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DIRECT TESTIMONY OF RICHARD A. BAUDINO
1. QUALIFICATIONS AND SUMMARY

Please state your name and business address.
My name is Richard A. Baudino. My business address is J. Kennedy and Associates,

Inc. (“Kennedy and Associates™), 570 Colonial Park Drive, Suite 305, Roswell,

Georgia 30075.

What is your occupation and by whom are you employed?

1 am a consultant with Kennedy and Associates.

Please describe your education and professional expeﬁence.

I received my Master of Arts degree with a major in Economics and 2 minor in

Statistics from New Mexico State University in 1982. 1 also rc'ceivéd my Bachelor

of Arts Degree with majors in Economics and English from New Mexico State in

1979.

I began my professional career with the New Mexico_ Public Service Commission
Staff in October 1982 and was employed there as a Utility Economist. During my

employment with the Staff, my responsibilities included the analysis of a broad range

" of issues in'thé ratemaking field. Areas in which I testified included cost of service,

COCUME MY NUMBRIR-CATE
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rate of retumn, rate design, revenue requirements, analysis of sale/leasebacks. of

generating plants, utility finance jssues, and generating plant phase-ins.

" In October 1989, I joined the utility consulting firm of Kennedy and Associates as a

Se.n_ior Consultant where my duties and respon"sibiliﬁes covered sqbstantially the
same areas as those during my tenure. with the Nevs} M.exico Public Service
Commission Staff. I becamie Manager in Jaly 1992 and was named Director of
Consulting in Jaguary 1995. Currently, I am 'a consultant with Kennedy and

Associates.

Exhibit ____ (RAB-I) summarizes niy-eipert testimony eﬁ(perience.

On whose behalf are you testifying? _
I am testifying on behalf of the South Florida Hospital and Health Care Association

(“SFHHA”).

Whiat is the purpose of your Direct Testimony?
The purpose of my direct testimony is to address the allowed return on equity for

Florida Power and Light Company (“FPL” or “Company’).

Please summarize your Direct Testimony.
I recommend that the Florida Public Service Commission (“Commission”) approve a
rate of return on equity (“ROE”) for FPL of 10.40%. This recommendation is based

on-the low end of the range of results from my Discounted Cash Flow (“DCF”)

‘analyses for a comparison group of electric companies. I also emp]oyed the Capital

" J Kennedy and Associates, Inc.  Docket No. 080677-E1
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Asset Pricing Model (“CAPM™), butl did not directly incorporate the results into my
reconnnendation. In my opinion, a return on equity of 10.40% is a reasonable

estimate of the required return on equity for a low-risk utility such as FPL.

I also recommend that FPL.’s equity ratio be reduced from the level requested by the -

Company. My recommended adjusted equity ratio for bond rating agency purposeé

is 50%. This results in an equity ratio for ratemaking purposes of 53.5%. My

recommended equity ratio strikes a proper balance between supporting the

Company's bond rating and minimizing costs for ratepayers.

I also adjusted the .amouﬁt and cost of FPL's short-term debt contained in its capital
stfuctu:c. My calculations reflect the additién of $600 million of short-term debt,
with, th_e‘ cost of this debt at 0.60%, which reflects th.e 3-month Lond_on Interbank
Offér Rate ("LIBOR"} as of June 30, 2009. Mr. Kollen adds commitment fees to. this

number, which he explains in detail in his testimony.

Turrﬁng to the Company's testimony, the Commission should reject the retum on
equity recommendation of 12.50% of Df. William Avera, witness for FPL. As I will
explain in detail in Section IV of my Direct Testimony, Dr. Avera’s subjective
approach greatly overstated the required retarn on equity for FPL. Further, the
results from Dir. Aver_a’s,quanﬁtative analyses do not support his recommendation.
In particular, FPL's requested equity réturn simply exceeds the range of results

calculated by FPL itself for its vtility proxy group. Dr. Avera’s recommended ROE

J. Kennedy and Associates, Inc.

Docket No. 080677-E1
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only is supported by the ROE rémge from a group of non-utility companies. This’
non-utility group completely fails to reflect the low risk utility operations of FPL.‘
Dr. Avera’s recommended return on equity of 12.50% would harm ratepayers

because it would result in excessive rate levels for the Company’s ratepayers.

