, $1,257,227 are direct charges and $1,724,997 are billed through CSC.
OPC witness Schultz testified that there were several concerns with affiliate expense in the projected test year. (TR 320) The first concern was that FCG was unable to provide a comparison of affiliate costs included in the 2018 Settlement Agreement to the requested 2023 affiliate costs. (TR 320) Second, OPC contended that FCG included $405,400 of costs related to incentive compensation that the Commission has disallowed all or part of in prior dockets. (EXH 167; TR 320) Third, supplemental executive retirement plan (SERP) costs in the amount of $29,576 were included in CSC. (EXH 162). In its brief, OPC also added AMI O&M expense to its concerns related to affiliate expense. FCG argued it is under new ownership, and as such, any comparison to historic data would not be appropriate. 
OPC’s latter three concerns are addressed in Issues 38 and 40, respectively. Staff believes no further adjustments are warranted. Based on staff’s recommendations in other issues, affiliate expense for the projected test year should be $2,477,003.
CONCLUSION
Based on staff’s recommendations in other issues, affiliate expense for the projected test year should be $2,477,003.



[bookmark: _Toc127535433]Issue 40:	 
 What is the appropriate amount of pensions and post-retirement benefits expense to include in the projected test year?
Recommendation: 
  The appropriate amount of pensions and post-retirement benefits expense to include in the projected test year is $661,618. (Snyder) 
Position of the Parties
FCG: 
 The appropriate amount of Other Post Employment Benefit expense for the 2023 Test Year is $29,845 (adjusted).  The appropriate amount of Pension income for the 2023 Test Year is $1,357,212 (adjusted). (Fuentes, Slattery, Campbell)
OPC: 
 Affiliate SERP costs in the amount of $29,576 should be removed as shown in Issue 39.
FEA: 
 No position.
FIPUG: 
 Adopt position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG argued that no adjustments should be made to remove SERP benefit expenses from the corporate service charges. (TR 995)  This treatment is consistent with the adjustments made by FPL pursuant to the FPL 2010 Order. (FCG BR 64-65; TR 995)
OPC
As OPC stated in Issue 39, affiliate SERP costs in the amount of $29,576 should be removed. (OPC BR 47)
FEA
FEA did not provide an argument. (FEA & FIPUG BR 21)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 21)
ANALYSIS
FCG requested employee pensions and post-retirement benefits expense of $661,618. (EXH 8) OPC witness Schultz testified that $29,576 of SERP costs included in pension and post-retirement benefits expense should be disallowed as those costs are considered to be excessive compensation. (EXH 46, 48; TR 321). FCG witness Slattery stated that consistent with the FPL 2010 rate case order, no adjustments are necessary to remove SERP benefit expenses from the Corporate Services Charge (CSC).[footnoteRef:56] (TR 995) In the FPL 2010 rate case order, the Commission declined to adjust FPL’s forecast for affiliate expense. [56:  Order No. PSC-10-0153-EI, issued March 17, 2010, in Docket No. 080677-EI, In re: Petition for increase in rates by Florida Power & Light Company.
] 

Based of the lack of record evidence, staff has no basis to make an adjustment to SERP expense.
CONCLUSION
The appropriate amount of pensions and post-retirement benefits expense to include in the projected test year is $661,618.




[bookmark: _Toc127535434]Issue 41:	 
 Is the injuries and damages expense in the test year reasonable?
Recommendation: 
 Yes, injuries and damages expense in the amount of $515,304 in the projected test year is reasonable. (Snyder) 
Position of the Parties
FCG: 
 Yes.  As reflected on page 4 of MFR E-6, the reasonable Test Year expense for Account 925 (Injuries & Damages) is $515,304.  The record evidence demonstrates FCG’s commitment to safety and minimizing its OSHA-recordable incidents.  The record evidence also demonstrates that the increase in the expense for Account 925 (Injuries and Damages) is largely attributable to an increase in the cost of insurance premiums across the business. (Howard)
OPC: 
 No. OPC Witness Schultz addresses this issue in his testimony and Exhibits including but not limited to, Schedule C-5. The Commission should adjust the injuries and damages expense by $212,790.
FEA: 
 No position.
FIPUG: 
 Adopt position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG stated that its core values emphasize a commitment to safety. (TR 563; FCG BR 65) FCG goes on to explain that, because of this emphasis on safety, the appropriate injuries and damages expense for the 2023 Test Year is $515,304. (FCG BR 65, EXH. 6.)
FCG refuted claims by OPC witness Schultz that FCG’s safety performance needs improvement as well as his recommendation that injuries and damages expense be reduced by $212,790. (TR 314-315; FCG BR 65) FCG stated that OPC’s claims are without merit and should be rejected. (FCG BR 65) FCG asserted that OPC’s reliance on OSHA-recordable events is misplaced and that while it is a useful metric, it does not necessarily demonstrate overall workplace safety. (FCG BR 64) FCG’s main assertion was that OSHA-recordable events alone do not provide sufficient information as FCG encourages its staff to report all injuries regardless of severity. (FCG BR 64) FCG stated that, since its last rate case, there have been no recorded incidents that OSHA flagged as Serious Injuries or Fatalities, with most of FCG’s OSHA recordable incidents being of the strains and sprains variety. FCG additionally stated that since 2019, the Company has never had more than three OSHA recordable incidents within a year. (TR 619; FCG BR 65-66) FCG then explained that the increase in the cost is the result of increases in insurance premiums across the industry and the reclassification of expenses. (TR 620; FCG BR 66) FCG then reiterated that the amount requested for injuries and damages expense is reasonable and should be approved. (TR 620; FCG BR 66)

OPC
OPC stated that injuries and damages expense doubled each year from 2019 to 2021. During that period, the cost increased from $111,135 to $243,888 to $552,519. (OPC BR 48; TR 314) OPC also stated that the Company requested $515,304. (OPC BR 48; TR 314) OPC stated that the increases, which took place under the ownership of FPL, are largely related to: insurance or reserve accruals to protect the service company against injuries and damages claims by employees or others, losses of such character not covered by insurance, and expenses incurred from settlements of such claims. (OPC BR 48; TR 314-15) It should be noted that in both 2020 and 2021, the Company failed to meet its goals for Safety: Number of OSHA Recordables (per 200,000 hours). (OPC BR 48; TR 315) OPC recommended using a three-year average for injuries and damages expense, a reduction of $212,790, as shown on Exhibit 46, Schedule C-5. (OPC BR 48; EXH 46)
FEA
FEA did not provide an argument. (FEA & FIPUG BR 21)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 21)
ANALYSIS
FCG requested $515,304 for injuries and damages expense. (EXH 6) OPC witness Schultz stated that the expense doubled each year from 2019 to 2021 from $111,135 to $243,888 to $552,519. (TR 314) He contended that FCG has a downward trend of safety concerns and that this has led to the increase in injuries and damage expense. (TR 315) He stated the number of OSHA recordables were worse than FCG’s goal in 2020 and 2021. (TR 315) Witness Schultz recommended a decrease of $212,790, leaving $302,514. (TR 315) This adjustment is based on the three-year average from 2019 to 2021. (EXH 46)
FCG stated that OSHA-recordable events do not necessarily demonstrate overall workplace safety, or the severity of the injuries sustained. (TR 619) Witness Howard asserted that FCG has not recorded any incidents that OSHA flagged as serious injuries or fatalities and that most recorded incidents were minor injuries. (TR 619) FCG witness Howard testified that since 2019, FCG has not had over three OSHA recordable incidents in a year and had none in 2019 and the first half of 2022. (TR 619) The main increases to injuries and damages expense come from two factors: increases in the cost of insurance and a reclassification of expense from Account 924 (Property Insurance) to Account 925 (Injuries and Damages) from 2020. (TR 620) In its brief, FCG explained the reclassification:
In 2020, FCG incorrectly recorded certain liability expenses in FERC Account 924, Property insurance expense, instead of FERC Account 925. This issue was corrected in 2021. Therefore, the amounts recorded for these FERC Accounts on FCG’s books and records prior to 2021 were not reported properly. Due to this issue, it is more appropriate to analyze FERC Accounts 924 and 925 together, which FCG has provided for 2019 through 2021 in its response to OPC’s First Set of Interrogatories, Question No. 65. (CEL Ex. 160.) Based on the amounts provided in the referenced response, the increases in the total amount of FERC Accounts 924 and 925 from 2019 through 2021 relate to the overall increases in insurance and liability premiums. (FCG BR 66)

Staff believes FCG’s justification adequately explains the increase in this expense and does not recommend any adjustments.
CONCLUSION
Injuries and damages expense in the amount of $515,304 in the projected test year is reasonable.





[bookmark: _Toc127535435]Issue 42:	 
 Is the insurance expense in the test year reasonable and/or appropriate?
Recommendation: 
 No, insurance expense should be decreased by $4,716 to reflect half of Directors & Officers Liability insurance expense. As such, the appropriate amount of test year insurance expense is $498,691. (Snyder) 
Position of the Parties
FCG: 
 Yes.  See FCG’s response to Issue No. 41 above.  Also, as reflected on page 4 of MFR E-6, the reasonable Test Year expense for Account 924 (Property Insurance) is $503,407. (Howard)
OPC: 
 No. OPC Witness Schultz addresses this issue in his testimony and Exhibits including but not limited to, Schedule C-6. The Commission should adjust the Directors & Officers Liability (DOL) insurance amount by $9,431.
FEA: 
 No position.
FIPUG: 
 Adopt position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS
FCG
FCG stated that the appropriate injuries and damages expense (Account 925) and property insurance expense (Account 924) for the 2023 Test Year are $515,304 and $503,407, respectively. (EXH 6; TR 620-621; FCG BR 66) FCG opined that these insurance costs are incurred by FCG to provide service to its customers and benefit customers by not leaving them with potential exposure to costs associated with injuries and damages, property damage, and vehicle accidents. The Company also mentioned the imprudence of foregoing such coverage. (FCG BR 66)
FCG challenged OPC witness Schultz's assertion that insurance expense should be reduced by $9,431 to remove Directors & Officers Liability (DOL) Insurance because this expense provides no benefits to customers. (TR 315; FCG BR 67) The Company stated that DOL insurance is a necessary and reasonable expense for FCG to provide service to its customers, as it is essential to recruiting and retaining talented and competent leadership. FCG then stated that, because of the above-mentioned reasons, FCG’s DOL insurance expense is appropriately included in the 2023 Test Year revenue requirements. (TR 1110-1111; FCG BR 67)
OPC
OPC stated that, as DOL insurance protects the Company’s officers and directors from lawsuits that arise from their own questionable decisions, and the lawsuits are generally brought by shareholders, the customers receive no benefit from this insurance; as DOL insurance offers no benefit to customers it should be disallowed completely. (EXH 46; OPC BR 49) If the Commission does not disallow this cost, it should at least remove 50 percent of the requested amount. (OPC BR 49)
FEA
FEA did not provide an argument. (FEA & FIPUG BR 21)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 21)
ANALYSIS
FCG requested $503,407 for insurance expense. (EXH 7) OPC recommended a disallowance of $9,431 associated with Directors & Liability Insurance (DOL) insurance expense. OPC witness Schultz testified that DOL insurance is to protect directors and offers and the only claims that make DOL insurance necessary come from shareholders, not customers. (TR 316) Witness Schultz also testified that this issue has been addressed by the Commission in prior cases. (TR 316) Witness Schultz cited Docket No. 090079-EI (2009 PEF Rate Case), which determined that DOL insurance expense should be shared equally between customers and shareholders. OPC recommended that the full amount of DOL be removed. Witness Shultz stated that, if all of DOL insurance expense is not disallowed, then there should be an equal sharing of the cost between shareholders and customers. (TR 317)
In rebuttal testimony, FCG witness Howard testified that DOL insurance does benefit customers. (TR 1110) He stated that DOL insurance is an important part in attracting and retaining skilled leadership which does benefit customers. (TR 1110) He claimed that, without DOL insurance, it would be impossible for FCG to attract and retain experienced directors and officers. (TR 1110)
Order No. PSC-10-0131-FOF-EI from Docket No. 090079-EI (2009 PEF Rate Case Order) further considered the Commission’s conclusions in prior cases regarding DOL insurance. These factors include the necessity of DOL insurance in attracting and retaining competent directors and officers, recognizing that the insurance has become a necessary part of conducting business effectively, especially for a large public company, and in turn, the benefit customers receive from being part of a large public company. The Commission also affirmed that these factors benefit not only shareholders of the Company, but customers too. In prior dockets, this demonstration of benefits to customers justified the full recovery of the cost. However, the Commission’s decision in the 2009 PEF Rate Case further recognized that the same demonstration of benefits to shareholders justified recovery of costs from shareholders as well. Thus, the Commission decided that, because the DOL insurance benefits both customers and shareholders, the costs should be shared, and an adjustment was made to remove half of the expense to reflect the cost sharing. [footnoteRef:57] [57:  Order No. PSC-10-0131-FOF-EI, issued March 5, 2010, at p. 99, in Docket No. 090079-EI, In re: Petition for increase in rates by Progress Energy Florida, Inc.] 

Staff believes that the more recent cases provide a reasonable basis for continuing to recognize the benefits to both customers and shareholders through cost sharing. With a reduction of half of DOL insurance expense, insurance expense should be decreased by $4,716 to reflect half of DOL expense. Thus, staff recommends insurance expense of $498,691 in the projected test year.
CONCLUSION
Insurance expense should be decreased by $4,716 to reflect half of DOL insurance expense. As such, staff recommends insurance expense of $498,691 in the projected test year.




[bookmark: _Toc127535436]Issue 43:	 
 Is the level of projected contractor cost reasonable, appropriate and/or justified?
Approved Type II Stipulation: 
 Yes. FCG does not separately identify or track contractor costs on its books and records, or in its forecast. However, FCG does track outside services, which includes contractor costs. As reflected on page 4 of MFR E-6, the reasonable, appropriate, and justified Test Year expense for Account 923 (Outside Services Employed) is $3,993,307 (adjusted). 



[bookmark: _Toc127535437]Issue 44:	 
 Should the projected test year O&M expenses be adjusted to reflect changes to the non-labor trend factors for inflation and customer growth?
Approved Type II Stipulation: 
 No adjustment is needed. 



[bookmark: _Toc127535438]Issue 45:	 
 Should FCG’s proposal to continue the Storm Damage Reserve provision included in the 2018 Settlement Agreement be approved and, if so, what is the appropriate annual storm damage accrual and target reserve amount?
Recommendation: 
 Staff recommends continuation of FCG’s Storm Damage Reserve provision as included in the 2018 Settlement Agreement[footnoteRef:58] and consistent with Commission Rule 25-7.0143, F.A.C., with no change to the annual storm damage accrual of $57,500 and target reserve amount of $800,000. (Knoblauch, Snyder)  [58:  Order No. PSC-2018-0190-FOF-GU, issued April 20, 2018, in Docket No. 20170179-GU, In re: Petition for rate increase by Florida City Gas.] 

Position of the Parties
FCG: 
 Yes. The Commission should allow FCG to continue the Storm Damage Reserve provision included in the 2018 Settlement Agreement.  A storm reserve is a prudent approach to addressing potential storm costs and is a mechanism commonly employed by Florida utilities.  The appropriate annual storm damage accrual and target reserve amount are $57,500 and $800,000, respectively, which is supported by FCG’s Storm Damage Self-Insurance Reserve Study filed with the Commission on January 15, 2022, as required by Rule 25-7.0143, F.A.C. (Campbell, Howard)
OPC: 
 No. The Storm Reserve Accrual in the amount of $57,500 should be discontinued and removed.
FEA: 
 No position.
FIPUG: 
 Adopt position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG argued that its current storm reserve was authorized in the 2018 Settlement Agreement, and the storm reserve could be revisited in the future if the reserve amount of $800,000 was exceeded. (FCG BR 67-68) As of December 31, 2022, the Company’s reserve balance was $205,415, thus it was unnecessary to re-evaluate currently. Additionally, FCG argued that it submitted to the Commission a Storm Damage Self-Insurance Reserve Study (Reserve Study) consistent with Rule 25-7.0143, F.A.C., which concluded the storm reserve mechanism should be continued at its current levels. (FCG BR 68) FCG argued that it disagreed with OPC witness Schultz’s recommendation to reduce the storm reserve by almost 75 percent, which was not based on the Reserve Study, but instead on limited historical storm damage data. (FCG BR 68-69)


OPC
OPC argued the storm reserve at present was adequately funded since over the last 46 months, FCG had only charged costs against the reserve for two storms totaling $58,127. This resulted in an estimated annual average cost of $15,164. Given the current $162,290 reserve balance as of March 31, 2022, OPC argued that the storm reserve was sufficient for more than 10 years if costs were incurred at historic levels. (OPC BR 49) OPC also argued that the Company’s Reserve Study estimated the annual storm cost to be $190,000; however, this was not consistent with the historical record. When questioned on the reserve amount being much higher than historical costs, FCG asserted that it had instead relied on the findings of an independent expert. OPC argued that the annual accrual of $57,500 should be discontinued as of January 1, 2023. (OPC BR 50)
FEA
FEA did not provide an argument. (FEA & FIPUG BR 22)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 22)
ANALYSIS