I also recommend that' the Commission reject Dr. Avera’s and Mr. Piﬁnentel’s
position = supporting FPL’s proposed 'capiial structure and, specifically, the
Company’s requested equity ratio for ratemaking purposes of 59.6%. As I Will show
later in my Direct Testimony, FPL’s requested common equity ratio is excessive, is
significantly higher than the common equity ratio of similar risk: eiect:ic companies,

and would impose excessive and burdensome costs on ratepayers.

"I Kennedy and Associates, Inc. ~~ Docket No. 080677-EI
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IL. REVIEW OF ECONOMIC AND FINANCIAL CONDITIONS

Mr. Baudino, what has the trend been in long-term capital costs over the last

few years?

- Exhibit (RAB-2) presents a graphic depiction of the trend in interest rates from

: Jamiary 2000 through May 2009. The interest rates shown are for the 20-year U.S.

Treasury Bond and the average public utility bond from the Mergent Bond Record. -

Exhibit ____(RAB-2) shows that the yields on long-term Treasury and utility bonds

have declined since early 2000, although rates have been quite volatile.  Yields
trended downward from 2002 through 2006, with the 20-year Treasury bond yiéld

declining from 5.69% to 4.78% at the end of December 2006. The yield on the

~ average public utility bond also decreased significantly over that ﬁme,'fallin'g from

7.83% in March 2002 to 5.83% in December 2006, a decline of 200 basis points.
Public utility bond yields fell far more than long-term Treasury yields over the last

four years.

2007 saw a rise in bond vields, fueled in part by investors’ concerns over turmoil and
defaults associated with the sub-prime lending market. This accelerated in 2008, a
year in which world financial markets experienced tumultuous changes and volatility

not seen since the Great Depression. As noted in the SBBI 2009 Yearbook, both

~ " J.Kennedyand Associates, Inc. ' Docket No. 080677-EI
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large and small company stocks dccljned around 37% for the year.' Investors, in a

- flight to quality and safety, also pulled their funds out of those corporate bonds that

were perceived to be higher risk and invested in the safety of Treasury securities.?
The 2009 SBBI Yearbook reported that long-term Treasury Bonds returned 25.87%

during 2008, while long-term corporate bonds returned 8.78%. Thus, bonds

‘sigujﬁcantly outperformed stocks in 2008.

The stocks of electric utiiities did not fare well dﬁring the financial market upheaval
of 2008. The Dow Jones Utility Average was dbﬁvn from its 0peni1;gl level in
fanuary 2008 of 532.50 to 370.76 at the end of December, a decline of 30.4%. This
decline was smaller than the decline in the overall stock market. Utility bond yields
also inc'reasc;:d s_ighjﬁcanﬂy during the year, rising from 6.08% in J. anuafy to a high -l -
of 7.80% in November. And as inveétors flocked to the safety of ’-freasury securities,

the yield spread between long-term Treasury securities 'arlxd the index of ‘public utility
bonds Widened. from' 1.73% in Janvary to 3.69% in December, the highest spread

during the entire period shown in Exhibit ___(RAB-2).

So far in 2009, utility bond yields have fallen from November 2008 levels as has the
spréad between public utility bond yields and ldng-terrn Treasuries. The average

utility bond yield in May was 6.83%, a decline of almost 100 basis points from

2009 Ibbotson SBBI Classic Yearbook, Morningstar, page 11.

~ I. Kennedy and Associates, Inc.  Docket No. 080677-E1
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November 2008. And according to. Moody’s Credit Trends, the average public

utility bond yield closed at 6.22% on June 30, 2009. At the end of May the yield-

'spread between utility bonds and the long-term Treasury bond declined substan'tially

to 2.61%. The Dow Jones Utility Average has also recovered this year, rising from

its opening level in January of 341;15 to a June close of 357.81, an increase of 4.88%

for the year.

How does the investment community regard the electric utility industry as a

whole?

'In its-May 29, 2009 report on the electric utility industry, Value Line noted the

fouowing:

Since our last review, electric utility stocks as a whole have continued to struggle, -
based on shareprice performance. Many utilities have been hampered by higher

capital costs and weaker generation margins stemming from lower demand and a
sharp decline in energy prices.

* ok ok

During challenging economic times, investors tend to migrate towards utility stocks
due to their relative stability and attractive dividend yields. And, now seems like a
better time than ever, as the broad market selloff early in the year has led to higher

.yields and increased total-return potential. All told, we believe this might be a good

time for investors to increase their electric-utility exposure.

,Mdody_'s Investor Service published a report entitled U.S. Investor-Owned Electric

Utilities and made a number of observations regarding the outlook for the industry.
First Moody's characterized the outlook for the electric utility industry as stable with
respect to its expectations for the next twelve to cighteen months. Moody's expects

that the industry's fundamentals will remain intact, but expressed concerns over -

 ]. Kennedy and Associates, Inc. . Docket No. 080677-E1
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rising business and operating risks over the longer term.

. On page 2 of this report, Moody's also added:

The U.S. investor-owned electric utility sector enjoys solid credit metrics and the

. fundamental credit outlook remains stable. In general, state regulators continue to let

the utilities recover prudently incurred operating costs and capital expenditures

‘relatively quickly, and with reasonable rates of return. Moreover, we believe state

regulators would otherwise prefer to regulate financially healthy companies.

The sector is also well positioned relative to many other corporate/industrial sectors,
primarily due to the fundamental business plan: providing monopolistic electric
service within a designated service territory in exchange for oversight and limitations
on profitability. However, we are increasingly concemned with business and
operating risks, which are not new but appear to be accelerating faster than
previously understood: These business and operating risks include potential

-environmental legislation from the Obama Administration; the continued capital

investment needs for refurbishing aging infrastructure; and a potentially more
contentious regulatory relationship amid a protracted or severe recession. '

Although liquidity appears to Be reasonable today, the sector’s substantial negative

free cash flow generation creates a need for unfettered access to the capital markets.
This represents a fundamental weakness to the sector’s business plan.

Briefly describe Florida Power and Light Company.

FPL is a wholly owned subsidiary of FPL Group.3 FPL Group's other principle

~ subsidiary is NextEra Energy Resources, which engages in the compeﬁtive energy

business and produces its energy primarily from clean and renewable fuels. FPLis a
rate regulated electric company that provides service to approximately 4.5 million

customers of the east and lower west coasts of Florida. As of December 31, 2008

The following description of FPL is based on mformauon contained in the Company's 2008 Form 10-
K and 2008 Annual Report.

J Kennedy and Assocmtes, Inc. Docket No. 080677-E1
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FPL derived 53% of its revenues from Residential sales, 40% from commercial

sales; and 7% from Industrial and other customers.

FPL's resoﬁrces for serving 16ad cbnsisted of 24,997 mWs 6f which 22,087 Werc
owned by FPL. FPL's cuﬁcnt reseﬁc margin is 28%, which is adequate to meet its
cugrent and.projectcd customer loads. FPL's 2008 fuel mix coﬁsisted of 53% natural
gas, 22% nuclear generation, 14% purchased power, 6% coal generation, and 5% 'oil
generation. On page 7 of its 2008 10-K report, f'PL-noted that ité "diverse fuel
options, along with purchased power, enable FPL to shift between sources of
generation to achieve a more economical fuel mix." FPL collects fuel costs through

a recovery mechanism approved by the FPSC that enables the company to true-up

- differences between actual and projected costs.

Capacity payments to other companies for purchased power are recovered from
customers through a capacity clause and through base rates. FPL noted on page 6 of

its 10-K report that beginning in 2009, FPL will be able to recover pre-construction

-costs and carrying charges on consfruction costs for new nuclear capacity through

the capacity clause.

FPL noted that it will incur signiﬁcant planned capital expenditures through 2013

that are expected to total $13.4 biltion.

" "J Kennedy and Associates, Inc.  Docket No. 080677-E1
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With respect to capitalization, FPL’s regulated utility operations are far less
Ievera.ge-d. than FPL Group’s unregulated operlations. At the end of 2008, FPL's
utility operations' were capitalized with 56% common equity compéred to FPL |
Grouﬁ"s unregulated operations, whjéh were supported by only 2'4.2% common

equity. This data came from FPL’s Schedule D-2.

How do FPL and FPL Group characterize their current financial position and

performance.
In his letier to shareholders in FPL Group's 2008 Annual Report; the Chairman and
Chief Executive Officer of FPL Group stated the following:

Our successful strategy has generated outstanding value for shareholders over the

longer term as well. Since 2002, FPL Group has outperformed 84 percent of the

companies in the S&P Utility Index and 85 percent of the companies in the S&P 500
Index as measured by total shareholder return. Our total shareholder retum during

this period was 127 percent, compared with 32 percent for the S&P Utility Index and
-10 percent for the S&P 500 Index.