Rule 25-7.0143, F.A.C., addresses the establishment of a storm reserve account and outlines the types of storm related costs that an investor-owned natural gas utility can charge to the storm reserve. FCG witness Campbell testified that the Company was authorized to implement a storm reserve as a part its 2018 Settlement Agreement, setting the annual accrual at $57,500 and a target reserve of $800,000. (TR 1071) Witness Campbell testified that the 2018 Settlement Agreement established that FCG’s storm related costs could be recovered consistent with Rule 25-6.0143, F.A.C., which is the Commission’s storm rule applicable to electric utilities. (TR 1071-1072) The Commission has since adopted Rule 25-7.0143, F.A.C., which became effective June 28, 2021 and is specific to gas utilities. Therefore, witness Campbell testified that the Company is proposing to calculate and recover any storm related costs consistent with Rule 25-7.0143, F.A.C., rather than Rule 25-6.0143, F.A.C., as was specified in the 2018 Settlement Agreement. However, FCG is not requesting any changes to the annual accrual or target reserve amounts. (TR 1072)
OPC witness Schultz testified that the Company’s storm reserve balance was $162,290 as of March 31, 2022. Witness Schultz stated that over a period of 46 months, $58,127 had been charged against the reserve for two storms, the largest cost being $48,626 in 2020. Witness Schultz calculated that over the 46 month period, the $58,127 amount charged to the reserve averaged to $1,264 a month or $15,164 annually. (TR 313) Therefore, FCG could charge $15,164 to the storm reserve every year for more than 10 years before the storm reserve was fully depleted. (TR 313-314)
Witness Schultz testified that he also reviewed the Company’s Reserve Study, which estimated the annual cost to FCG based on simulated hurricanes. Witness Schultz stated that while the Reserve Study observed that the annual cost due to hurricanes will vary from year to year, it concluded that there would be a few years where large costs would be incurred. The largest cost recorded by the Company since FCG was acquired by FPL was $48,626 in 2020. Given this, witness Schultz testified that the storm reserve is currently sufficient .for the next 10 plus years. (TR 313)
In rebuttal, FCG witness Howard testified that per Commission Rule 25-7.0143, F.A.C., FCG had retained an independent, third-party consultant to prepare its Reserve Study. (TR 621) Witness Howard stated the Reserve Study had found that continuing the storm reserve mechanism at a target of $800,000 was reasonable and appropriate considering the potential for future storms. (TR 621-622) Witness Howard testified that witness Schultz instead used “a few periods of historical data to base his entire conclusion that the current Storm Damage Reserve balance is adequate for future periods.” (TR 622) Witness Howard asserted that witness Schultz’s testimony ignored the purpose of the Commission-required Reserve Study and only used select storm data as a predictor of future storm damage to the Company’s system. (TR 622) Witness Howard also testified that Florida is a hurricane-prone state, and FCG must plan and prepare for storms that may impact its service areas and facilities. (TR 622-623)
Based on the conclusions of the Reserve Study, staff believes the storm reserve mechanism should be continued at a target of $800,000, as approved in the 2018 Settlement Agreement. The historic storm data laid out by witness Schultz was limited in scope, only examining a 46-month period. Utilizing a 46-month period of data to predict future storm damage costs over the next ten years does not seem to be a sufficient basis. As a part of the Reserve Study’s analysis, hurricane data from 1900 to 2017 was used, as well as information from other sources such as the National Oceanic and Atmospheric Administration. The Reserve Study estimated that the Company’s expected annual cost due to storm damage was $190,000, although the annual cost could be as high as $2,500,000, compared to $15,164 as calculated by witness Schultz. Thus, the Reserve Study relied on a more expansive amount of data to reach its conclusions, which supported the reserve target of $800,000. Staff does not believe any persuasive information was presented that warrants discontinuing FCG’s previously approved storm reserve mechanism or modifying the annual storm damage accrual and target reserve amounts. Further, if the Company’s storm damage accrual and target reserve amounts remain in place as approved in the 2018 Settlement Agreement, there is no incremental increase in cost to customers.
CONCLUSION

Staff recommends continuation of FCG’s Storm Damage Reserve provision as included in the 2018 Settlement Agreement and consistent with Commission Rule 25-7.0143, F.A.C., with no change to the annual storm damage accrual of $57,500 and target reserve amount of $800,000.




[bookmark: _Toc127535439]Issue 46:	 
 Is a Parent Debt Adjustment pursuant to Rule 25-14.004, Florida Administrative Code, appropriate, and if so, what is the appropriate amount?
Recommendation: 
 No, a parent debt adjustment pursuant to Rule 25-14.004, Florida Administrative Code, is not appropriate. (Cicchetti, D. Buys) 
Position of the Parties
FCG: 
 No.  Upon FCG’s 2018 acquisition by FPL, there was no significant change in FCG’s total per book capital structure value and the initial investment and resulting goodwill to acquire FCG is maintained at FPL as non-utility investment.  Further, FCG receives all of its debt and equity from FPL pursuant to Commission-approved Financing Applications.  FCG has proposed a 2023 Test Year financing capital structure equal to FPL’s, which consists of 59.6% common equity and 40.4% debt over investor sources.  As such, no additional interest expense tax benefit exists at the parent level and no parent debt adjustment is appropriate. (Campbell)
OPC: 
 Yes, a Parent Debt Adjustment is appropriate and is required by Rule 25-14.004, F.A.C. in this case. OPC Witness Schultz addresses this issue in his testimony and exhibits including, but not limited to, Schedules C and C-12. The Commission should approve a Parent Debt Adjustment of $382,452.
FEA: 
 No position.
FIPUG: 
 Adopt position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG witness Campbell testified that FCG has received 100 percent of its debt and equity financing from FPL’s pool of funds and that pool of funds was available based on FPL’s capital structure. Given this fact, a parent debt adjustment is not applicable in this case as the parent company, FPL, holds a lower percentage of debt in its capital structure than FCG, and therefore no additional interest expense tax benefit exists at the parent company level. Furthermore, FCG has proposed a 2023 test year financing capital structure equal to the capital structure of FCG’s parent, FPL, which consists of 59.6 percent common equity and 40.4 percent debt as a percentage of investor sources of funds. (TR 1112-1113)
 
OPC
OPC argued the issue is simple. The Commission has an effective, valid rule 25-14.004, F.A.C. (PDA Rule) that is not subject to waiver (requested or granted pursuant to Section 120.542, F. S.) which mandates the required application of the PDA Rule unless the utility rebuts the presumption that debt of the parent may be invested in the equity of the subsidiary. (OPC BR 50) OPC further argued that the overwhelming evidence is that debt is affirmatively shown to be embedded in FPL’s investment in FCG and Federal income tax expense should be reduced by $382,452. (EXH 46, Schedule C-12; OPC BR 54)
FEA
FEA did not provide an argument. (FEA & FIPUG BR 22)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 22)
ANALYSIS
The parent debt adjustment provides that the income tax expense of a regulated utility will be adjusted to reflect the tax benefit of the interest expense of the parent company where the parent company’s debt may be invested in the equity of the regulated utility and both join in the filing of a consolidated income tax return. The premise that debt issued by the parent is invested in the equity of the subsidiary presumes double leverage exists. Leverage exists when debt is used, at least in part, to finance assets. As long as the firm overall earns more than the after-tax cost of debt, shareholder returns are increased, i.e., levered. Double leverage is presumed to exist when a parent company issues debt and some or all of that debt is assumed to be invested in a subsidiary that also issues its own debt, i.e., the leverage is doubled.

NextEra Energy transferred FCG to FPL on July 29, 2018. Upon acquisition by FPL, there was no significant change in FCG’s total per book capital structure value as inherited from Southern Gas Company, on a Commission-regulated basis. (TR 1111) FCG has proposed a 2023 test year capital structure equal to the capital structure of FCG’s parent, FPL, which consists of investor sources of funds of 59.6 percent common equity and 40.4 percent debt. (TR 1112-1113) 
FCG does not issue its own debt or equity in the marketplace. (TR 1113) Because FCG does not issue its own debt, there is no double leverage. In the instant case, FCG has petitioned, and staff is recommending, that because FCG does not issue its own debt or equity in the marketplace, it is reasonable to allocate FPL’s investor sources of funds, debt and equity, to FCG for the purpose of setting FCG’s rates. This approach recognizes that FPL’s investor sources of funds are FCG’s investor sources of funds. Because the investor sources of funds, and in essence, the capital structures, are one and the same, the debt of FPL is not invested in the equity of FCG and a parent debt adjustment is neither necessary nor appropriate under the PDA Rule.
CONCLUSION

FCG does not issue its own debt or equity in the marketplace. (TR 1113) Because FCG does not issue its own debt, there is no double leverage. In the instant case, FCG has petitioned, and staff is recommending, that because FCG does not issue its own debt or equity in the marketplace, it is reasonable to allocate FPL’s investor sources of funds, debt and equity, to FCG for the purpose of setting FCG’s rates. This approach recognizes that FPL’s investor sources of funds are FCG’s investor sources of funds. Because the investor sources of funds, and in essence, the capital structures, are one and the same, the debt of FPL is not invested in the equity of FCG and a parent debt adjustment is neither necessary nor appropriate under the PDA Rule.

[bookmark: _Toc127535440]Issue 47:	 
 What is the appropriate annual amount and amortization period for Rate Case Expense?
Recommendation: 
 The appropriate annual amount of Rate Case Expense should be reduced by $27,570 to result in a total Rate Case Expense of $470,209. The appropriate amortization period is four years. (Hinson)
Position of the Parties
FCG: 
 As shown in Exhibit LF-7, the appropriate annual amount of FCG’s rate case expense is $470,209.  The appropriate amortization period is four years. (Fuentes)
OPC: 
 OPC Witness Schultz addresses this issue in his testimony and exhibits including, but not limited to, Schedule C-8. Rate case expense should be amortized over four years. The appropriate annual amount of rate case expense should be reduced by $142,785.
FEA: 
 Brian Collins’ testimony provides that the appropriate amount for rate case expense should be the amount approved in the prior rate case adjusted for inflation, or approximately $1.427 million.  This would lower FCG’s amortization expense by $141,000 and lower the deferred rate case expenses in rate base in 2023 by approximately $494,000.
FIPUG: 
 Join position of FEA.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG stated that an update to its estimated Rate Case Expense reflected a reduction in rate case expense of $0.1 million from the original filing estimate $1.9 million. (FCG BR 72; EXH 102). The Company stated that consistent with its 2018 Settlement Agreement, it requested a four-year amortization period for Rate Case Expense, resulting in an annual amortized amount of $470,209. (TR 794; FCG BR 73) FCG pointed out that no parties opposed the four-year amortization period. (TR 815; FCG BR 73)

FCG opined that the primary driver of Rate Case Expense is the amount of work involved to litigate the case. (TR 809; FCG BR 73). FCG stated that it took a bottom-up approach to estimate the work involved to prepare, file, and litigate this rate case. (FCG BR 73).  The Company then explained this estimate was benchmarked against work and time involved in Docket No. 20210015-EI, as well as in Docket No. 20170179-GU and Docket No. 20200051-GU. (FCG BR 73). The Company explained that it is important to remember the amount of work involved with a rate case is due to factors largely out of the control of the Company. (TR 815; FCG BR 73).

FCG asserted that its decision to include FPL affiliate support was not to replace FCG’s in-house resources, but instead to support a wide array of services necessary for a rate case. As a result, OPC witness Schultz’s and FEA witness Collins’ recommendations to limit the amount of Rate Case Expense is unsupported and without merit. (TR 815; FCG BR 75)
OPC
OPC stated that the test year costs have increased by $769,350 or 62.97 percent over the costs from Docket No. 20170179-GU. (TR 317; OPC BR 54) OPC then stated that while the scope of the study has increased, the requested amount is still excessive. (TR 318; OPC BR 55). OPC asserted that the $1,564,981 FPL replacement cost is unwarranted. (TR 318; OPC BR 55). OPC pointed out that these costs are higher than the benchmark Rate Case Expense of $1,476,260 applicable to Docket No. 20170179-GU. (OPC BR 55; EXH 46). OPC stated an additional concern over the fact that the Company failed to take advantage of the Proposed Agency Action method and asserted FCG’s choice to do so burdened customers and benefited shareholders. (TR 318-319; OPC BR 55). 

FEA
FEA witness Collins testified that the Rate Case Expense is over $700,000 more and 63 percent higher than expenses for FCG’s previous rate case. He also asserted that the increase was not justified. (TR 520, TR 537; FEA & FIPUG BR 23) FEA witness Collins stated that the lions-share of costs come from FPL’s affiliate support; however, FCG does not demonstrate what support FPL provided and why this level of support was not needed in earlier rate cases. (TR 538; FEA & FIPUG BR 23) FEA witness Collins argued that the Commission should limit FCG’s rate case to previously approved amounts with an adjustment for inflation or $1.427 million. FEA stated that this would lower amortization expense by approximately $141,000 and lower the deferred Rate Case Expense in rate base by approximately $494,000. (TR 520, TR 537; FEA & FIPUG BR 23)

FIPUG
FIPUG joined the argument of FEA. (FEA & FIPUG BR 22-23)
ANALYSIS
FCG’s initial filing of Rate Case Expense was $1,991,116. (EXH 107) OPC argued that the amount of rate case expense was excessive and unnecessary, being that FCG’s requested costs were higher than its eliminated costs. (TR 318; OPC BR 55) OPC witness Schultz stated that FCG’s decision to ignore a streamlined regulatory approach, the Proposed Agency Action method, designed by the Legislature to benefit customers was an attempt by FCG to benefit its shareholders and a failure to assist FCG customers. (TR 319) FEA suggested that the Rate Case Expense be the same amount for FCG’s last rate case, adjusted for inflation, resulting in an approximate total of $1.427 million. FEA asserted that FCG did not demonstrate which services were provided by FPL’s affiliate support, causing the 63 percent increase in Rate Case Expense. (TR 520, TR 537; FEA & FIPUG BR 23) Because of this, FEA stated that the amount is unjustified. (TR 537-538) 
FCG stated that arguments made by OPC and FEA are without merit and unreasonable due to the nature of the costs associated with a fully litigated rate case. (TR 815; FCG BR 75) Through discovery, FCG updated the amount of Rate Case Expense, lowering the total amount of Rate Case Expense by $110,280, resulting in the updated amount of $1,880,836. The components of the Company’s estimated Rate Case Expense are reflected in the table below. 
Table 47-1
Rate Case Expense
	Category
	Initial Filing
	Revised

	Depreciation Study/Witness
	$157,862
	$107,000

	ROE Witness
	$60,000
	$60,000

	Legal
	$150,000
	$67,040

	FPL
	$1,564,981
	$1,530,518

	NEER
	
	$1,274

	Traveling/Hearing Expenses
	$18,200
	$53,387

	Temporary Services
	
	$7,862

	Other
	$40,073
	$53,755

	Total
	$1,991,116
	$1,880,836


Source: EXH 107
Staff has examined the requested actual and estimated expenses, along with supporting documentation, and believes these expenses are reasonable for a rate case on the hearing track. FCG also requested a four-year amortization period. The four-year amortization period requested by FCG is not disputed by any of the intervenors, and staff believes it is reasonable. 
CONCLUSION
The appropriate annual amount of Rate Case Expense is $470,209. The appropriate amortization period is four years. 





[bookmark: _Toc127535441]Issue 48:	 
 Should an adjustment be made to Uncollectible Accounts and for Bad Debt in the Revenue Expansion Factor?
Approved Type II Stipulation: 
 No. 



[bookmark: _Toc127535442]Issue 49:	 
 What is the appropriate amount of projected test year O&M expenses?
Recommendation: 
 The appropriate amount of projected test year O&M expense is $25,497,650. (Hinson)
Position of the Parties
FCG: 
 As reflected in Exhibit LF-11, the appropriate amount of O&M Expense is $25,445,071 (adjusted) for the 2023 projected test year.  If the Commission does not adopt the RSAM as part of FCG’s four-year rate proposal, the appropriate amount of O&M Expense for the 2023 projected test year is also $25,445,071 (adjusted) as reflected on Exhibit LF-12. (Howard, Campbell)
OPC: 
 OPC Witness Schultz addresses this issue in his testimony and exhibits including, but not limited to, Schedule C. The total amount of O&M expense, including removal of AMI O&M in the amount of $20,000, should be reduced to no more than $23,174,085. AMI O&M expense should be removed from the projected test year since the Commission should not grant FCG’s request to burden customers with the cost of this experimental program. OPC Witness Schultz addresses this in his testimony and exhibits including, but not limited to, Schedule C-7.
FEA: 
 No position.
FIPUG: 
 Adopt position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG’s O&M expenses have increased by $5.8 million in the 2023 Test Year revenue requirement. FCG stated that approximately $2.4 million of the increase in operating costs is attributable to inflation. (TR 579; TR 1061) The remainder of the additional increase is due to customer growth, system expansion, increased damage prevention efforts, and implementation of certain technologies and initiatives that are necessary to continue to provide safe and reliable natural gas service. (FCG BR 76)

OPC
OPC argued that it would be inappropriate for customers to pay for the experimental AMI program, considering FCG was not able to provide proof of how FCG customers will benefit from the program. (OPC BR 56) OPC also noted that even though FCG claimed there would be costs savings, FCG was unable to support this claim. (OPC BR 57)
FEA
FEA did not provide an argument. (FEA & FIPUG BR 24)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 24)
ANALYSIS
This is a fallout issue. Based on staff’s recommendations in previous issues, the appropriate amount of projected test year O&M expense is $25,497,650. 
CONCLUSION
The appropriate amount of projected test year O&M expense is $25,497,650. 