The same trend holds across the three-year, five-year and 10-year periods. FPL
Group has delivered total shareholder retums of 33 percent, 81 percent and 135
percent respectively, easily outpacing the S&P Utility Index (3 percent, 49 percent

and 31 percent) and the S&P 500 (-23 percent, -10 percent and -13 percent).

We are also particularly proud of our ability to’ weather the financial crisis. FPL
Group’s financial discipline, attractive projects and strong balance sheet meant
that capital remained available at reasonable costs throughout 2008. Indeed, in the
midst of a very difficult credit and economic environment, we were able to raise

approximately $1.3 billion of capital on reasonable terms in the foun‘h quarter of
2008 alone. (emphas1s added)

There’s little doubt that 2008 will go down in history as one of the most tumultuous
and difficult years in the past century for economies and credit markets the world
over, including the U.S. and Florida economies. FPL Group has not been immune
to these shocks, but our ability to generate double-digit earnings growth in a
highly challenging vear is a powerful endorsement of our long-term strategy, our

commitment to financial discipline, and our dedicated and talented employees.
(emphasis added)

* ]. Kennedy and Associates, Inc. . Docket No. 080677-E1
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In recent presentations to- the financial community and at FPL Group’s 2009
shareholders’ meeting, FPL Group reported very posiﬁve results for the company.

For example, in its presentation entitled 2009 Credit Suisse Energy Summit, FPL

: Grbup made the following important points:

e FPL Group is a “premier U.S. power company”

. FPL Group’s retums to share holders have substantially outperformed the
Dow Jones Industrial Average, the Utility Index, and the S&P 500. -

s . FPL Group has one of the strongest balance sheets in the industry.

e FPL Group maintains a “strong liquidity position™ assisted by “one of the
‘largest bank groups in the industry”. ' '

Ina prescntation entitled Sanford C. Bernstein & Co. Strategic Decisions Conference

2009 dated 'Ma'y'27,_ 2009, FPL. stated on page 5 that FPL Group had the "best utility

franchise in the nation” and had "favorable long-term demographic trends.” And in

another ﬁrésentation entitled NextEra Energy Resources 2009 Bank Meeting dated
May 5, 2009, on page 14 the FPL Group Chairman and CEO characterized FPL

Group's earnings profile as "significantly weighted toward lower risk sources", 47%

of which was the FPL uility. [N

I have included excerpts from these three presentations in Exhibit __(RAB-3).

How is FPL viewed by the major bond rating agencies?

FPL’s first mortgage bonds are rated A by Standard & Poor’s (“S&P”) and Aa3 by

""" J. Kennedy and Associates, Inc.  Docket No. 080677-EI
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Moody’s..

S&P’s 'Febmary 12, 2009 report'. on FPL statedr that FPL Group’s outlook is stablé
and “reflects the predictable cash ﬂéw from FP&L, a fair_orable regulatory
environment, and an historically healthy service territory.” S&P noted that FPL
Group’s .outlook could be pressured if gfow in the unregulated businesses increases -
busineés risl'(; if the fo'fccasts become more dependenf on FPL Eﬁergy, or if projected
cash flow does not maintain the current financial risk profile. S&P also underscored
its concern that the ratings could be imperiled if FPL Group i_fajls to mahage
significant risks in its merchant energy énd energy- marketing and trading

subsidiaries.

" Moody’s June 20, 2008 repbrt on FPL noted that its ratings _'were supported by strong

financial performance and cash flow coverage, timely cost recovery mechanisms,

. favorable regulatory environment, and a large mainly residential service territory that
- has experienced high growth rates in xecent' y@ars.;-_():ffs_etting_thést: strengths are the

. Cc_)mpany’s large expec_te_:d capital expenditures ov¢rj_t119 next, fe_w years, a slowing

economy, and risks from hurricanes.

Mr. Baudino, wﬁat is your conclusion regarding the financial health and overall

risk of FPL?

Overall FPL remains a low risk electric utility with solid financial health and

excellent bond fatings. In its own investor presentations, the Company emphasized

J. Kennedy and Associates, Inc. = Docket No. 080677-E1 =
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that it is one of three companies in the power sector with an ‘A’ or better credit
rating. And according to FPL Group’s CEO Mr. Hay, FPL has the “best utility
franchise in the nation.” FPL’s étable and relatively low risk electric operations have
provided substantial ﬁnancial stability ‘to FPL Group and its mofe risky wholesale"

market-based power marketing subsidiaries. FPL Group would be a substantially

riskier compariy without the stable utility operations of FPL.

As FPL Goup's CEO Mr. Hay pointed out, despite extreme instability and
uncertéinty in the credit markets last year, FPL Group had no probiem accessing
liquidity for its operations, including its utility operations. And FPL Group derives
most of its earning from lower risk sources, the largeé.t contributor being FPL's
regulafed utility opéraﬁons. Now that credit ma:l_:kets have become rﬁore stable this
year, FPL should cbntinue to have access to the credit it needs to fund operations and

invest in plant and infrastructure to serve its Florida ‘customers and on very.

redsonable terms.

J. Kennedy and Associates, Inc.  Docket No. 080677-EI
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_ 1IL. DETERMINATION OF FAIR RATE OF RETURN

_Pléase describe the methods you employed in estimating a fair rate of return for

4

FPL.

I employed a Discounted Cash Flow (“DCF”) analysis for a group of comparison

electric companies to estimate the cost of equity for the Company’s ieglﬂated electric

operations. I also employed several Capital Asset Pricing Model (“CAPM™)

analyses using both historical and forward-looking data.

What are the main guidelines to which you adhere in estimating the cost of

equity for a firm?

Generally speaking, the estimated cost of equity should be compélrable to the returns

of other firms with similar risk structures and should be sufficient for the firm fo

attract capital.” These are the basic standards set out-by the United States Supreme -

Court in Federal Power Comm'n v. Hope Natural Gas .Co., 320 U.S. 591 (1944) and

Bluefield W'W. & Improv. Co. v. .Public Service Comm'n, 262 U.S. 679 ( 1922).

From an economist’s perspective, the notion of “opportunity cost” plays a vital role

in estimating the return on equity. One measures the opportunity cost of an

investment equal to what one would have obtained in the next best alternative. For

example, let us su?pose that an investor decides to purchase the stock of a publicly

traded electric utility. That investor made the decision based on the expectation of

dividend payments and perhaps some appreciation in the stock’s value over time;

~ I. Kennedy and Associates, Inc. . Docket No. 080677-E1
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however, that investor’s opportunity cost is measured by what she or he could have
invested in as the next best alternative. That alternative could have been another
utility stock, a utility bond, a mutual fund, a money market fund, or any other

number of investment vehicles.

The key determinant in deciding whether to invest, however, is based on

comparative levels of risk. Our hypothetical investor would not invest in a particular
electric company stock if it offered a return lower than other investments of similar

risk. The opportunity cost simply would not justify such an investment. Thus, the

task for the rate of return analyst is to estimate a return that is equal to the return .

being offered by other risk-comparable firms.

What are the major {ypes (.)f risk faced by utility companies?

In general, risk associated with the holding of common sfcock can be separated into
three major categories: business risk, financial risk, and liquidity risk. Business ﬁsk
refers to risks inherent in the operation of the Eusines_s.l Volatility of the firm’s sales,
long-term demand for its product(s), the amount of operating Iév§rage, and quality of

ﬁlanagement are all factors that affect business risk. The quality of regulation at the

state and federal levels also plays an important role in business risk for regulated

utility companies.

Financial risk refers to the impact on a firm's future cash flows from the use of debt

in the capital structure. Interest payments to bondholders represent a prior call on the

firm’s cash flows and must be met before income is available to the commmon

1. Kennedy and Associates, Inc. ~  Docket No. 080677-E1
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shareholders. Additional debt means additional variability in the firm’s earnings,

leading to additional risk.

Liquidity risk refers to the ability of an investor to quickly sell an investment without

a substantial price concession. The easier it is for an investor to sell an investment

for cash, the lower the liquidity risk will be. Stock markets, such as the New York™
and American Stock Exchanges, help ease liquidity risk substantially, Investors who

“own stocks that are traded in these markets know on a daily basis what the market

pricés of their investments are and that they can sell these investments fairly quickiy.
Many electric utility stocks are traded on the New York Stock Exchange and are

considered liquid investments.

Are there any indices available to investors that quantifj the total risk of a

company?