[bookmark: _Toc127535443]Issue 50:	 
 Should any adjustments be made to the amounts included in the projected test year for amortization expense associated with the acquisition adjustment?
Recommendation: 
 Consistent with staff’s recommendation to disallow the acquisition adjustment, amortization expense should be decreased by $721,894. (Snyder)
Position of the Parties
FCG: 
 No.  The permanence of the AGLR acquisition adjustment has already been resolved in Docket No. 20170179-GU.  Inclusion of the AGLR acquisition adjustment in base rates is consistent with the treatment of other assets that FCG had on its books when it became a subsidiary of FPL.  Therefore, there is no need to adjust the AGLR acquisition adjustment and amortization.  FCG included the $21.7 million AGLR acquisition adjustment and related accumulated amortization of $13.5 million in rate base, and $0.7 million of amortization expense in FCG’s test year net operating income.  This treatment is consistent with the 2018 Settlement Agreement. (Fuentes)
OPC: 
 Yes, amortization expense associated with the acquisition adjustment in the amount of $721,894 should be removed.
FEA: 
 No position.
FIPUG: 
 Adopt position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG stated that OPC recommended that the amortization expense associated with the previously approved AGLR acquisition adjustment should be disallowed on the basis that the AGLR acquisition adjustment did not survive FCG’s acquisition by FPL. (FCG BR 76) For reasons explained in Issue No. 15, FCG contends that OPC’s recommended adjustment should be rejected. (FCG BR 76; TR 288)
OPC
OPC stated that, as demonstrated in Issue 15, Commission policy does not allow for an acquisition adjustment resulting from a prior transaction to survive a subsequent purchase. Accordingly, no amortization of the acquisition adjustment can be included in test year expenses. See argument on Issue 15. (OPC BR 57)

FEA
FEA did not provide an argument. (FEA & FIPUG BR 24)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 24)
ANALYSIS
As addressed in Issue 15, staff recommended the disallowance of the acquisition adjustment associated with AGLR’s acquisition of FCG. Therefore, the corresponding amortization expense should be disallowed. Amortization expense should be decreased by $721,894 in the projected test year.
CONCLUSION
Consistent with staff’s recommendation to disallow the acquisition adjustment, amortization expense should be decreased by $721,894 in the projected test year.





[bookmark: _Toc127535444]Issue 51:	 
 What is the appropriate amount of Depreciation and Amortization Expense for the projected test year?
Recommendation: 
 The appropriate amount of Depreciation and Amortization Expense for the projected test year is $19,779,288. (Hinson)
Position of the Parties
FCG: 
 As reflected on MFR A-4 (with RSAM), the appropriate amount of Depreciation and Amortization expense with RSAM is $17,316,572 (adjusted) for the 2023 Test Year.  If the Commission does not adopt the RSAM as part of FCG’s four-year rate proposal, the appropriate amount of Depreciation and Amortization expense without RSAM is $20,501,181 (adjusted) for the 2023 Test tear as reflected on MFR A-4. (Fuentes)
OPC: 
 The total amount of Depreciation and Amortization Expense should be reduced to no more than $18,189,244, after making the adjustments identified in lines 18-22 of Exhibit 46, Schedule C, page 2 of 2.
FEA: 
 No position.
FIPUG: 
 Adopt position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG argued that OPC’s depreciation parameters as explained in previous issues should be rejected. (TR 322; FCG BR 77) Thus, FCG stated that OPC’s associated Depreciation and Amortization Expense should also rejected. (FCG BR 77).

OPC
OPC stated the total amount of Depreciation and Amortization Expense should be reduced to no more than $18,189,244 based on OPC’s recommended adjustments. (OPC BR 33; EXH 46)

FEA
FEA did not provide an argument. (FEA & FIPUG BR 24)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 24)
ANALYSIS
This is a fallout issue. Based on staff’s recommendation in Issue 5 regarding the Company’s Depreciation Study and Issue 50 regarding the requested acquisition adjustment amortization expense, the appropriate amount of Depreciation and Amortization Expense for the projected test year is $19,779,288.
CONCLUSION
The appropriate amount of Depreciation and Amortization Expense for the projected test year is $19,779,288. 





[bookmark: _Toc127535445]Issue 52:	 
 What is the appropriate amount of projected test year Taxes Other than Income?
Recommendation: 
 Staff recommends that Taxes Other than Income (TOTI) be reduced by a total of $543,184. As such, the appropriate amount of TOTI for the projected test year is $5,843,427. (Hinson)
Position of the Parties
FCG: 
 As reflected on MFR A-4 (with RSAM), the appropriate amount of Taxes Other Than Income Taxes is $6,386,610 (adjusted) for the 2023 projected test year.  If the Commission does not adopt the RSAM as part of FCG’s four-year rate proposal, the appropriate amount of Taxes Other Than Income Taxes is also $6,386,610 (adjusted) as reflected on Exhibit LF-12. (Campbell, Fuentes)
OPC: 
 OPC Witness Schultz addresses this issue in his testimony and exhibits including, but not limited to, Schedule C. The total amount of Taxes Other than Income should be reduced to no more than $6,263,843, after the payroll tax adjustment of $122,767. See also Issue 39.
FEA: 
 No position.
FIPUG: 
 Adopt position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG stated that because OPC’s recommended adjustment to head count for the 2023 Test Year should be rejected, OPC’s flow through adjustment (payroll tax) to Taxes Other Than Income Taxes should also be rejected. (FCG BR 77)

OPC
OPC witness Schultz addressed this issue in his testimony and exhibits. (OPC BR 57). The total amount of Taxes Other than Income should be reduced to no more than $6,263,843, after the payroll tax adjustment of $122,767. (OPC BR 57)

FEA
FEA did not provide an argument. (FEA & FIPUG BR 24)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 24)
ANALYSIS
In MFR Schedule G-6, FCG states that property tax was projected by multiplying a composite millage rate of 1.8 percent by the net plant at year end. (EXH 7) Through discovery, FCG provided a more detailed calculation of the methodology used to estimate property taxes. (EXH 145) The Company additionally provided updated property tax expense for 2022, which reflected a $1.1 million disparity between the actual and projected expense for 2022. (EXH 146) Staff believes this large of a disparity warrants an adjustment to update the Company’s estimated property tax expense to include the actual data for 2022. Using FCG’s methodology, staff included the actual taxable value and composite tax rate from 2022 to recalculate the estimated 2023 property tax expense. This results in a decrease of $510,886. 
Based on staff’s recommendation in previous issues, additional corresponding adjustments to TOTI are necessary. An adjustment to LES revenue in Issue 3 results in an increase of $777 for corresponding regulatory assessment fees (RAFs). A reduction to forecasted miscellaneous revenue in Issue 35 results in a decrease of $80 for corresponding RAFs. A reduction to incentive compensation in Issue 35, results in a corresponding reduction of $32,995 to payroll taxes. Therefore, staff recommends that TOTI be reduced by a total of $543,184. As such, the appropriate amount of TOTI for the projected test year is $5,843,427. 
CONCLUSION
Staff recommends that TOTI be reduced by a total of $543,184. As such, the appropriate amount of TOTI for the projected test year is $5,843,427. 





[bookmark: _Toc127535446]Issue 53:	 
 What is the appropriate amount of projected test year Income Tax Expense?
Recommendation: 
 The appropriate amount of projected test year Income Tax Expense, including current and deferred income taxes and interest synchronization is $1,176,567. (Gatlin) 
Position of the Parties
FCG: 
 As reflected on Exhibit LF-11, the appropriate amount of Income Taxes Expense with RSAM is $1,804,203 (adjusted) for the 2023 Test Year.  If the Commission does not adopt the RSAM as part of FCG’s four-year rate proposal, the appropriate amount of Income Taxes Expense without RSAM is $964,255 (adjusted) for the 2023 Test Year as reflected on Exhibit LF-12. (Fuentes)
OPC: 
 OPC Witness Schultz addresses this issue in his testimony and exhibits including, but not limited to, Exhibit 46, Schedule C. The appropriate amount of income tax expense is no more than $241,372.
FEA: 
 No position.
FIPUG: 
 Adopt position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG stated that the appropriate amount of Income Tax Expense for the projected test year is $1,804,203 with the RSAM, and $964,255 without RSAM. (FCG BR 77-78; EXH 112) FCG noted that OPC’s recommended adjustment to increase Income Tax Expense for the projected test year by $1.4 million, as reflected in OPC witness Schultz’s testimony. (FCG BR 78; TR 322) FCG argued that OPC’s recommended increase is based on the proposed adjustments to net operating income, which should be rejected, as addressed in previous issues. (FCG BR 78)
OPC
OPC stated that the appropriate amount of Income Tax Expense is no more than $241,372, as addressed by OPC witness Schultz. (OPC BR 58; EXH 46, P12) OPC’s recommended amount of Income Tax Expense does not include $1,530,280 of deferred income tax as reflected in witness Schultz’s Exhibit 46. (EXH 46, P12)
FEA
FEA did not provide an argument. (FEA & FIPUG BR 24)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 24)

ANALYSIS
This is a fallout issue. Based on staff’s recommendations in previous issues, the appropriate amount of projected test year Income Tax Expense, including current and deferred income taxes and interest synchronization, is $1,176,563, as reflected in the table below.
Table 53-1
Staff Adjusted Income Tax Expense
	MFR Amount Requested
	$792,742

	Staff Adjustments:
	

	Interest Synchronization Adjustment
	$36,286

	Fall-Out Adj Federal Income Taxes
	273,843

	Fall-Out Adj State Income Taxes
	73,695

	Total Staff Adjustments
	$383,825

	
	

	Staff Adjusted Amount
	$1,176,567


Source: EXH 7, MFR G Schedules; Staff Calculations
CONCLUSION
Based on staff’s recommendations, the appropriate amount of projected test year Income Tax Expense, including current and deferred income taxes and interest synchronization, is $1,176,567.



[bookmark: _Toc127535447]Issue 54:	 
 What is the appropriate amount of Total Operating Expenses for the projected test year?
Recommendation: 
 The appropriate amount of Total Operating Expenses for the projected test year is $52,296,931. (Hinson)
Position of the Parties
FCG: 
 As reflected on Exhibit LF-11, the appropriate amount of Total Operating Expenses with RSAM is $50,952,456 (adjusted) for the 2023 projected test year.  If the Commission does not adopt the RSAM as part of FCG’s four-year rate proposal, the appropriate amount of Total Operating Expenses without RSAM is $53,297,118 (adjusted) for the 2023 Test Year as reflected on Exhibit LF-12. (Campbell, Fuentes)
OPC: 
 OPC Witness Schultz addresses this issue in his testimony and exhibits including, but not limited to, Exhibit 46, Schedule C. The Total amount of Operating Expenses should be reduced to no more than $49,398,824.
FEA: 
 No position.
FIPUG: 
 Adopt position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG Stated that OPC’s recommended reduction to the Total Operating Expenses is based on OPC witness Schultz’s proposed adjustments to the individual components of net operating income, which should be rejected for the reasons stated in Issue Nos. 32-53. (FCG BR 78; EXH 46)

OPC
OPC witness Schultz addressed this issue in his testimony and exhibits including, but not limited to, Exhibit 46, Schedule C. (OPC BR 58; EXH 46). Total Operating Expenses should be reduced to no more than $49,398,824. (OPC BR 58; EXH 46)

FEA
FEA did not provide an argument. (FEA & FIPUG BR 24)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 24)


ANALYSIS
This is a fallout issue. Based on staff’s recommendations in previous issues, the appropriate amount of Total Operating Expenses for the projected test year is $52,296,931. 
CONCLUSION
The appropriate amount of Total Operating Expenses is $52,296,931. 



[bookmark: _Toc127535448]Issue 55:	 
 What is the appropriate amount of Net Operating Income for the projected test year?
Recommendation: 
 The appropriate amount of Net Operating Income for the projected test year is $12,427,937. (Hinson)
Position of the Parties
FCG: 
 As reflected on Exhibit LF-11, the appropriate amount of Net Operating Income with RSAM is $13,772,412 (adjusted) for the 2023 Test Year.  If the Commission does not adopt the RSAM as part of FCG’s four-year rate proposal, the appropriate amount of Net Operating Income without RSAM is $11,427,750 (adjusted) for the 2023 Test Year. (Campbell, Fuentes)
OPC: 
 OPC Witness Schultz addresses this issue in his testimony and exhibits including, but not limited to, Exhibit 46, Schedule C. The total amount of Net Operating Income should be increased to at least $15,342,115. In addition, OPC believes that because revenue projections are understated and the Company has already recovered over $11,596,631 from ratepayers for the LNG facility not yet used and useful, a credit should be reflected to prevent a double recovery of the plant cost once it is put into service.
FEA: 
 No position.
FIPUG: 
 Adopt position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG argued that OPC’s recommended increase to Net Operating Income is based on OPC witness Schultz’s proposed adjustments to the individual components of net operating income, which should be rejected for the reasons stated in previous issues. (FCG BR 79)

OPC
OPC stated that Net Operating Income should be increased to at least $15,342,115. (OPC BR 58) OPC also claimed that a credit should be reflected to prevent a double recovery of the plant cost for the LNG facility because revenue projections are understated, and the Company has already recovered $11,596,631 from ratepayers for the unused facility. (OPC BR 58).

FEA
FEA did not provide an argument. (FEA & FIPUG BR 25)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 25)


ANALYSIS
This is a fallout issue. Based on staff’s recommendations in previous issues, the appropriate amount of Net Operating Income for the projected test year is $12,427,937. 
CONCLUSION
The appropriate amount of Net Operating Income for the projected test year is $12,427,937. 





[bookmark: _Toc125364041][bookmark: _Toc127535449]Revenue Requirements	
[bookmark: _Toc127535450]Issue 56:	 
 What are the appropriate revenue expansion factor and the appropriate net operating income multiplier, including the appropriate elements and rates for FCG?
Approved Type II Stipulation: 
 As reflected in MFR G-4, the revenue expansion factor and net operating income multiplier for the 2023 projected test year is 73.9255 and 1.3527, respectively. 



[bookmark: _Toc127535451]Issue 57:	 
 What is the appropriate annual operating revenue increase for the projected test year?
Recommendation: 
 The appropriate annual operating revenue increase for the projected test year is $26,454,304. This amount includes an incremental base rate increase of $16,635,469 and revenue associated with the transfer of SAFE investments and the LNG facility. (Gatlin) 
Position of the Parties
FCG: 
 As reflected in Exhibit LF-11, the appropriate test year annual operating revenue increase with RSAM is $28.3 million, which includes an incremental increase of $18.8 million, the previously approved increase of $3.8 million for the LNG Facility, and $5.7 million to transfer the SAFE investments from clause to base.  As reflected in LF-12, if the Commission does not adopt the RSAM, the appropriate test year annual operating revenue increase without RSAM is $31.3 million, which includes an incremental increase of $21.5 million, the increase of $3.8 million for the LNG Facility, and $6.0 million to transfer the SAFE investments. .(Fuentes)
OPC: 
 The Commission should authorize a base rate revenue increase of no more than $4,805,981. This increase should be reduced to reflect the impact of revenue projections being understated and to reflect the impact of the Company having already recovered over $11,596,631 from ratepayers for the LNG facility not yet used and useful by means of a credit to prevent a double recovery of the plant cost once it is put into service.
FEA: 
 No position.
FIPUG: 
 Adopt position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG requested a four-year rate plan that included an RSAM with a total base rate revenue increase of $28.3 million based on the projected 2023 test year, which included: an incremental base rate revenue requirement of $18.8 million, a previously approved increase of $3.8 million for the LNG facility, and $5.7 million to transfer the SAFE investments from clause recovery to base rates.  (FCG BR 79; TR 828; EXH 111)  FCG recognized that the Commission may decline the four-year rate plan with an RSAM and if that is the case then the total base revenue increase for the projected 2023 test year is $31.3 million with an incremental revenue increase of $21.5 million based on the depreciation rates determined by the 2022 depreciation study prepared by FCG. (FCG BR 80; TR 828; EXH 112) FCG argued that the proposed four-year rate plan with RSAM and incremental increase of $18.8 million will provide rate stability and certainty to customers, as such providing customers with savings and benefits lasting all four years, as explained in more detail in Issue No. 67. (FCG BR 80; TR 1064-1065; TR 1091)
FCG stated that it has earned below the bottom of the current authorized ROE range since the previous rate case and without base rate relief FCG will continue to earn below the current authorized ROE range. (FCG BR 80; TR 787-788; TR 1088) By FCG not earning in the authorized ROE range, FCG has not been fully recovering its reasonable and prudent costs of providing service to its customers. (FCG BR 80; TR 787-788) FCG stated that inflation, interest rates, capital costs, and overall market risk are not only higher since its last base rate case, but also greater than since FCG filed this base rate case on May 31, 2022. (FCG BR 80; TR 140-142) 
OPC proposed a total base revenue increase of no more than $4,805,981, based on OPC witness recommended adjustments; FCG asserted that those recommended adjustments should not be considered based on explanations provided in Issue Nos. 1-56. (FCG BR 80; TR 277) FCG asserted that the recommended increase by OPC would not allow FCG to earn at the bottom end of its current authorized ROE range and therefore would not allow FCG to earn within the proposed 2023 ROE range. (FCG BR 81; TR 787-788; TR 1088)
OPC
OPC stated that the base rate revenue increase should be no more than $4,805,981. (OPC BR 58; EXH 46) OPC argued that the increase should be reduced due to the impact of revenue projections being understated and to reflect that the Company already recovered over $11,596,631 from customers for the LNG facility. (OPC BR 58; EXH 46)
FEA
FEA did not provide an argument. (FEA & FIPUG BR 25)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 25)
ANALYSIS
This is a fallout issue. Based on staff’s recommendations in previous issues, the appropriate total annual operating revenue increase for the projected test year is $26,454,304, as reflected in the table below.
Table 57-1
Staff’s Recommended Annual Operating Revenue Increase
	Operating Revenue Increase
	$26,454,304

	LNG Revenue
	(3,828,493)

	Transfer of SAFE Investments
	(5,990,342)

	Incremental Revenue Increase
	$16,635,469


    Source: EXH 112
CONCLUSION
The appropriate annual operating revenue increase for the projected test year is $26,454,304. This amount includes an incremental increase of $16,635,469 and revenue associated with the transfer of SAFE investments and the LNG facility.

[bookmark: _Toc125364044][bookmark: _Toc127535452]Cost of Service and Rate Design	
[bookmark: _Toc127535453]Issue 58:	 
 Is FCG’s proposed cost of service study appropriate and, if so, should it be approved for all regulatory purposes until base rates are reset in FCG’s next general base rate proceeding?
Recommendation: 
 Yes, FCG’s proposed cost of service study is appropriate and should be approved for all regulatory purposes until base rates are reset in FCG’s next general base rate proceeding. Within seven business days of today’s vote, the Company should be required to file a revised cost of service and tariffs to reflect the Commission-approved revenue increase.  (Hampson)
Position of the Parties
FCG: 
 Yes, FCG’s cost of service study is appropriate and consistent with the methodologies utilized by the Company in prior rate cases.  The Company’s study also follows the presentation format contained in the H Schedules of the prescribed MFR forms. (DuBose)
OPC: 
 No position.
FEA: 
 No. Brian Collins’ testimony provides that FCG’s class cost of service study (“CCOSS”) is not appropriate.  Furthermore, the CCOSS does not accurately reflect class cost causation because it uses the P&A method to allocate the cost of mains to customer classes and also fails to classify and allocate any distribution mains costs on a customer basis.
FIPUG: 
 Join position of FEA.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG argued in its brief that the Company’s cost of service study (COSS) utilizes the same cost classification methodology used in its previous three rate cases (2000, 2003, and 2018) and that the Peak and Average (P&A) cost allocation methodology is consistent with and required by MFR Schedule H. (FCG BR 81) FCG stated in its brief that FEA and FIPUG, which represent a handful of commercial and industrial (C&I) customers, oppose FCG’s COSS and recommend that the Commission accept the COSS proposed by FEA witness Collins. (FCG BR 82) FCG further argued that FEA witness Collins’ proposed COSS would significantly shift costs from C&I classes to the residential customer classes if adopted. (FCG BR 82) 
FCG contended that the primary difference between its proposed COSS and the COSS proposed by FEA is that the Company used the P&A methodology, whereas witness Collins proposed allocating distribution mains based on design day demand and number of customers. (FCG BR 82) FCG further asserted that witness Collins’ proposal is essentially a minimum distribution system allocation. (FCG BR 82)  FCG explained that FEA’s proposal related to design day may be appropriate for a utility located in a colder climate where winter peaks occur due to residential gas heating load. (FCG BR 83). FCG, however, serves 49 percent of its customers in Miami, and therefore FCG’s system is not as peak sensitive as a gas utility in a colder climate. (FCG BR 83).
Additionally, FCG stated that although residential customers make up to 93 percent of its customers, residential customers flow 14 percent of the gas while C&I customers flow 86 percent of the gas on FCG’s system on an annual basis. (FCG BR 83). FCG asserted that the allocation method proposed by FEA would inappropriately shift costs away from the C&I customers who use FCG’s system the most during the year to residential customers who use it the least. (FCG BR 83) FCG argued FEA’s proposal does not account for the actual utilization of the mains by different classes of customers. (FCG BR 83) The Company stated that: 
Despite the fact that the C&I customers’ use of the FCG system is over six times that of the residential customers, FEA witness Collins’ cost of service would allocate 70 percent of the total revenue requirements to the residential customers while only 29 percent would be assigned to the C&I classes. (FCG BR 83)
FCG further noted that the Company’s COSS assigns 37 percent of costs to residential customers and 62 percent to the C&I classes. (FCG BR 83) FCG argues that its proposed cost allocation methodology better reflects how customers use FCG’s system than FEA’s proposed methodology and is more consistent with cost causation theory, considering that the actual usage of the system by residential classes is 14 percent and the actual usage of the system by C&I customer classes is 86 percent. (FCG BR 83-84) Finally, FCG argued that FEA also overlooks that the P&A cost allocation methodology has been widely used by investor-owned natural gas utilities in Florida, including FCG, Peoples Gas System, and Florida Public Utilities. (FCG BR 84)
OPC
OPC did not provide an argument. (OPC BR 59)
FEA
FEA argued in its brief that FCG’s cost of service study is flawed because: (1) it does not reflect cost causation, (2) FCG’s P&A method is not a traditional P&A method, and (3) FCG’s P&A method improperly allocated the costs of distribution mains to customer classes primarily on a volumetric basis and fails to classify and allocate any distribution mains costs on a customer basis. (FEA & FIPUG BR 26) FEA contended that in order to correct these flaws, the Company should classify mains on both a demand and customer basis. (FEA & FIPUG BR 26) Specifically, FEA explained in its brief that the demand component should be allocated to classes based on the design day demand and the customer component should be allocated to the classes based on the number of customers in each class. (FEA & FIPUG BR 26)
FEA emphasized in its brief that a fundamental question when selecting a COSS is whether the methodology reflects cost causation. (FEA & FIPUG BR 26). Accordingly, FEA witness Collins testified that when a gas utility installs a new distribution main to expand capacity on its system, it must consider customers’ demand on a system peak day, or design day, and the number of customers being served. (FEA & FIPUG BR 26-27) Thus, FEA concluded, the costs the utility incurs to provide service are driven by peak day demand and the number of customers. (FEA & FIPUG BR 27) FEA concluded that FCG’s proposed COSS is inconsistent with cost allocation since it fails to allocate costs based on how they are incurred. (FEA & FIPUG BR 27)
Witness Collins further argued that, based on his experience, in a traditional P&A cost of service study, capacity class allocators are determined by each class’s contribution to the system design day demand, weighted by (1 - system load factor) and by each class’s contribution to system annual usage, weighted by the system load factor. (FEA & FIPUG BR 28; TR 529) Witness Collins notes that instead of this methodology, FCG based the peak allocator on the monthly maximum volume of a class in the test year. (TR 529) Witness Collins contended that by using the sum of 13 months of volumes for its class P&A allocators (12 actual monthly usages plus the maximum monthly volumes), FCG is essentially allocating capacity-related costs on annual usage and not the traditional P&A method. (TR 529)
In sum, FEA asserted in its brief that the COSS provided by its witness better reflects how capacity costs are incurred, which more accurately reflects cost causation. (FEA & FIPUG BR 29)
FIPUG
FIPUG joined the arguments of FEA. (FEA & FIPUG BR 25)
ANALYSIS

FCG witness DuBose addressed FCG’s COSS in direct and rebuttal testimony. Witness DuBose explained that the purpose of the COSS is to allocate the Company’s costs among the different rate schedules based on cost causation principles. (TR 236) Witness DuBose testified that the Company followed the presentation format contained in the H schedules of the MFRs to develop its COSS. (TR 237) When developing a COSS, costs are first grouped by function (such as distribution or production), then costs are classified into the four main classifications: customer, commodity, demand, and revenue. (TR 237) 
As shown in MFR Schedule H, capacity costs include mains, regulator stations, and LNG storage. (EXH 8) Customer costs include meters, house regulators, and services. (EXH 9) Capacity- and customer-related costs represent the majority of the total cost of service.  
The next step in a COSS is the allocation of costs to the various rate classes based upon allocation factors. Witness DuBose testified that capacity costs were allocated based upon the standard P&A method applied in previous base rate cases. (TR 238) Under the P&A method, the highest monthly therm usage for each rate class (the non-coincident peak demand) and the average of the 12 months’ usage of each rate class are added. Each rate classes’ P&A sales volume as a percent of the total system sales yields the allocation factor used to allocate capacity costs. Customer costs were allocated based on the number of customers served in each class, as they are incurred to connect customers to the distribution system, meter and read their usage, and maintain their accounts. (TR 238) 
FEA witness Collins takes issue with FCG’s allocation of capacity-related costs. Witness Collins testified that FCG allocates capacity-related costs essentially based on annual usage, instead of class design day demands, which does not reflect cost causation and is not based on sound cost of service principles. (TR 529) Witness Collins asserted that by using 12 monthly usages plus the maximum monthly volumes for the class P&A allocators, FCG is allocating capacity-related costs on annual usage and not on the traditional P&A method. (TR 529) Witness Collins testified that when a gas distribution utility is considering whether to expand capacity, the key consideration is the expected demands of the customer classes on the peak day, or the design day demands. (TR 529) Witness Collins contended that it is unreasonable to allocate distribution main costs on the basis of annual usage. (TR 532)
Staff reviewed the MFRs of FCG’s three prior rate cases in 2017, 2003, and 2000 to determine how the capacity costs were allocated to the rate classes. In all three rate cases, FCG proposed and the Commission approved the P&A method, consistent with the allocation of capacity-related costs in the instant case. Staff therefore agrees with FCG’s position that the Company used the same cost classification methodology as in its previous three rate cases. In addition, FEA provided no support to justify their assertion that a traditional P&A COSS employs a different allocation than FCG’s proposed P&A methodology.
Witness Collins stated that FCG designs its system to meet the design day demands of its customer classes and must allocate some of its distribution costs based on design day demand. (TR 526) However, witness DuBose argued that while design day may be a factor in system design, the guidance provided by the National Association of Regulatory Utility Commissioners Gas Distribution Rate Design Manual acknowledges that there are other factors to consider when allocating distribution costs that are unique to each gas utility. (FCG BR 82; TR 259) Witness DuBose further stated that witness Collins’ proposal related to design day could be appropriate for a utility located in a colder climate that builds and operates its system to serve high and extended winter peaks that occur due to increased residential gas heating load. (FCG BR 83; TR 260) While staff acknowledges that there are different methodologies to allocate costs, staff believes that FCG provided a reasonable basis for continuing the P&A method, as proposed, for allocating capacity-related costs.
Witness DuBose testified that although residential customers make up 93 percent of FCG’s customers, the residential customers flow only 14 percent of the gas on an annual basis, while C&I customers flow 86 percent of the gas. (TR 260) FCG’s COSS methodology assigns 37 percent of the cost to residential customers and 62 percent to the C&I customers. (TR 261) Witness Collins allocated 70 percent of the total revenue requirement to residential customers and only 29 percent to C&I customers. (TR 260-261) Staff believes that FCG’s P&A method produces a cost allocation that more closely matches how customers utilize the distribution system. FEA’s proposed method, on the other hand, unduly shifts costs from C&I customers to residential customers. 
CONCLUSION

Based on the record, FCG’s proposed cost of service study is appropriate and should be approved for all regulatory purposes until base rates are reset in FCG’s next general base rate proceeding. Within seven business days of today’s vote, the Company should be required to file a revised cost of service and tariffs to reflect the Commission-approved revenue increase.


[bookmark: _Toc127535454]Issue 59:	 
 If the Commission grants a revenue increase to FCG, how should the increase be allocated to the rate classes?
Recommendation: 
 If the Commission grants a revenue increase to FCG, the revenue increase approved in Issue 57 should be allocated to the rate classes as shown by FCG witness DuBose in Exhibit TBD-3. FCG’s proposed revenue increase to the rate classes limits the increase in total revenues to any rate class to 1.5 times the system increase reflecting the Commission’s guidelines on gradualism and improves parity among the rate classes. (Hampson) 
Position of the Parties
FCG: 
 The increase should be allocated as shown in Exhibit TBD-3.  FCG has set the proposed revenues by rate class to improve parity among the rate classes to the greatest extent possible, while following the Commission practice of gradualism and considering the competitive nature of the natural gas industry. (DuBose)
OPC: 
 No position.
FEA: 
 Brian Collins’ testimony provided that as depicted in Exhibit BCC-1 FCG’s class revenue allocation be distributed to classes using the results of his CCOS study, with no class receiving an increase greater than 1.5 times the system average increase, and with no class receiving a rate decrease.
FIPUG: 
 Join position of FEA.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG argued in its brief that the Company allocated the proposed revenues by rate class to improve parity among the rate classes as much as possible, while following the Commission’s practice of gradualism and considering the competitive nature of the natural gas industry. (FCG BR 84) FCG further asserted that the Company’s proposed rates practice gradualism, because no class would receive an increase greater than 1.5 times the system average increase in total operating revenues, including adjustment clauses. (FCG BR 84-85) 
Moreover, FCG argued that it is appropriate to consider the competitive nature of the natural gas industry when designing rates, to mitigate the potential for fuel switching and bypass. (FCG BR 85) FCG contended that moving all rate classes to parity, even when applying gradualism, could result in a disproportionate increase to certain large C&I customer classes, which could make fuel switching or bypass more economical than continuing to receive service from the Company. (FCG BR 85) FCG stated that the Company slightly reduced the proposed increase to rate classes GS-120K and GS-1250K to address the potential for fuel switching and bypass. (FCG BR 85)
Finally, FCG argued that FEA’s proposed revenue allocation should be rejected, because it relies on FEA’s proposed cost of service study methodology, as discussed in Issue 58, which is inconsistent with Commission practice and not reflective of how FCG operates and provides service to its customers. (FCG BR 86)
OPC
OPC did not provide an argument. (OPC BR 59)
FEA
In its brief, FEA stated that the Company’s class revenue allocation should be distributed to the rate classes using the results of witness Collins’ cost of service study, because the Company’s proposed cost of service study does not accurately reflect class cost causation. (FEA & FIPUG BR 29) FEA further argued that witness Collins’ class revenue allocation proposal moves each class’s revenue increase to no greater than 1.5 times the system average increase, with no class receiving a rate decrease. (FEA & FIPUG BR 29)
FIPUG
FIPUG joined the arguments of FEA. (FEA & FIPUG BR 29)
ANALYSIS

This issue addresses the allocation of the revenue increase to the various rate classes. Witness DuBose testified that FCG proposed revenues by rate class to improve parity among the rate classes to the greatest extent possible, while applying gradualism and considering the competitive nature of the natural gas industry. (TR 246) Parity is calculated by dividing the class rate of return (ROR) by the system ROR. A rate class with a parity index of 100 percent earns the same ROR as the system average and is at parity. A rate class with a parity index of less than 100 percent is below parity; a rate class above 100 percent is above parity. The ROR by rate class shows which classes are over- or under-earning relative to the system ROR, or stated differently, which class is covering their cost to serve and which class is not. Witness DuBose stated that FCG’s COSS shows that parity indices vary by rate class, with some class indices above parity while others fall below parity. (TR 248) Assessing parity at present rates provides a starting point in allocating any increase in revenue requirements.
Gradualism is a concept that is applied to prevent a class from receiving an overly-large rate increase. When a rate increase limit is imposed on a rate class, the remaining classes will have to absorb that difference. The Commission has typically applied in previous electric and natural gas rate cases the policy of limiting rate increases in total operating revenues for an individual rate class to no greater than 1.5 times the system average increase, and that no rate class receives a revenue decrease.
As witness DuBose explained, the allocation of any revenue requirement increase should be assessed in terms of its impact on the ROR and parity index for the respective rate class. (TR 246) Witness DuBose testified that FCG is requesting a 44 percent increase in total revenues for the 2023 test year. (TR 247) Under the Commission’s guideline of gradualism, any increase to a rate class would be limited to 66 percent, or 1.5 times the proposed system increase of 44 percent. (TR 247) Witness DuBose’s calculations show that, under FCG’s proposed increase, no class would receive more than a 56 percent increase, including the transfer of SAFE revenue requirements from clause to base rates and the addition of the previously approved LNG project. (TR 247; EXH 26) 
MFR Schedule H-1, with RSAM, page 2 of 6, similarly shows that no class would receive an increase of more than 56 percent, with percent increases ranging from 34 percent to 56 percent. (EXH 8) The same MFR Schedule also shows parity indexes at present and proposed rates. With the exception of the GS-120K rate class, which is discussed below, FCG has proposed revenues by rate class that improve parity to the greatest extent possible, as asserted by Witness DuBose. (TR 246)
With respect to large C&I customers, witness DuBose explained, that if natural gas service becomes uneconomical, large C&I customers can bypass FCG’s system or locate their business outside of FCG’s service territory or even the state of Florida. (TR 247) Therefore, to address the potential for fuel switching and bypass, FCG slightly reduced the proposed increases to rate classes GS-120K and GS-1250K. (TR 248) Rate class GS-120K is available to non-residential customers using between 120,000 and 1,249,999 therms per year; rate class GS-1250K is available to non-residential customers using between 1,250,000 and 10,999,999 therms per year. Staff agrees with FCG’s approach to consider the risk of large C&I customers choosing an alternate fuel supply or leaving FCG’s service area, resulting in a loss of revenues and load. The retention of large C&I customers benefits the general body of ratepayers as their revenues contribute to FCG’s fixed costs. 
Witness Collins does not agree with the Company’s class revenue allocation, because as discussed in Issue 58, FEA asserted that FCG’s COSS does not accurately reflect class cost causation and that FEA’s COSS should be used to allocate the increase to the rate classes. (TR 525) Witness Collins did not testify that FCG proposed an increase greater than 1.5 times to any rate classes; FEA only objected to FCG’s COSS methodology.
Each rate class’s COSS determines the allocation of any revenue requirements increase for each rate class. Therefore, differing COSS methodologies such as those proposed by FCG and FEA result in different increase allocations to the rate classes. In rebuttal testimony Exhibit TBD-9, witness DuBose summarized the difference between FCG and FEA’s proposed revenue increase allocations, based in their respective COSS. (EXH 117) FEA’s proposed revenue increase to the residential RS-1 and RS-100 rate classes is 66.64 percent, while for the commercial rate classes it is 24.81 percent. (EXH 117) Staff does not believe that FEA’s proposed increases provide a balanced approach. 
CONCLUSION

Based on the foregoing and considering prior Commission practice of using gradualism to allocate an approved increase to the rate classes, if approved, staff is persuaded by FCG’s proposed allocation of the rate increase as shown by witness DuBose in Exhibit TBD-3. (EXH 26) If the Commission grants a revenue increase to FCG, the revenue increase approved in Issue 57 should be allocated to the rate classes as shown by FCG witness DuBose in Exhibit TBD-3. FCG’s proposed revenue increase to the rate classes limits the increase in total revenues to any rate class to 1.5 times the system increase reflecting the Commission’s guidelines on gradualism and improves parity among the rate classes.