Bond ratings are tools that investors use to assess the risk comparability of firms.
Bond rating agencies such as Moody’s and Standard and Poor’s perform detailed
analyses of factors that contribute to the risk of a particular investment. The end

result of their analyses is a bond rating that reflects these nisks.

With respect to FPL's utility operations, it is also important to note the statements

made by key personnel in the Company regarding the utility's low risk operations

and that it has the "best utility franchise in the nation.” The combination of these

statements and the foregoihg,data are compelling evidence of FPL's low-risk profile.

oo - o ool = —— e AT c o

I Kennedy and Associates, Inc. ~ Docket No. 080677-E1
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Discounted Cash Flow (“DCF”*) Model

Please describe the basic DCF approach

The basic DCE approach is rooted in valuation theory It is based on the premise that
the value of a financial asset is determined by its ability to génerate futare net cash
ﬂbws.- In the case of a Coiﬁom stock, those future cash e T Fie fomm @
dividends and appreciation in stock price. The value of the stock to investors is the
discounted present value of future cash flows. The ggﬁeral equation then is:

R R R "R
= + + P oboa™—= -
I+ d+7* da+r’ d+r"

Where. V = asset value
R = yearly cash flows
r = discount rate

This is no different from determining the value of any asset from an economic ‘point

of view; however, the commonly employed DCF model makes certain simplifying

- assumptions. One is that the stream of income from the equity share is assumed to

be perpetual; that is, there is no salvage or _residuﬁl v'aiue at the end of some matunty
date (as is thé case with a bond). Anofhérl important. assumption .is that financial
markets are reasonably efficient; that is, they correctly cv'aluatc. the cash flows
relative to the appropriate discount rate, tﬁus rendering the stéck price efficient
relative to othe; alternatives. Finally, the model 1 employ also’assumes a t;onstant

growth rate in dividends. The fundamental relationship employed in the DCF

method is described by the formula:

p=D1
" Po

+g

o and Associates, Tnc.  DocketNo.080677EL
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Where: . Dy = the next period dividend
Po = current stock price
g = expected growth rate
k = investor-required return

Under the formula, it is apparent that “k” must reflect the investors’ expected return.

 Use of the DCF method to determine an investor-required return is complicated by

the need to express investors’ expectations relative to dividends, earnings, and book
value over an infinite time horizon. Financial theory suggests that stockholders

purchase common stock on the assumption that there will be some change in the rate

of dividend payments over time. We assume that the rate.of growth in dividends is -

‘constant over the assumed time horizon, but the model could easily handle varying

growth rates if we knew what they were. Finally, the relevant time frame is

prospective rather than retrospective.

What was your first step in conducting ydur DCF analysis for FPL?
My first step was to construct a comparison group of companies with a risk profile

that is reasonably similar to FPL.

Please describe your approach for selecting a comparison ‘group of electric .

. companies.

I used several criteria to select a comparison group. First, using the July 2009 issue
of the AUS Utility Reports, 1 selected electﬁc‘companiés that were rated at least A
by Moody’s and Standard and Poor’s. FPL currently carries seniof_ secured bénd

ratings of A+ from S&P and Aa3 from Moody’s, so using the either/or criterion for

" J. Kennedy and Associates, Inc. ~~ Docket No. 080677-E1
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an A rating assures that the companies in the comparison group carry bond ratings

" that are similar to FPL.

From that group, I selected companies that had at least50% of their revenues from .

electric operations and that had long-term earnings growth forecasts from Value Line

and either Zacks Investment Research (“Zacks™) or First Call/Thomson Financial. I

will describe Zacks and First Call/Thomson Financial later in my testimony. From
this group, I then eliminated companies that had recently cut or eliminated dividends,
were recently or currently involved in merger activities, or had recent experience

with significant earnings fluctuations.

I aiso eliminated Duke Energy due to a major corporate restructuring that will
significantly affect future eamnings. I also eliminated Exelon Corp. because most
earnings and growth is expected to come from an unregulated generation subsidiary.

I eliminated MGE Energy because it did not have aaxning@: growth forecasts from

either Zacks or Thomson.

The resulting group of the comparison electric companies that I used in my analysis

is shown in the table below.