[bookmark: _Toc127535455]Issue 60:	 
 Are FCG’s proposed Customer Charges appropriate?
Recommendation: 
 This is a fall-out issue and will be decided at the March 28, 2023 Commission Conference. (Hampson)
Position of the Parties
FCG: 
 Yes. The appropriate customer charges are those shown in 2023 Test Year MFRs E-2 and H-1 (1 of 2). (DuBose)
OPC: 
 No position.
FEA: 
 No position.
FIPUG: 
 Adopt position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG did not provide an argument. (FCG BR 87)
OPC
OPC did not provide an argument. (OPC BR 59)
FEA
FEA did not provide an argument. (FEA & FIPUG BR 29)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 29)
ANALYSIS

This is a fall-out issue and will be decided at the March 28, 2023 Commission Conference.
CONCLUSION

This is a fall-out issue and will be decided at the March 28, 2023 Commission Conference.





[bookmark: _Toc127535456]Issue 61:	 
 Are FCG’s proposed per therm Distribution Charges appropriate?
Recommendation: 
 This is a fall-out issue and will be decided at the March 28, 2023 Commission Conference. (Hampson) 
Position of the Parties
FCG: 
 Yes. The appropriate per therm Distribution Charges are those shown in 2023 Test Year MFRs E-2 and H-1 (1 of 2). (DuBose)
OPC: 
 No position.
FEA: 
 No position.
FIPUG: 
 Adopt position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG did not provide an argument. (FCG BR 87)
OPC
OPC did not provide an argument. (OPC BR 59)
FEA
FEA did not provide an argument. (FEA & FIPUG BR 29-30)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 29-30)
ANALYSIS

This is a fall-out issue and will be decided at the March 28, 2023 Commission Conference.
CONCLUSION

This is a fall-out issue and will be decided at the March 28, 2023 Commission Conference.





[bookmark: _Toc127535457]Issue 62:	 
 Are FCG’s proposed Demand Charges appropriate?
Recommendation: 
 This is a fall-out issue and will be decided at the March 28, 2023 Commission Conference. (Hampson) 
Position of the Parties
FCG: 
 Yes. The appropriate Demand Charges are those shown in 2023 Test Year MFRs E-2 and H-1 (1 of 2). (DuBose)
OPC: 
 No position.
FEA: 
 No position.
FIPUG: 
 Adopt position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG did not provide an argument. (FCG BR 87)
OPC
OPC did not provide an argument. (OPC BR 59)
FEA
FEA did not provide an argument. (FEA & FIPUG BR 30)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 30)
ANALYSIS

This is a fall-out issue and will be decided at the March 28, 2023 Commission Conference.
CONCLUSION

This is a fall-out issue and will be decided at the March 28, 2023 Commission Conference.





[bookmark: _Toc127535458]Issue 63:	 
 Are FCG’s proposed connect and reconnection charges appropriate?
Approved Type II Stipulation: 
 Yes. The appropriate service, connect, and reconnection charges are those shown in 2023 Test Year MFR H-1 (2 of 2).



[bookmark: _Toc127535459]Issue 64:	 
 Is FCG’s proposed per transportation customer charge applicable to Third Party Suppliers appropriate?
Approved Type II Stipulation: 
 Yes. The appropriate per transportation customer charge applicable to Third Party Suppliers is shown in 2023 Test Year MFRs E-2 and H-1 (1 of 2). 



[bookmark: _Toc127535460]Issue 65:	 
 What is the appropriate effective date for FCG’s revised rates and charges?
Recommendation: 
 This is a fall-out issue and will be decided at the March 28, 2023 Commission Conference. (Hampson) 
Position of the Parties
FCG: 
 Pursuant to the statutory eight-month suspension period in Section 366.06(3), F.S., FCG’s filing requested a February 1, 2023 effective date for new base rates. (DuBose)
OPC: 
 The effective date of FCG’s revised rates and charges should allow for time for implementation promptly after the Commission’s final order in this matter.
FEA: 
 No position.
FIPUG: 
 Adopt position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG did not provide an argument. (FCG BR 87)
OPC
OPC did not provide an argument. (OPC BR 59)
FEA
FEA did not provide an argument. (FEA & FIPUG BR 30)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 30)
ANALYSIS

This is a fall-out issue and will be decided at the March 28, 2023 Commission Conference.
CONCLUSION

This is a fall-out issue and will be decided at the March 28, 2023 Commission Conference.




[bookmark: _Toc127535461]Issue 66:	 
 Should the Commission give staff administrative authority to approve tariffs reflecting Commission approved rates and charges?
Recommendation: 
 This issue will be decided at the March 28, 2023 Commission Conference. (Hampson)
Position of the Parties
FCG: 
 Yes. The Commission should approve tariffs reflecting the Commission’s approved rates and charges.  The Commission should direct staff to verify that the revised tariffs are consistent with the Commission’s decision. (DuBose)
OPC: 
 No position.
FEA: 
 No position.
FIPUG: 
 Adopt position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG did not provide an argument. (FCG BR 87)
OPC
OPC did not provide an argument. (OPC BR 59)
FEA
FEA did not provide an argument. (FEA & FIPUG BR 30)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 30)
ANALYSIS

This issue will be decided at the March 28, 2023 Commission Conference.
CONCLUSION

This issue will be decided at the March 28, 2023 Commission Conference.




[bookmark: _Toc125364055][bookmark: _Toc127535462]Other Issues	
[bookmark: _Toc127535463]Issue 67:	 
 Should the Commission approve FCG’s requested Reserve Surplus Amortization Mechanism (RSAM)?
Recommendation: 
 No. The proposed RSAM contradicts well-established Commission practice and ratemaking principles, could potentially result in double recovery by the Company from its customers in the future, and could allow a depreciation surplus paid by customers to be transferred unfairly to shareholders. (Trierweiler, Fletcher, Smith) 
Position of the Parties
FCG: 
 Yes. The RSAM is essential to FCG’s proposed four-year rate plan and should be approved as set forth in Exhibit MC-6.  FCG’s proposed RSAM utilizes a framework previously approved by the Commission and would allow FCG to maintain an ROE within its authorized range.  FCG projects it will need to use the entire $25 million Reserve Amount to earn at its midpoint ROE for 2024-2026.  If FCG’s four-year rate plan and RSAM are not approved, FCG would need to file another base rate case in 2024, which would cost customers approximately $27.0 million more than FCG’s proposed rate plan. (Campbell, Fuentes)
OPC: 
 FCG’s case is built around the RSAM. Absent the agreement of the parties, the Commission lacks the authority to approve the request as filed and cannot and should not approve the RSAM. Witness Schultz thoroughly demonstrates why the Commission should deny this request. Additionally, the Commission may not establish depreciation rates in a litigated rate case for the express purpose of creating a depreciation reserve surplus. Such a practice would be a departure from GAAP and Commission Rules. A RSAM would eliminate any incentive for FCG to generate efficiencies, and would be grossly unfair to FCG’s current and future customers.
FEA: 
 No. Brian Collins’ testimony provides that FCG’s proposed RSAM should be denied because it does not incent FCG to manage its costs efficiently to the benefit of its customers if it is automatically guaranteed its approved rate of return.  Furthermore, the proposed RSAM shifts revenue recovery risk to FCG’s customers.
FIPUG: 
 Join position of FEA.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG asserted that the RSAM is a critical and essential component of FCG’s proposed four-year rate plan. FCG argued that in conjunction with the other components of the plan, the RSAM will enable FCG to avoid increasing base rates through at least the end of 2026. According to FCG, the expected benefits resulting from the RSAM will provide significant customer benefits and savings including: lower annual revenue requirements by $2.7 million due to the implementation of RSAM-adjusted depreciation rates; reducing customer bills; overall savings to customers of approximately $27 million over the four-year term; providing customers with rate stability and certainty; avoiding repetitive and costly rate proceedings; and enabling FCG to focus on providing safe, reliable, and affordable service to their customers. (FCG BR 87-89) 
Without the RSAM, FCG asserted that it cannot commit to the four-year plan. Additionally FCG asserted that without the RSAM, it will fall below its authorized ROE range and would need to file an additional rate case in 2024 for a base rate increase in 2025. (TR 1058, 1062, 1064-1065, 1091-1092, 1166)
FCG also asserted that the Intervenors’ arguments that the RSAM can only be approved in the context of a settlement and that the Commission is without jurisdiction and authority to approve an RSAM in a litigated proceeding are nonsensical. (FCG BR 88, 91-94) FCG noted that its proposed RSAM follows the same framework approved by the Commission in prior proceedings and is modeled after the RSAM recently agreed to by OPC, FEA, and FIPUG and approved by this Commission for FPL in Docket No. 20210015-EI. (TR 1065, 1108) (FCG BR 93-94)

FCG also argued that the Commission’s jurisdiction and authority to fix fair, just, and reasonable rates is not conditioned upon whether the case is litigated as opposed to being settled. The standard of review does not change the Commission’s statutory authority and jurisdiction; rather, it governs the evidentiary standard by which the Commission will review those proposals that are properly within its jurisdiction and authority to hear and decide. To hold that the Commission can only approve an RSAM in a settlement but not in a litigated proceeding, as suggested by the Intervenors, would mean that the parties to a settlement can somehow expand the Commission’s legal jurisdiction and authority beyond what is granted by Chapter 366, F.S. (FCG BR 91-94)
 
FCG asserted that the RSAM is a non-cash mechanism that will provide rate stability for FCG’s customers and will save customers approximately $27 million over the period 2023-2026. FCG argued that the Intervenors’ claims that the RSAM is only a mechanism that guarantees FCG will earn at the top of its ROE range are unsubstantiated. (FCG BR 94; TR 284-285, 539-541, 1065) Moreover, FCG asserted that the Intervenors’ comparisons of this case to FPL’s prior settlement case are irrelevant to the evidentiary basis FCG put forward to support the RSAM. (FCG BR 94) FCG stated that the evidence of record in this proceeding is that, with the RSAM, FCG will still need to identify and generate cost savings and productivity improvements just to get to the midpoint ROE. (FCG BR 95; TR 1095; EXH 103) The RSAM will instead allow FCG to appropriately manage risks and costs such as higher inflation and interest rates over the term of the four-year rate plan. (FCG BR 95; TR 1095) FCG witness Campbell further explained that it is inappropriate to compare the projected impact of FCG’s proposed RSAM to FPL’s prior RSAMs, due to FPL’s demonstrated ability to successfully identify and implement significant long-term cost savings and productivity improvements for customers. Not only were FPL’s RSAMs a component of complex settlement agreements, but there are vast differences between the makeup and performance of the two utilities. (FCG BR 94-95; TR 1123-1124, 1170, 1200)  

FCG’s RSAM-adjusted depreciation rates are based on the depreciation parameters recently agreed to and approved in the PGS base rate case in Docket No. 20200051-GU and, therefore, according to FCG, they represent a reasonable alternative to those contained in FCG’s 2022 Depreciation Study. (FCG BR 96; TR 1100-1101) FCG argued that these RSAM-adjusted depreciation parameters are within the range of reasonableness, are in line with those approved for other similar natural gas utilities in Florida, and will enable a multi-year rate agreement that will keep customer rates low and stable, will avoid multiple rate increases, and will allow FCG to focus on continuing and improving its ability to provide safe and reliable service. (FCG BR 96; TR 1101-1102)

FCG asserted that the evidence supports a finding that FCG’s proposed RSAM is fair, just, and reasonable and should therefore, be approved. (FCG BR 96)

OPC
OPC argued that the Commission, absent a settlement, is bound by the Depreciation Rule, and thus cannot independently establish a depreciation reserve component without the use of the rule. (OPC BR 62-64) OPC asserted that absent a stipulation of the parties, the Commission lacks the authority to approve an RSAM, because the proposed RSAM establishes depreciation rates for the express purpose of creating a depreciation imbalance (surplus) and is based on parameters that are not factually based on a depreciation study made pursuant to the rule. (OPC BR 60-61) OPC contended that the Commission lacks the authority to establish an RSAM mechanism that can be utilized in conjunction with the artificially created surplus or Reserve Amount. (OPC BR 61-64)

OPC also asserted that other than when an RSAM is approved as part of a settlement agreement under the “public interest” standard, the Commission is not exempt from following its policy, and that the RSAM mechanisms were previously approved in rate case settlement orders have no precedential value. (OPC BR 65-69) OPC then distinguished the underlying facts in those cases from the present docket and concluded that nothing approaching the circumstances in those cases exists within this FCG RSAM. (OPC BR 65-72)   

OPC made substantive arguments concerning FCG’s proposed RSAM by comparing it to FPL’s RSAMs, which resulted from rate case settlement agreements. OPC asserted that FCG’s proposed RSAM is designed to achieve top of the range earnings especially if future revenues are understated or if other un-forecasted efficiencies materialize. (OPC BR 74-75) According to OPC, witness Campbell tacitly acknowledged that the existence of the RSAM would not prevent the Company from achieving top of range earnings even if no efficiencies were achieved. (TR 1258-1259) OPC stated that this is consistent with OPC witness Schultz’ testimony that the RSAM would remove the incentive for FCG to be more efficient. (TR 283) OPC concluded that customers could in fact be saddled with higher rate base costs after shareholders benefited from earnings at the top of the range. (TR 282)

OPC also asserted that the proposed RSAM could be used to enhance shareholder earnings and to support a future rate case by increasing rate base by $25 million. (OPC BR 74-75) This future rate base increase would not be the product of any expert’s opinion on depreciation, and this approach is not consistent with the requirement to set just and reasonable depreciation rates. OPC stated that approving this RSAM mechanism would allow FCG to manage its earnings within the range without a termination point contained in a negotiated settlement, which would limit the Commission’s and other parties’ ability to review FCG’s rates in the future by creating a self-regulating mechanism. OPC recommended that the Commission reject any mechanism that could diminish its regulatory responsibilities to conduct an adequate level of economic oversight over traditional rate case proceedings. (OPC BR 75) OPC argued that the proposed RSAM creates no additional value in exchange for agreeing to a departure from the Depreciation Rule and policies that are cost based.

FEA
FEA asserted that FCG’s proposed RSAM will be used to respond to changes in underlying revenues and expenses during the four-year rate plan in order to maintain a Commission adjusted ROE within an authorized ROE range.[footnoteRef:59] (FEA & FIPUG BR 31) FEA noted that FCG witness Campbell stated that Commission approval of the RSAM adjusted depreciation parameters and depreciation rates would support a Reserve Amount up to $52 million.[footnoteRef:60] However, FEA witness Collins observed that FCG requested an RSAM Reserve Amount of only $25 million be available during the four-year rate plan.[footnoteRef:61] (FEA & FIPUG BR 31) FEA argued that the FCG’s proposed RSAM should be rejected as it improperly shifts the risk of revenue recovery to customers so that the Company can more readily earn its guaranteed approved rate of return.[footnoteRef:62] (FEA & FIPUG BR 31-32) FEA also stated that the RSAM does not provide FCG with an incentive to manage its costs efficiently to the benefits of its customers.[footnoteRef:63] Instead, as explained by FEA witness Collins, the RSAM allows FCG to adjust its depreciation expense, leading to an artificially inflated rate base by distorting the accurate measurement of the undepreciated or net plant value of assets included in rate base over rate cycles.[footnoteRef:64] (FEA & FIPUG BR 31-32) [59:  See FEA Direct Testimony of Brian C. Collins (August 26, 2022) at 21-22. ]  [60:  See FCG Direct Testimony of Mark Campbell (May 31, 2022) at 27; EX MC-6. ]  [61:  See FEA Direct Testimony of Brian C. Collins (August 26, 2022) at 22.]  [62:  Id.]  [63:  Id.]  [64:  Id. at 23.] 


Witness Collins also opined that FCG’s proposed RSAM will lead to potential future costs to FCG customers as reduced depreciation expense will be used to increase the Company’s earnings and its return.[footnoteRef:65] FEA argued that this will lead to customers paying more of a return over a longer period of time at a higher rate.[footnoteRef:66] (FEA & FIPUG BR 32) FEA also argued that despite FCG’s four-year stay-out period, which is contingent upon the approval of the RSAM, nothing in the RSAM proposal prohibits the Company from filing a rate case during that time. (FEA & FIPUG BR 32) FEA highlighted witness Collins’ statement that “paying excessive rates can be far greater detriment to customer than rate case expense.”[footnoteRef:67] FEA opposes approval of the RSAM as unnecessary by pointing out that the Company admitted it continues to see growth with customers on its system and that customer growth should generate revenue growth for the Company.[footnoteRef:68] (FEA & FIPUG BR 32) For these reasons, FEA concluded that the RSAM is an imbalanced regulatory mechanism that should by rejected by the Commission. (FEA & FIPUG BR 32) [65:  Id.]  [66:  Id.]  [67:  Id. at 24.]  [68:  Id.] 


FIPUG
FIPUG joined the arguments of FEA. (FEA & FIPUG BR 31)
ANALYSIS

A major component of this rate case centers on FCG’s proposed Reserve Surplus Amortization Mechanism (RSAM). (TR 1063) FCG’s proposed RSAM is an accounting mechanism created by FCG in an effort to manage its earnings. (TR 1065) FCG’s proposed RSAM would take advantage of a portion of any depreciation reserve surplus and use that reserve surplus to increase or decrease depreciation expense, with the intent of bringing about a favorable earnings position. (TR 1066)

In order for FCG’s proposed RSAM to function, a depreciation reserve surplus must exist. (TR 792; TR 1067) FCG proposes to create a reserve surplus by adopting the depreciation parameters included as part of the recent Peoples Gas System settlement agreement (PGS Settlement) in lieu of FCG’s own 2022 Depreciation Study (2022 Study) parameters. (TR 791-792) Because the 2022 Study resulted in a reserve deficit rather than FCG’s proposed reserve surplus, FCG needed alternate parameters to achieve a surplus. (EXH 40; TR 791-792)

For FCG’s proposed RSAM, the assumed surplus was attained by subtracting the calculated theoretical reserve, based on the PGS Settlement parameters, from FCG’s book reserve amounts, resulting in a $52.1 million surplus. FCG proposed using $25 million of its thusly created $52.1 million surplus for its proposed RSAM. (TR 723; TR 1066) FCG would then be able to amortize the $25 million portion of the proposed reserve surplus to reduce or increase depreciation expense, an expense that is embedded in customer rates, thereby increasing or decreasing the Company’s net income. (TR 1066) The net effect of FCG’s proposed RSAM would be to reduce FCG’s depreciation reserve in order for FCG to maintain its ROE within the authorized range. (TR 1066)

Statutory Authority and Jurisdiction
Chapter 366, F.S., sets forth the Commission’s jurisdiction and authority to fix fair, just, and reasonable rates. Staff disagrees with OPC that the Commission lacks authority to approve accounting mechanisms like the proposed RSAM unless it does so in a settlement agreement. The Commission’s jurisdiction and authority to fix fair, just, and reasonable rates pursuant to Chapter 366, F.S., is not conditioned upon whether the case is litigated or settled. 
While the standard of review differs in a settlement versus a litigated rate case, it does not change the Commission’s statutory authority and jurisdiction. In other words, a settlement, which operates under the public interest standard, cannot legally grant or change the Commission’s jurisdiction and authority; only the legislature can do that. To hold that the Commission can only approve an RSAM in a settlement but not in a litigated proceeding would mean that the parties to a settlement can somehow expand the Commission’s legal jurisdiction and authority beyond what is granted by Chapter 366, F.S.
For these reasons, the Commission has the authority to approve an RSAM as a means of addressing a depreciation surplus. The question before the Commission in Issue 67 is whether the proposed RSAM should be approved in this particular case. Staff addresses its substantive concerns regarding the proposed RSAM below. 
Ratemaking Principles of Depreciation
In setting fair, just and reasonable rates pursuant to Section 366.061(1), F.S.: 
. . . . The commission shall investigate and determine the actual legitimate costs of the property of each utility company, actually used and useful in the public service, and shall keep a current record of the net investment of each public utility company in such property which value, as determined by the commission, shall be used for ratemaking purposes and shall be the money honestly and prudently invested by the public utility company in such property used and useful in serving the public, less accrued depreciation, and shall not include any goodwill or going-concern value or franchise value in excess of payment made therefor. 
(Emphasis added) Based on its plain meaning, the statute requires a utility’s depreciation study to be based upon data specific to its property used and useful in serving customers.
Rule 25-7.014(1), F.A.C., states “. . . . each natural gas utility shall maintain its accounts and records in conformity with the Uniform System of Accounts for Natural Gas Companies (USOA) as found in the Code of Federal Regulations, Title 18, Subchapter F, Part 201, for Major Utilities (2013).” The USOA for gas companies defines depreciation as: “. . . . the loss in service value not restored by current maintenance, incurred in connection with the consumption or prospective retirement of gas plant in the course of service from causes which are known to be in current operation and against which the utility is not protected by insurance . . . .” In Section A.(1) of USOA Account 108, Accumulated provision for depreciation of gas utility plant, it states: “[t]his account shall be credited with the following: (1) [a]mounts charged to account 403, [d]epreciation [e]xpense, or to clearing accounts for current depreciation expense for gas plant in service.”
Under the ratemaking principles of depreciation, the Intervenors have raised concerns that the proposed RSAM manufactures a reserve surplus from a deficit posture (e.g. FCG’s 2022 Depreciation Study indicated a reserve deficit) that deviates from Commission practice and creates a future burden on customers. (OPC BR 61, 64; FEA and FIPUG BR 31) Staff shares these concerns by the Intervenors. In addition, staff believes the proposed RSAM does not follow the long-standing matching principle and could potentially result in double recovery by the Company from its customers in the future, if the RSAM is approved and any amount of it is amortized. 
Manufactured Reserve Surplus
The Company’s 2022 Depreciation Study produces a $3.2 million reserve deficit. (EXH 40) The use of PGS Settlement service lives as proposed in the RSAM adjustments produces a depreciation reserve surplus of $52.1 million. Under normal circumstances, the manufactured surplus that results from the use of PGS Settlement depreciation parameters could trigger regulatory action. (EXH 22) Further, there is no historical precedent for supplanting the depreciation rates resulting from a utility-specific depreciation study in its entirety with rates not based on the utility’s plant.
OPC argued that the proposed RSAM in a litigated rate case is prohibited pursuant to Section 120.68(7)(e)3., F.S. (OPC BR 61) Section 120.68(7)(e)3., F.S., states that when agencies change their established policies, practices and procedures, they must give an explanation for the deviation. Approval of the RSAM depreciation parameters would deviate from past Commission practice in rate cases by not using depreciation rates from a utility-specific depreciation study based on that utility’s plant. Because past settlements that approved RSAM-like mechanisms carry no precedential value, an explanation for the deviation from Commission practice is required. The record in this case shows that resulting fallout effects from the proposed RSAM do not warrant such a deviation from the Commission’s established practices regarding depreciation.  
Future Burden of Customers
FEA witness Collins asserted that the approval of the RSAM would lead to potential future costs to the Company’s customers. (TR 540) When the RSAM is amortized, the Company would credit depreciation expense and debit accumulated depreciation. (EXH 138) The result of debiting accumulated depreciation will increase rate base. Thus, if the RSAM were approved, the amount amortized by FCG from 2023 through 2026 by operation of math would have the corresponding effect of increasing rate base by the same amount in the Company’s next rate case. Staff agrees with FEA witness Collins that the increase to rate base places a burden on FCG’s customers in the future.  
FCG estimated that the Company’s total incremental revenue requirement from 2024 to 2026 over the 2023 requested revenue requirement is approximately $24.9 million. (EXH 137) FCG witness Campbell testified that his high-level earnings analysis demonstrated that the RSAM will only allow the Company the opportunity to earn at its proposed midpoint ROE of 10.75 percent and does not compensate for additional inflationary and interest rate costs. (TR 1096). Further, in response to discovery, the Company stated that, under the RSAM construct, FCG can only use the amount of the RSAM approved by the Commission such that the reserve amount does not go below $0. (EXH 137) As such, barring any downward pressure on the revenue requirement from cost savings or deferment of plant investments from 2024 to 2026, it is possible that FCG could utilize 100 percent of the proposed RSAM-reserve amount, if approved. Using 100 percent of the $25 million RSAM-reserve amount, as well as the recommended overall cost of capital, the estimated future long-term burden of the RSAM on customers is approximately $26.7 million without any application of an NOI multiplier,[footnoteRef:69] as reflected in the table below. [69:  If an NOI multiplier were applied to the $26,675,000 amount, the estimated future customer burden would be considerably greater.] 

Table 67-1
	Line No.
	Description
	Amounts

	1
	Reserve Surplus Amount Proposed
	$25,000,000 

	2
	100 Percent Amortization of Reserve Amount 
	$25,000,000 

	3
	Staff's Recommended Overall Cost of Capital 
	6.70%

	4
	Additional Depreciation Expense to be Recovered (Line 2)
	$25,000,000 

	5
	Return on RSAM Resulting Increase to Rate Base (Line 2 * Line 3)
	1,675,000 

	6
	Estimated Future Customer Burden (Line 4 + Line 5)
	$26,675,000 


      Source: Staff Calculations 
If the proposed RSAM is approved, any amortized amount of the RSAM is essentially deferring depreciation expense incurred and already paid by customers and the return on the associated increase to rate base to a different set of customers at the time of FCG’s next rate case. 
Matching Principle
With regard to depreciation, the Commission has found: “[i]n our view, the purpose of depreciation is to match depreciation expenses as closely as possible to the time period that the equipment is serving the public.”[footnoteRef:70] (Emphasis added) Witness Fuentes sponsored FCG’s response to a request for admission and agreed that “[t]he matching principle can be defined as matching revenues with expenses for services rendered by a utility.” However, Ms. Fuentes conditioned her agreement as follows: [70:  Order No. PSC-92-0604-FOF-TL, issued July 6, 1992, in Docket No. 19910725-TL, In re: 1992 Depreciation Study for UNITED TELEPHONE COMPANY OF FLORIDA.] 

FCG generally agrees that the matching principle “can” be defined in this manner but does not agree that the language used in this request is the only definition of the matching principle. For example, the phrase “services rendered by a utility” is vague and subject to varying interpretations. Further, to the extent that this request for admission is intended to imply a global policy that applies in all circumstances, FCG does not agree.
(EXH 159) 
As stated previously by witness Fuentes, when the RSAM is amortized, the Company would credit depreciation expense and debit accumulated depreciation. (EXH 138) By crediting depreciation expense and debiting accumulated depreciation in the manner proposed, staff concludes such action would be contrary to the matching principle.
 Double Recovery
When the RSAM is amortized, the Company credits depreciation expense and debits accumulated depreciation. (EXH 138) The result of crediting depreciation expense will increase net operating income and correspondingly increase retained earnings. The result of debiting accumulated depreciation will increase rate base.
FCG witness Campbell explained that depreciation expense is a non-cash expense. (TR 1254) While staff agrees that depreciation expense is a non-cash expense, as reflected in the MFRs and discussed below, depreciation expense will be included as operating expense that will be embedded in both the revenue requirement and rates. As such, a portion of the revenue received by FCG from its customers is attributable to depreciation expense. 
If the RASM were to be approved, any amortized amount would represent the total reduction amount of depreciation expense previously recovered from customers through rates. To illustrate this point by operation of math, if the Company has a $1,000 asset for which customers have paid $100 in depreciation expense and FCG amortizes $25 through its proposed RSAM, depreciation expense and accumulated depreciation will be reduced by $25 which will have to be collected again from customers before this asset can be fully depreciated. If no other RSAM amortization occurs, staff submits the result in this example would be that customers will pay $1,025 through depreciation expense before the $1,000 asset is fully depreciated. As reflected in Table 67-1 above, staff estimated that the future double recovery from FCG customers is approximately $26.7 million, if the RSAM is approved. 
Value Proposition
FCG witness Campbell testified that the RSAM and four-year rate plan provides its customers with rate stability. (TR 1084) Staff agrees with FCG that rate stability is beneficial to customers. However, staff disagrees with the Company’s purported customer benefits of its RSAM and four-year rate plan proposal, such as its commitment to stay out and customer savings.
Stay-Out Commitment
Without the RSAM, FCG asserted that it cannot commit to the four-year plan and it will fall below its authorized ROE range and would need to file an additional rate case in 2024, for a base rate increase in 2025. (TR 1058, 1062, 1064-65, 1091-1092, 1166) However, on cross-examination by OPC, FCG witness Campbell acknowledged that the Company’s stay-out commitment is not a guarantee. (TR 1203) As addressed in Issue 71, staff submits that the Company’s commitment is not enforceable, and thus is not a true customer benefit.
Customer Savings
The record does not support FCG’s assertion of $10.8 million savings to customers under the RSAM depreciation parameters. (TR 1090) If the RSAM depreciation parameters that FCG contended are in a reasonable range actually come to fruition, it just means those RSAM deprecation rates reflected the accurate cost of service to the customers. If the RSAM depreciation parameters are approved and FCG witness Allis’ deprecation parameters in the 2022 Depreciation Study are realized, the result would be an approximate $10.8 million incremental deficit. Any deficit produced by the difference between the approved depreciation expense and actual experience would apply upward pressure on revenue requirement and rates for FCG’s customers in the future. Similarly, rate case expense is not eliminated but merely deferred. FCG’s RSAM and four-year rate plan will not eliminate rate increases but only delays a portion of the increase and puts upward pressure on the magnitude of the rate increase in the Company’s next rate case.
Non-Cash Expense and Dividend Payments to Shareholders
OPC witness Schultz asserted that non-cash earnings through an RSAM would increase current period dividend payments to shareholders. (TR 282) FCG witness Campbell testified that the RSAM is a non-cash mechanism and thus cannot result in dividend payments to shareholders from its use. (TR 1099-1100) While staff agrees that depreciation expense is a non-cash expense, depreciation expense will be included as operating expense that will be embedded in both the revenue requirement and rates. As such, a portion of the revenue received by FCG from its customers is attributable to depreciation expense and represents cash available to the Company. 
In FCG’s 2021 Annual Report filed with the Commission, depreciation expense is part of the Company’s operating expenses deducted from operating revenues to derive net operating income. (EXH 186) Once other income and deductions are applied to net operating income, the result is FCG’s net income for 2021. (EXH 186) As shown in its Statement of Retained Earnings, the net income is later transferred to retaining earnings, thereby increasing the balance, while dividends declared reduces the retained earnings balance. (EXH 186) As shown on its Statement of Cash Flows, the non-cash depreciation expense increased FCG’s net cash provided by operating activities, and the dividends declared reduced FCG’s net cash provided by financing activities. (EXH 186) Further, on cross-examination, FCG witness Campbell acknowledged that: 1) depreciation expense affects earnings; 2) debits and credits to the RSAM affect earnings; 3) a company’s retained earnings can either be reinvested in the business or paid out to shareholders as dividends; and 4) all company revenues come from its customers. (TR 1254-1255) Because funds are fungible, staff believes that the RSAM and non-cash depreciation expense are a source of funds to pay dividends to shareholders. Increased earnings derived from the RSAM directly benefit shareholders either through cash dividends or increased retained earnings which increases the value of the Company. (TR 1256-1257)

CONCLUSION

The proposed RSAM contradicts well-established Commission practice and ratemaking principles. The proposed RSAM could potentially result in double recovery by the Company from its customers in the future, and could allow a depreciation surplus paid by customers to be unfairly transferred to shareholders.
In the event the Commission approves the RSAM, staff recommends the Commission limit any annual reserve surplus amortization to an amount that would not exceed the midpoint of FCG’s authorized ROE range. In other words, the Company can use the reserve amortization to reach the authorized ROE midpoint, but it cannot use any of the reserve amortization in any earnings period in which it reports an earned return on equity above its authorized midpoint. In his rebuttal testimony, FCG witness Campbell testified that the RSAM would be used to achieve the midpoint of the authorized ROE range. (TR 1095)
As further testified to by witness Campbell, under FCG’s RSAM proposal, the possibility exists that FCG can increase its earnings from the bottom of the authorized ROE range to the top of the authorized ROE range by drawing down the reserve surplus. (TR 1256) Consequently, earnings can be increased to the top of the authorized ROE range at the expense of customers and to the benefit of shareholders even if there are no efficiencies achieved or innovations attained. By limiting any reserve surplus amortization to the midpoint of the authorized ROE range, it increases the likelihood that any drawdown of the surplus would be used to offset unanticipated expenses while reducing the amount and likelihood that any drawdown of the surplus would be used to increase earnings and benefit shareholders at the expense of customers. Finally, as discussed in Issue 29, if the Commission approves an RSAM, the appropriate authorized ROE midpoint should be 9.50 percent, with a range plus or minus 100 basis points.


[bookmark: _Toc127535464]Issue 68:	 
 Should the Commission approve FCG’s proposal for addressing a change in tax law, if any, that occurs during or after the pendency of this proceeding?
Recommendation: 
 No. If there is a change in State or Federal tax laws, FCG or OPC has the opportunity to file a petition for a limited proceeding pursuant to Section 366.076, Florida Statutes, requesting that the Commission consider the issues and expenses affected by a potential corporate tax law change. (D. Buys) 
Position of the Parties
FCG: 
 Yes. FCG’s proposed mechanism will allow FCG to adjust base rates in the event tax laws change during or after the conclusion of this proceeding.  Following enactment of a change in tax law, FCG would calculate the impact of the change by comparing revenue requirements with and without the change, and submit the calculation of the rate adjustment needed to ensure FCG is not subject to tax expenses that are not reflected in the MFRs submitted with its base rate request. (Campbell)
OPC: 
 No. Furthermore, this issue should be stricken from the case and FCG’s request should be summarily dismissed based on Commission precedent.
FEA: 
 No position. 
FIPUG: 
 Adopt position of OPC. 
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG argued its projected test year forecast was based on the 2017 Tax Cuts and Jobs Act (TCJA), which was in effect at the time FCG filed this case in May 2022. (FCG BR 97) FCG argued in light of the continuing debate surrounding tax law in the United States, there exists the possibility for a change in tax law either during or after the conclusion of the rate case that could have a material impact on the four-year proposal being presented by FCG. (FCG BR 97) FCG would not be able to quantify the impacts until such time as a final bill is passed and signed into law. (FCG BR 97; TR 1073) FCG’s proposed tax adjustment mechanism would allow FCG to adjust base rates in the event tax laws change during or after the conclusion of this proceeding. (FCG BR 97) FCG argued the proposed tax adjustment mechanism would ensure that the impact of future tax laws is promptly and appropriately reflected in base rates, whether that is an increase or decrease to tax expense. (FCG BR 97) However, and importantly, the amount to be recovered from or credited to customers would be subject to Commission review and approval in a subsequent expedited filing. (FCG BR 97) FCG argued the Commission has previously approved nearly identical tax adjustment mechanisms in Docket Nos. 20200051-GU, 20210016-EI, and 20210015-EI. (BR 98; TR 1075.)