" J. Kennedy and Associates, Inc. ~ Docket No. 080677-EI
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FLORIDA POWER AND LIGHT COMPANY
COMPARISON GROUP

S&P-  Moody's

' Rating Rating

1 ALLETE, Inc. NYSE-ALE) - A- NR
2 Alliant Epergy Corporation (INYSE- LNT) A- A2
3 Consolidated Edison, Inc. (NYSE-ED) A- Al
4 DPL. Inc.(NYSE-DPL} A A2
5 DTE Energy Company (NYSE-DTE) - A- . A3
- 6 Bdison International (NYSE-EIX) A - A2

7 FPL Group, Inc. (NYSE-FPL) A Aa3d
8 IDACORP, Inc. (NYSE-IDA) A- A3
9 NSTAR (NYSE-NST) AA- Al
10 Progress Energy Inc. (NYSE-PGN) A- A2
11 Public Service Enterprise Group (NYSE-PEG) A A3
12 Southern Company (NYSE-SO) : A . A2
13 Wisconsin Energy Corporation (NYSE WEC) A Aa3
14 Xcel Energy Inc. (NYSE-XEL) A- A3

What was your first step in determining the DCF return on equity for the

comparison group?

I first determined the current dividend yield, Dy/Po, from the basic equation. My
general practice is to use six months as the most reasonable period over which to
éstima_te the dividend yield. The si)_{-monfh period I used covered the months from
January through June 2009. 1 obtained historical prices and dividends from Yahoo !-
Finance. The amiualized divi&end divided by ﬂaé average monthly price represents

the average dividend.yield for each month in the period.

The resulting average dividend yield for the group is 5.25%. These calculations are

shown in Exhibit ____ (RAB-4).

" I. Kennedy and Associates, Inc.  Docket No. 080677-E1
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Mr. Baudino, did the’ dividend yield for your comparison group exhibit

volatility over the six-month period you used in your analysis?

Yes. Page 3 of Exhibit __ . (RAB-4) shows the monthly average yields for the
comparison group, which ranged from 4.75% to 5.66%. Obviously, increased

volatility in the stock market affected utility stock pricés‘ as well.

Having established the average dividend yield, how did you determine the

investors’ expected grthh rate for the electric comparison group?

The investors’ .lexp_ected' growth raﬁe, in theory, comrectly forecasts the cﬁnstant rate
of growth in dividends. The dividend growth rate is a funcﬁon of earnings‘. g1*owth
and the payout ratio, neither of which is known precisély for the future. We refer to
a perpetual growth rate since the DCF model has no arbitrary cut-off point. We must
céﬁmate the investors’ 'expected growth rate because there is no way to-know with

absolute certainty what investors expect the growth rate to be in the short term, much

less in perpetuity.

In this analysis, I relied on three major sources of analysts’ forecasts for growth.

These soﬁrces are Value Line, Zacks, and Thomson Financial.

Please briefly describe Value Line, Zacks, and Thomson Financial.
Value Line js an investment survey that is published for approximately 1,700
companies, both regulated and unregulated. It is updated quarterly and probably

represents the most comprehensive and widely used of all investment information

- services. It provides both historical and forecasted information on a number of
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important data elements. Value Line neither participates in financial rr_larkéts_ as a

broker nor works for the utility industry in any capacity of which I am aware.

According to Zacks’ website, Zacks “was formed in 1978 to compile, analyze, and

- distribute investment research to both institutional and individual investors.” Zacks

gathers opinions from a variety of analysts on eamnings growth forecasts for
numerous firms including regulaied electric utilities. The estimates of the analysts
responding are combined to produce consensus average and median estimates of

earnings growth.

Like Zacks, Thomson Financial also provides detailed investment research on
numerous companies. Thomson also compiles and reports consensus analysts’

forecasts of earpings growth. I obtained these forecasts from Yahoo! Finance.

Why did you rely on analysts’ forecasts in your analysis?

Retum on equity analysis is a forwgrd—looking process. Five-year or ten-year
historical growth rates may not accurately represent investor expectations for
dividend growth. Amnalysts’ forecasts for earnings and dividend growth provide
be'tter proxies for the expected growth component irllrthc DCF model than historical
growth rates. Analysts’ forecasts are also widely available to investors and one can

reasohably assume that they influence investor expectations.

How did you utilize your data sources fo estimate growth rates for the

comparison group?