OPC
OPC argued that in Order No. PSC-2017-0099-PCO-EI (2017 Gulf Tax Decision), the Commission established a policy in a final order that a rate case is not the proper venue for establishing a prospective change in rates as a result of a future change in federal income tax rates. (OPC BR 75) OPC argued in the 2017 Gulf Tax Order, the Commission ruled a tax law change provision to be premature and that a separate, subsequent proceeding is the only appropriate way to address the matter when and if a change in the tax law occurs. (OPC BR 75-76) In addition, OPC argued that FCG, through its parent FPL and FPL employee witnesses, in this case are acting contrary to the 2021 Settlement agreement terms adopted by Order No. PSC-2021-0446-S-EI in Docket No. 20210015-EI. (OPC BR 76) OPC argued that FCG seeks to have the Commission rely on the negotiated provision in that settlement agreement as precedent which is prohibited by an express term of the 2021 Settlement Agreement. (OPC BR 76) OPC also argued that as a matter of policy, the Commission should further decline to authorize the tax change provision because it is single issue ratemaking that would ignore the other relevant conditions that might exist at a time when tax laws might change in the future. (OPC BR 76) OPC opined that negotiated provisions in other company situations may well be accompanied by bargained for revenue requirement concessions that would indicate fairness and balance in the negotiated prescriptive adjustment to rates and revenue requirements in the future. (OPC BR 76) OPC asserted that no such bargained for consideration is present in this fully litigated case. (OPC BR 76) OPC argued that during the period leading up to the sale of Gulf Power to FPL in 2017, Gulf Power argued against the OPC and intervenors even raising the issue about whether a mechanism should be adopted. (OPC BR 76) OPC asserted that the prehearing officer ruled that “the issue is premature and not ripe for consideration at this time. Should federal tax changes occur in the future, the issue may be addressed at the appropriate time in a separate proceeding.” (OPC BR 77)
OPC argued the 2017 Gulf Tax Decision became final and controlling for the case. (OPC BR 77) OPC asserted the parties ultimately settled the case and in the shadow of the decision, negotiated a tax rate adjustment provision that became the first such mechanism in Florida. (OPC BR 75) OPC argued that together, both orders established the predicate that if the parties wanted certainty in the resolution of tax changes that the method for accomplishing it was in a rate case settlement since the remedy was not available in a conventional litigated rate case. (OPC BR 77) OPC argued that for FCG to just show up and demand to receive a Commission-ordered tax adjustment mechanism on top of a fully litigated revenue requirement award violates the policy enunciated in the 2017 Gulf Tax Decision. (OPC BR 77) OPC argued that since the company conceded that there is no impact of the August 2022 Inflation Reduction Act (IRA) on the company, it is undisputed that the purpose of the proposal is premature for some future, unknown (and purely speculative) tax law change. (OPC BR 77; TR 1231).
FEA
FEA did not provide an argument. (FEA & FIPUG BR 32)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 32)

ANALYSIS

FCG witness Campbell testified that FCG filed its rate case under the assumption that there was the potential for an increase in the Federal corporate tax rate either during the course of the rate case or after the conclusion of the rate case. (TR 1073-1074) FCG proposed that the impact of any permanent change in tax law would be handled through an adjustment to base rates and any change would be calculated and submitted to the Commission for review within 90 days of the enactment of the new tax law. (TR 1074) Witness Campbell explained FCG’s process to quantify and apply any adjustments if the tax law changed for the projected 2023 test year by comparing the difference in revenue requirements between two forecasted earnings surveillance reports (FSER), one with the tax changes and one without. (TR 1075) 
For 2024-2026, FCG proposes no adjustment to base rates consistent with its four-year rate plan. (TR 1075) If a new tax law is not enacted until after 2023, FCG would utilize the forecasted earnings surveillance report (FESR) for the calendar year that includes the period in which the new tax law is effective, to determine the amount of the one-time base rate adjustment needed to ensure that FCG is not subject to unplanned changes in revenue requirements as a result of changes in tax law. (TR 1075) For the time period between enactment of the new tax law and implementation of new tax-adjusted base rates, FCG would defer the impact of a new tax law to the balance sheet for collection or refund through the Natural Gas Conservation Cost Recovery Clause in the subsequent year. (TR 1075) FCG also proposed that, depending on the nature of the tax law, any changes in the treatment of deferred taxes as a result of a new tax law change would be handled similar to the method of treatment outlined by the TCJA. (TR 1076) FCG’s tax rate change proposal for any future tax law change affecting deferred income tax treatment is based upon the parameters established for the TCJA in prior dockets. (TR 1076) Witness Campbell testified that FCG would account for the impact of deferred income taxes as part of the calculation that would be completed within 90 days of enactment of the new tax law. (TR 1076) 
FCG has not accounted for or included any potential tax law changes in its current filing. (TR 1073) On cross-examination, witness Campbell agreed that in May 2022 there was discussion of a potential change in the tax law by the U.S. Administration. (TR 1222) Witness Campbell also agreed that in August 2022, a change in tax law was passed under the Inflation Reduction Act (IRA), and that the IRA did not have any immediate impact on FCG. (TR 1222) Witness Campbell testified that FCG is still assessing the IRA, but doesn’t foresee anything affecting FCG. (TR 1223) Further, witness Campbell admitted that he does not know of any new tax law changes that are pending or that the Company expects to be adopted during the four years 2023 through 2026. (TR 1232)
In its brief, OPC argued that by the Commission’s decision in the Prehearing Order in Docket No. 20160186-EI,[footnoteRef:71] whereby the Commission denied inclusion of a tax law change provision issue in a litigated rate case, but then subsequently approved a settlement agreement that included a tax law change provision in the same rate case, the Commission set a policy that a tax law change provision can only be approved in the context of a settlement agreement and is inappropriate for inclusion in a litigated rate case. (OPC BR 76) [71:  Order No. PSC-17-0099-PHO-EI, Issued March 14, 2017, in Docket No. 20160186-EI, In re: Petition for rate increase by Gulf Power Company.] 

In its post-hearing brief, FCG provided a rebuttal to OPC’s precedent argument in a footnote stating the following:
During cross-examination of FCG witness Campbell, OPC cited to a prehearing order from a Gulf Power Company 2016 base rate case in Docket No. 20160186-EI where the prehearing officer found that it was premature to include an issue in that case that addressed potential future federal tax changes. (CEL Ex. 205.) OPC’s reliance on this prehearing order is misplaced as it is not precedential and limited to the facts of that case. Moreover, OPC overlooks that FCG’s proposed tax adjustment mechanism only sets up the framework for the parties and Commission to expeditiously review the impacts of potential tax legislation. Any necessary changes to base rates will still be subject to review and approval once the impacts are known and measurable. Finally, OPC overlooks that the Commission has approved similar tax reform adjustment mechanisms for multiple utilities. (Tr. vol. 6, p. 1075.)
(FCG BR 97)
Staff agrees with FCG that a Prehearing Order is not precedential. The purpose of a Prehearing Order is to determine the relevant issues to be addressed at hearing. A Prehearing Order is not intended to establish or declare substantive Commission policy. Further, in Docket No. 20220067-GU, the Commission voted to deny a very similar tax law change provision for Florida Public Utilities Company. To be consistent, the Commission should deny FCG’s request for a tax law change provision in this Docket.
CONCLUSION

In Issue 71, staff is recommending that FCG’s four-year rate proposal is unenforceable and would not result in any benefits to customers. Accordingly, the tax law change provision is unnecessary. A limited proceeding pursuant to Section 366.076, F.S., is available for FCG or OPC to address any potential future State or Federal income tax law changes which would allow the Commission and interested parties an opportunity to consider all the issues that may arise from State or Federal tax law changes and establish the appropriate rates at that time. Therefore, if there is a change in State or Federal tax laws, FCG or OPC has the opportunity to file a petition for a limited proceeding pursuant to Section 366.076, F.S., requesting that the Commission consider the issues and expenses affected by a potential corporate tax law change. 



[bookmark: _Toc127535465]Issue 69:	 
 Should the Commission approve FCG’s proposal to continue the SAFE program to include additional mains and services to be relocated from rear property easements to the street front? If so, what adjustments, if any, should be made?
Approved Type II Stipulation: 
 Yes. The Commission should approve the continuation and expansion of the SAFE program to include additional mains and services. The current SAFE program is set to expire in 2025 based on an original estimate of 254.3 miles of mains and services to be relocated from rear property easements to the street front over the ten-year program. FCG has subsequently identified approximately 150 miles of additional mains and services that are located in rear property easements and eligible for replacement under the SAFE program. As the Commission has previously found, mains and services located in rear property easements present operational and safety concerns, including the age of the facilities, limitations on the Company’s access to the facilities due to vegetation overgrowth, landscaping and construction in the easements, and potential gas theft or diversion and damages to the facilities. Therefore, continuation of the SAFE program beyond its 2025 expiration date and inclusion of an additional approximately 150 miles of mains and services is reasonable.  If approved in this proceeding, FCG will propose a new investment/construction schedule and term for the SAFE program in its next applicable annual SAFE filing.



[bookmark: _Toc127535466]Issue 70:	 
 Should the Commission approve FCG’s proposal to expand the SAFE program to include replacement of “orange pipe”? If so, what adjustments, if any, should be made?
Approved Type II Stipulation: 
 Yes. Orange pipe is a specific plastic material that was used in the 1970s and 1980s that has been studied by the United States Department of Transportation Pipeline and Hazardous Materials Safety Administration (“PHMSA”) and shown through industry research to exhibit premature failure in the form of cracking. The potentially compromised nature of the piping makes responding to leaks more hazardous since responders cannot safely squeeze the pipe without it cracking. In order to address this safety risk in a timely manner, FCG is seeking approval to expand the SAFE program cost recovery mechanism to include the capital investments necessary for the expedited replacement of approximately 160 miles of orange pipe installed before 1990. 	If approved in this proceeding, FCG will propose a new investment/construction schedule and term for the SAFE program in its next applicable annual SAFE filing. 



[bookmark: _Toc127535467]Issue 71:	 
 Should the Commission approve FCG’s requested four-year rate plan?
Recommendation: 
 No. Even if approved by the Commission without modification, FCG’s requested four-year rate plan would not result in an enforceable stay out provision, and would not result in any additional benefits to customers. (Knoblauch, Kunkler) 
Position of the Parties
FCG: 
 Yes. Utilities in the state have operated under multi-year rate plans over the past two decades.  Multi-year plans offer rate stability for customers and, importantly, allow the Company to continue improving the value delivered to customers.  FCG’s proposed four-year rate plan provides tremendous value and savings to customers while avoiding the need for any additional base rate increase through at least the end of 2026.  If FCG’s four-year rate plan and RSAM are not approved, FCG would need to file another base rate case in 2024, which would cost customers approximately $27.0 million more than FCG’s proposed rate plan. (Howard, Campbell)
OPC: 
 No. The so-called four-year rate plan cannot be lawfully implemented because the Commission lacks the authority to deny the company rate-relief if it demonstrates that it is earning outside of its established range. This type of plan is an illusion and is cannot be defined. FCG’s commitment is unenforceable against the current owners and any future owners of the company. Regarding portions of FCG’s requested rate increase, including FCG’s request to maintain the acquisition adjustment, the Commission does not have the authority, absent an agreement of the parties, to approve the request as filed.
FEA: 
 No position.
FIPUG: 
 Adopt position of OPC.
Staff Analysis: 
 
PARTIES’ ARGUMENTS

FCG
FCG argued that its requested four-year rate plan would provide rate stability and benefits to customers which would not be available with a single-year rate plan. (FCG BR 98) The Company’s requested four-year rate plan includes eight core elements, which are 1) a single incremental base revenue increase based on a projected 2023 Test Year, 2) a 10.75 percent mid-point ROE and an equity ratio of 59.6 percent, 3) allocate the revenues based on a class cost of service study, 4) adopt an RSAM, 5) continue and expand its existing SAFE program, 6) implement a new limited AMI Pilot, 7) create a mechanism to account for future potential tax law changes, and 8) continue its existing Storm Damage Reserve provision. (FCG BR 98-99) FCG argued that disapproval of the Company’s proposed four-year rate plan with RSAM would cost customers more. (FCG BR 99) Additionally, FCG argued that if the Commission approved the four-year plan, the Commission’s final order would be both binding and enforceable against all parties to this docket, thus FCG would be obligated to comply with the requirements and limitations of the four-year plan. (FCG BR 100)
OPC
OPC argued that absent a settlement agreement, the Commission does not have authority or precedent for approving a “stay out” provision; therefore, it should not approve FCG’s requested four-year rate plan. (OPC BR 79) OPC argued that the Statutes and Rules regulating gas utilities do not give the Commission authority to limit a utility’s ability to request a rate increase, and time-period restrictions exist only as a result of negotiated settlement agreements. Thus, the Commission would be acting against Florida law and Commission precedent if a time-period restriction was ordered. (OPC BR 80) Absent a settlement agreement, the Commission must review each request and determine whether it will result in fair, just, and reasonable rates. Instead, OPC argued that the Company’s plan as presented in this proceeding would cause harm to customers. Further, OPC argued that the Commission would have no enforceable way to prevent FCG from requesting a new rate case before the stay out period ended. (OPC BR 81) OPC cited to Order No. PSC-2021-0446-S-EI, where a stay out provision was an issue in the proceeding; however, the case was ultimately resolved with a settlement agreement and a ruling by the Commission on the propriety of the stay out provision was never made. (OPC BR 82) OPC also argued that when questioned at the hearing, FCG appeared to waver in its commitment not to request another rate increase for four years, specifically given factors such as inflationary pressures. (OPC BR 83-84)
FEA
FEA did not provide an argument. (FEA & FIPUG BR 33)
FIPUG
FIPUG adopted the position of OPC; but did not provide an argument. (FEA & FIPUG BR 33)

ANALYSIS

FCG witness Howard testified that the Company was requesting the following as part of its four-year rate plan:
· An incremental base revenue increase of $18.8 million based on a projected 2023 Test Year[footnoteRef:72] [72:  FCG witness Howard’s direct testimony listed the incremental base revenue increase as $19.4 million; however, this was updated in FCG’s brief to $18.8 million. (TR 569, FCG BR 2)] 

· A 10.75 percent mid-point ROE and an equity ratio of 59.6 percent
· Allocation of revenues based on a class cost of service study and application of the Commission’s guideline on gradualism
· Adoption of a reserve surplus amortization mechanism or RSAM
· Continuation and expansion of the existing SAFE program
· Implementation of a new limited AMI Pilot
· A mechanism to account for future potential tax reform legislation
· Continuation of the existing Storm Damage Reserve provision
(TR 569-570)
In support of its proposed four-year plan, FCG witness Campbell states in his direct and rebuttal testimony that if the Commission were to deny the use of the RSAM, the Company is “projected to fall below its proposed authorized ROE range and would need to file a rate case in 2024 to support a base rate increase in 2025.” (TR 1064-1065; TR 1085) FCG’s projected revenue shortfall is $0.5 million in 2024.[footnoteRef:73] (EXH 105) However, this figure does not consider incremental revenues for the years 2024 and 2025 due to customer growth. While witness Campbell confirmed that the Company did not conduct a revenue analysis for 2024 and 2025, he estimated at the hearing that the incremental revenue associated with growth considerations for each of those years would be approximately $0.2 million. (TR 1263) [73:  Based on FCG’s estimate of a $4 million revenue shortfall below its ROE midpoint in 2024 (as projected by witness Campbell), and FCG’s estimate that $3.5 million equates to 100 basis points, staff concludes that the Company expects to earn $0.5 million below the bottom of its ROE range in 2024.
] 

Staff reviewed the incremental increase in customers (slightly over 1,000 customers in both 2024 and 2025) and therms (essentially zero growth, unlike the increasing trend evident from actual sales in 2010 through 2021 and projected sales in 2022 and 2023), and believes that witness Campbell’s estimated revenue impact of $0.2 million is quite conservative. (EXH 149) Therefore, staff believes FCG’s failure to conduct a revenue analysis for 2024 and 2025 that accounts for customer growth calls into question the accuracy of its earnings projections for those years. As such, staff believes FCG’s argument for projected under-earnings in such years is unsubstantiated.
FCG witness Campbell testified that the four-year plan included a commitment to not request another general base rate increase effective prior to January 1, 2027. (TR 1062) Witness Campbell also testified that if the four-year rate plan was approved, the Commission would have full regulatory oversight of rates and charges and the Company would continue to provide earnings surveillance reports as required. (TR 1064) OPC witness Schultz testified the Company did not provide an absolute assurance that it would not seek a base rate increase before 2026. (TR 279) When questioned on this by OPC at the hearing, witness Campbell stated that “ . . . the four-year plan is not a guarantee. It is a commitment by the Company to operate within the four-year plan to utilize the RSAM to stay out for the benefit of our customers.” (TR 1203) OPC also argued in its brief that the Commission lacked the authority to approve FCG’s four-year plan. (OPC BR 1-2)
In witness Campbell’s rebuttal testimony, he testified that over the past two decades, the Commission had granted multi-year rate plans or stay-outs, which had been beneficial to customers. (TR 1090) Witness Campbell cited two dockets, Docket Nos. 20210015-EI and 20160021-EI, involving multi-year rate plans with stay outs, both of which resulted in settlement agreements. (TR 1094) However, if the proposed RSAM is not approved by the Commission, witness Campbell testified that FCG would not be able to commit to its four-year rate plan. (TR 1091) In other words, witness Campbell stated the outright rejection of the RSAM “equates to a rejection of the four-year plan.” (TR 1090)
Subsection 366.06(2), F.S., states that if rates are insufficient to yield reasonable compensation, a utility may request a proceeding in order for the Commission to determine just and reasonable rates. Alternatively, if rates yield excessive compensation for services rendered, the Commission can initiate a proceeding upon a request from an affected person or on its own motion to determine just and reasonable rates. Given the language in Section 366.06(2), F.S., staff agrees with OPC that the Commission would not have the authority to prevent the Company from seeking a base rate increase if its rates were insufficient to yield reasonable compensation. Similarly, the Commission would not have the authority to prevent an affected person or entity, such as OPC, from requesting an overearnings proceeding. Thus, even if the Commission approved FCG’s four-year rate plan without modification, it is unenforceable and it would not preclude the Company from requesting a base rate increase within the four-year period.
This was affirmed by witness Campbell that the four-year plan was a commitment by FCG but not a guarantee. (TR 1203) Witness Campbell indicated that portions of its four-year rate plan, specifically the RSAM, would allow it to stay within its authorized ROE range, and thus it would not need to seek another rate increase through at least 2026. (TR 1064-1065) However, witness Campbell testified that during the four-year period of the Company’s 2018 Settlement Agreement, it had been confronted with rising inflation, increased operating costs, and capital investments which all impacted FCG’s ability to achieve a reasonable return. (TR 1044-1045) As indicated by these factors contributing to the Company’s current rate request, unforeseen circumstances (e.g., inflation or increased operating costs) outside of FCG’s control could arise in the next four years requiring a base rate adjustment before the end of 2026.
The four-year rate plan was presented as beneficial to customers given the stay out provision concept that would provide rate stability, and witness Campbell pointed to prior precedent of multi-year rate plans. (TR 1090) However, no Commission orders were cited beyond those approving a settlement. (TR 1094) OPC pointed to this in its brief, stating “the Commission has never ordered a ‘stay out’ provision absent a settlement agreement.” (OPC BR 82) In consideration of Section 366.06, F.S., and absent any Commission precedent, staff does not believe the Company’s four-year plan could require FCG to stay out for the four-year period. Additionally, without the guarantee of the stay out provision, the benefits of the four-year plan as laid out by the Company are called into question.
CONCLUSION

Even if approved by the Commission without modification, FCG’s requested four-year rate plan does not result in an enforceable stay out provision, and would not result in any additional benefits to customers.



[bookmark: _Toc127535468]Issue 72:	 
 Should FCG be required to file, within 90 days after the date of the final order in this docket, a description of all entries or adjustments to its annual report, rate of return reports, and books and records which will be required as a result of the Commission’s findings in this rate case?
Approved Type II Stipulation: 
 Yes, the Commission should require FCG to file, within 90 days after the date of the final order in this docket, a description of all entries or adjustments to its annual report, rate of return reports, and books and records which will be required as a result of the Commission’s findings in this rate case.



[bookmark: _Toc127535469]Issue 73:	 
 Should this docket be closed?
Recommendation: 
 This docket should remain open for the Commission to determine the
final rates at a subsequent Special Agenda. (Trierweiler, Jones)
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Account Average Future Remaining Average Average Reserve Future Remaining

Number Account Title Curve Service LifeNet Salvage Life Rate Curve Service LifeRemaining Net SalvageLife Rate

Type (yrs) (%) (%) Type (yrs) Life (yrs) (%) (%) (%)

DISTRIBUTION PLANT

375 Structures & Improvements R5 32 0 3.1 R4 35 31.72 9.07 0 2.9

376.1 Mains - Steel  S3 55 (50) 2.5 R4 65 46.46 51.42 (75) 2.7

376.2 Mains - Plastic  S3 55 (40) 2.5 R4 65 54.39 28.33 (60) 2.4

378 Measuring & Regulating Equip. - General S3 30 (5) 3.5 S3 35 31.11 13.64 (5) 2.9

379 Measuring & Regulating Equip. - City Gate S4 35 (5) 2.7 S3 35 25.28 28.40 (5) 3.0

380.1 Services - Steel S6 45 (100) 2.7 R2.5 50 22.47 89.49 (100) 4.9

380.2 Services - Plastic R2.5 54 (45) 2.5 R2.5 50 40.42 25.68 (60) 3.3

381 Meter R1.5 20 (5) 6.1 S2.5 20 12.59 30.11 0 5.6

381.1 Meters - ERT R1.5 20 (5) 6.1 S2.5 20 14.78 21.22 0 5.3

382 Meter Installations S3 34 (20) 3.6 R3 35 23.28 28.53 (5) 3.3

382.1 Meter Installations - ERT R1.5 20 0 3.1 R1.5 20 11.86 33.08 0 5.6

383 House Regulators S3 30 (5) 3.0 R2.5 40 30.84 24.92 (5) 2.6

384 House Regulators Installations S3 30 0 3.2 R2.5 40 25.56 5.16 0 3.7

385 Industrial Measuring & Reg. Station Equip. R2 37 0 1.5 S3 35 15.46 60.92 0 2.5

387 OTHER EQUIPMENT S5 30 0 3.0 R3 35 28.49 20.34 0 2.8

GENERAL PLANT

390 Structures & Improvements R1 40 0 2.5 S0.5 30 22.84 18.27 0 3.6

392 Transportation Equipment  L2.5 12 12 8.4 L2.5 10 2.99 33.68 10 18.8

392.1 Transportation Equip. - Auto & Light Trucks L3 8 12 11.0 S2 9 3.86 63.75 10 6.8

392.2 Transportation Equip. - Service Trucks L3 8 12 12.1 L3 10 6.05 49.13 10 6.8

392.3 Transportation Equip. - Heavy Trucks L3 13 12 4.9 L3 13 6.73 45.8 10 6.6

394.1 Natural Gas Vehicle Equipment S4 20 0 4.7 S4 20 13.5 60.18 0 3.0

396 Power Operated Equipment SQ 15 10 6.5 L2.5 15 9.26 34.54 10 6.0

Current

Comparison of Rates and Components

Staff Recommended
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Account Average Future Remaining Average Average Reserve Future Remaining

Number Account Title Curve Service Life Net Slvage Life Rate Curve Service LifeRemaining Life Net Salvage Life Rate

Type (yrs) (%) (%) Type (yrs) (yrs) (%) (%) (%)

DISTRIBUTION PLANT

375 Structures & Improvements R5 32 0 3.1 L0 33 31.00 9.07 0 3.8

376.1 Mains - Steel  S3 55 (50) 2.5 R1.5 65 50.32 51.42 (50) 2.0

376.2 Mains - Plastic  S3 55 (40) 2.5 R2 75 65.88 28.33 (33) 1.6

378 Measuring & Regulating Equip. - General S3 30 (5) 3.5 R1.5 40 36.88 13.64 (10) 2.6

379 Measuring & Regulating Equip. - City Gate S4 35 (5) 2.7 R2.5 50 40.64 28.40 (10) 2.0

380.1 Services - Steel S6 45 (100) 2.7 R0.5 52 32.15 89.49 (125) 2.5

380.2 Services - Plastic R2.5 54 (45) 2.5 R1.5 55 46.56 25.68 (68) 3.1

381 Meter R1.5 20 (5) 6.1 R2 19 12.43 30.11 3 6.9

381.1 Meters - ERT R1.5 20 (5) 6.1 R2 19 14.42 21.22 3 9.7

382 Meter Installations S3 34 (20) 3.6 R1 44 34.95 28.53 (25) 3.6

382.1 Meter Installations - ERT R1.5 20 0 3.1 R1 44 36.23 33.08 (25) 10.3

383 House Regulators S3 30 (5) 3.0 S1 42 33.08 24.92 0 2.3

384 House Regulators Installations S3 30 0 3.2 R1 47 34.93 5.16 (25) 3.4

385 Industrial Measuring & Reg. Station Equip. R2 37 0 1.5 R3 37 17.79 60.92 (2) 2.3

387 OTHER EQUIPMENT S5 30 0 3.0 L2 24 18.05 20.34 0 4.4

GENERAL PLANT

390 Structures & Improvements R1 40 0 2.5 L0 25 20.23 18.27 0 4.0

392 Transportation Equipment  L2.5 12 12 8.4 L2 12 4.66 33.68 4 13.4

392.1 Transportation Equip. - Auto & Light Trucks L3 8 12 11.0 L2.5 9 4.19 63.75 11 6.0

392.2 Transportation Equip. - Service Trucks L3 8 12 12.1 L3 10 6.05 49.13 11 6.6

392.3 Transportation Equip. - Heavy Trucks L3 13 12 4.9 L2 12 6.53 45.8 4 7.7

394.1 Natural Gas Vehicle Equipment S4 20 0 4.7 S4 20 13.50 60.18 0 3.0

Current

Comparison of Rates and Components - RSAM Parameters

Staff Recommended
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ISSUE TOTAL COMPANY COMPANY STAFF STAFF

NO. PER BOOKS ADJS. ADJUSTED ADJS. ADJUSTED

UTILITY PLANT

PLANT IN SERVICE $659,463,015 

Remove SAFE Assets (49,408,313)

Remove Capital Lease Assets (9,677,542)

SAFE Transfer to Base Rates 42,702,544 

Total Plant-In-Service $659,463,015  ($16,383,311) $643,079,704  $0  $643,079,704 

ACQUISITION ADJUSTMENT $21,656,835 

15 Remove Acquisition Adjustment (21,656,835)

Total Acquisition Adjustment $21,656,835  $0  $21,656,835  ($21,656,835) $0 

CONSTRUCTION WORK IN PROGRESS $30,868,480 

Remove SAFE Assets (3,555,214)

SAFE Transfer to Base Rates 879,174 

Total Construction Work In Progress $30,868,480  ($2,676,040) $28,192,440  $0  $28,192,440 

TOTAL UTILITY PLANT $711,988,330  ($19,059,351) $692,928,979  ($21,656,835) $671,272,144 

DEDUCTIONS

ACCUM. DEPR.- PLANT IN SERVICE ($224,359,876)

Remove SAFE Assets 2,709,929 

Remove Capital Lease Assets 1,703,882 

SAFE Transfer to Base Rates (2,523,229)

2022 Depreciation Study (490,709)

15 Remove Acquisition Adjustment 13,475,365 

Total Accum. Depr.- Plant In Service ($224,359,876) $1,399,873  ($222,960,003) $13,475,365  ($209,484,638)

TOTAL DEDUCTIONS ($224,359,876) $1,399,873  ($222,960,003) $13,475,365  ($209,484,638)

NET  UTILITY PLANT $487,628,454  ($17,659,478) $469,968,976  ($8,181,470) $461,787,506 

WORKING CAPITAL ALLOWANCE $19,889,189 

AEP Regulatory Asset (1,132,457)

Clause Net Underrecoveries (1,053,994)

Unamortized Rate Case Expense (248,890)

19 To Remove Unamortized Rate Case Expense (1,742,227)

22 Half of D&O Liability Insurance  (2,086)

Total Working Capital Allowance 19,889,189  (2,435,341) 17,453,848  (1,744,313) 15,709,535 

TOTAL RATE BASE $507,517,643  ($20,094,819) $487,422,824  ($9,925,783) $477,497,041 

PTY 12/31/23
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FLORIDA CITY GAS

Docket No. 20220069-GU

PTY 12/31/23

13 Month Average

COMPANY POSITION

FCG

PER FCG COST WEIGHTED

BOOKS SPECIFIC PRO RATA ADJUSTED RATIO RATE COST

COMMON EQUITY $262,522,863  ($6,335,416) $256,187,447  52.56% 10.75% 5.65%

LONG TERM DEBT 165,323,588  (7,973,660) (3,797,595) 153,552,333  31.50% 4.28% 1.35%

SHORT TERM DEBT 20,639,405  (498,259) 20,141,146  4.13% 1.78% 0.07%

CUSTOMER DEPOSITS 3,881,270  (93,675) 3,787,595  0.78% 2.64% 0.02%

DEFERRED TAXES  55,150,517  (1,396,214) 53,754,303  11.03% 0.00% 0.00%

TOTAL $507,517,643  ($7,973,660) ($12,121,159) $487,422,824  100% 7.09%

STAFF POSITION

ADJUSTED

PER STAFF COST WEIGHTED

BOOKS SPECIFIC PRO RATA ADJUSTED RATIO RATE COST

COMMON EQUITY $262,522,863  ($11,552,367) $250,970,496  52.56% 10.00% 5.26%

LONG TERM DEBT 165,323,588  (7,973,660) (6,924,505) 150,425,423  31.50% 4.28% 1.35%

SHORT TERM DEBT 20,639,405  (908,409) 19,730,996  4.13% 1.78% 0.07%

CUSTOMER DEPOSITS 3,881,270  (170,805) 3,710,465  0.78% 2.64% 0.02%

DEFERRED TAXES  55,150,517  (2,490,856) 52,659,661  11.03% 0.00% 0.00%

TOTAL $507,517,643  ($7,973,660) ($22,046,942) $477,497,041  100% 6.70%

       ATTACHMENT 2

CAPITAL STRUCTURE
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ISSUE TOTAL COMPANY COMPANY STAFF STAFF

NO. PER BOOKS ADJS. ADJUSTED ADJS. ADJUSTED

OPERATING REVENUES

Operating Revenues $116,217,009 

Change in Unbilled Revenues 40,041 

PGA  (34,053,742)

AEP Revenues (726,069)

SAFE Revenues (6,736,104)

Conservation  (6,997,154)

Franchise and Gross Receipts Tax Revenues (3,158,626)

3 LES Revenues 155,495 

35 Forecasted Misc. Revenues (16,071)

TOTAL REVENUES $116,257,139  ($51,671,695) $64,585,444  $139,424  $64,724,868 

OPERATING EXPENSES:

COST OF GAS $34,075,912 

Eliminate Fuel Expense (34,075,912)

Total Cost of Gas $34,075,912  ($34,075,912) $0  $0  $0 

OPERATION & MAINTENANCE EXPENSE $32,720,885 

Conservation  (6,901,558)

Rate Case Expense Amortization 497,779 

Economic Development (3,217)

Industry Dues Associated with Lobbying (25,000)

Transfer of Support Costs to Clauses (57,294)

Regulatory Commission Expenses/Fees  (250,628)

11 Corrected AMI O&M Expense (3,104)

34 To Maintain Clause Support Costs in Base Rates 57,294 

38 Exclusion of Executive Incentive Compensation (505,222)

42 Remove Half of D&O Liability Insurance  (4,716)

47 Updated Rate Case Expense (27,570)

TOTAL O & M EXPENSE $32,720,885  ($6,739,918) $25,980,967  ($483,318) $25,497,650 

DEPRECIATION & AMORTIZATION $20,276,958

AEP Amortization (679,200)

To remove SAFE assets (1,273,253)

To transfer SAFE assets to base rates 1,189,568 

2022 Depreciation Study 987,109 

50 Remove Acquisition Adjustment (721,894)

TOTAL DEPRECIATION & AMORTIZATION $20,276,958  $224,224  $20,501,182  ($721,894) $19,779,288 

FLORIDA CITY GAS



COMPARATIVE NET OPERATING INCOME
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ISSUE TOTAL COMPANY COMPANY STAFF STAFF

NO. PER BOOKS ADJS. ADJUSTED ADJS. ADJUSTED

TAXES OTHER THAN INCOME $9,740,548

To Remove SAFE Assets (992,616)

To Transfer SAFE Assets into Base Rates 797,305 

Franchise and Gross Receipts Expense (3,158,626)

52 LES Revenue RAF 777

52 Forecasted Miscellaneous Revenue RAF (80)

52 Executive Incentive Compensation Payroll Taxes (32,995)

52 Updated Property Tax Estimate (510,886)

TOTAL TAXES OTHER THAN INCOME $9,740,548 ($3,353,937) $6,386,611 ($543,184) $5,843,427

INCOME TAX EXPENSE

 Income Taxes $1,176,560

 Income Taxes - Deferred 1,504,301

Taxes Corresponding to Adjustments (1,958,193)

Interest Synchronization 44,096 

2022 Depreciation Study 25,978 

53 Interest Synchronization  36,286 

53 Fallout Adj. Federal Income Taxes 273,843 

53 Fallout Adj. State Income Taxes 73,695 

TOTAL INCOME TAXES $2,680,861  ($1,888,119) $792,742  $383,825  $1,176,567 

TOTAL OPERATING EXPENSES 215,752,303  (45,833,662) 53,661,502  (1,364,571) 52,296,931 

NET OPERATING INCOME ($99,495,253) ($5,838,033) $10,923,942  $1,503,995  $12,427,937 

DOCKET NO. 20220069-GU

PTY 12/31/23

COMPARATIVE NET OPERATING INCOME

FLORIDA CITY GAS ATTACHMENT 3

         COMPANY

STAFF
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COMPANY

DESCRIPTION PER FILING STIPULATIO

REVENUE REQUIREMENT 100.0000% 100.0000%

REGULATORY ASSESSMENT RATE 0.5000% 0.5000%

BAD DEBT RATE 0.4771% 0.4771%

NET BEFORE INCOME TAXES 99.0229% 99.0229%

STATE INCOME TAX RATE 5.5000% 5.5000%

STATE INCOME TAX 5.4463% 5.4463%

NET BEFORE FEDERAL INCOME TAXES 93.5766% 93.5766%

FEDERAL INCOME TAX RATE 21.0000% 21.0000%

FEDERAL INCOME TAX 19.6511% 19.6511%

REVENUE EXPANSION FACTOR 73.9255% 73.9255%

NET OPERATING INCOME MULTIPLIER 1.3527 1.3527

NET OPERATING INCOME MULTIPLIER

FLORIDA CITY GAS

DOCKET NO. 20220069-GU

PTY 12/31/23

ATTACHMENT 4
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COMPANY 

ADJUSTED STAFF

$487,422,824  $477,497,041 

RATE OF RETURN X 7.09% X 6.70%

REQUIRED NOI $34,574,871  $31,984,426 

ACHIEVED NOI 10,923,943 12,427,937

23,650,928 19,556,489

1.3527 1.3527

31,992,611 26,454,304

LNG Revenue (3,828,493) (3,828,493)

Transfer of SAFE Investments (5,990,342) (5,990,342)

INCREMENTAL REVENUE INCREASE $22,173,776 $16,635,469

PTY 12/31/23



COMPARATIVE REVENUE DEFICIENCY CALCULATIONS

FLORIDA CITY GAS
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REVENUE DEFICIENCY

RATE BASE (AVERAGE)

REVENUE EXPANSION FACTOR

NET REVENUE DEFICIENCY
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