* 1. Kennedy and Associates, Inc.  Docket No. 080677-E1
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Exhibit (RAB-5) presents ‘the Value Line, Zacks, and Thomson Financial
forecasted 'growth'estimates. These earnings and dividend growth estimates for the
comparison group are summaﬂzed on Columns (1) through (5) of Exhibit

___(RAB-5).

I also utilized the sustainable growth formula in estimating the expected growth rate.

‘The sustainable growth method, also known as the retention ratio method, recognizes

that the firm retains a portion of its earnings to fuel growth in dividends. These
retained earnings, which are plowed back into the firm’s asset base, are expected to

eamn a rate of return. This, in turn, generates growth in the firm’s book value, market

value, and dividends.

The sustainable growth method is calculated using the following formula:

G=BxR
Where: G =.expe'cted retention growth rate

B = the firm’s expected retention ratio
R = the expected return

In its proper form, this calculation is forward-looking. That is, the investors’
expected retention ratio and return must be used in order to measure what investors

anticipate will happen in‘the future. Data on expected retention ratios and returns

may be obtained from Value Line.

'J. Kennedy and Associates, Inc. Docket No. 080677-E1
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The expected sustainable growth estimates for the comparison group are presented in

(RAB—S). The data came from the Value Line

forecasts for the comparison group.

~ How did you approach the calculation of earnings growth forecasts in this case?

For purposes of this case, 1 looked at three different mcthods fof calculating the

expecfed growth r_ates for my comparison group.

For Method 1, I calculated the average of all the growth rates for the companies in
my comparison group using Value Line, Zacks, and Thomson. I excluded a negative
value for ALLETE because it is not plansible for investors to expect negative future

growth rates for electric utilities.

For Method 2,1 calculated the median growth rates for Iy COMPpArison group. ‘The
median value represgnts the middle value in a data range and is not influenced by
ex;:essively high or lbw numbers in the data set. The median growtl; rate for each
forecaét provides additional .valuable information. regarding expected growth rates

for the group.

For Method 3, I omitted double-digit growth rates and growth rates that were near
zero (less than 1%) from the calculation of the averages. This is similar to omitting

the high and low values from the calculation. These calculations are shown on page

2 of Exhibit (RAB-5).

" J.Kennedy and Associates, Inc.  Docket No. 080677-EI .
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The expected growth rates produced by all three methods fall in a range from 3.75%

to 6.25%.

Why did you eliminate high and low growth rate forecasts in Method 37
With respect to growth rates near zero, it is reasonable to conclude that investors

expect positive long-term earnings and dividend grbwth over time. Including growth

rates of 1% or less may ﬁnders_taie expected growth for the comparison group.

Regarding double-digit growth rates, it is highly unlikély that investors would expect
such high growth rates over the long run for electric uti]jtiés." Tndeed, the vast
majority of growth forecasts is in the single digits and reflects the more conservative

financial profile of a regulated industry.

How did you proceed to determine the DCF return of equity for the electric

comparison group?

To estimate the expected dividend yield (D;) for the group, the current dividend
yield must be moved forwafd in time to account for dividend increases over the next
twelve months. I estimated the expected dividend yield by .multip]ying the current
rdivide‘nd yieid by one plus one-half thé_éxPe;:ted growth rate. I should note that for

Method 3, I excluded the dividend ﬁclds for .companiés whose growth rates were

exciuded from each respective source.

. Kennedy and Associates, Inc.  Docket No. 080677-EI
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I then added the expected growth rates to the expected dividend yield. The
calculations of the resulting DCF retﬁms on equity for both methods are presented on

page 2 of Exhibit ___ (RAB-3).

P]eése explain how you calculated your DCF cost of equity estimates.

(RAB-5) presents the DCF results utilizing three different

Page 2 of Exhibit
methods. Method 1 utilizes the average growth'rates for the comp_arisbn .group. I
used the Value Line eamings and dividend growth forecasts and the consensus
‘analysts’ forecasts. The averagé DCEF cost of equity result is 11.61%. The' midpoint

of the four grbwth.;ates‘ is 10.68%.

Method 2 employs the median growth rates from Valﬁe Line, Zacks, and Thbmson.
The average DCF return on equity is 10.80% and the midpoint of the results is

10.38%.

Method 3 employs the growth rates for the group excluding double digit growth
forecasts and forecasts less than or equal to 1.0%. The average of these growth rates

results in a DCF estimate of 11.13%. The midpoint of the growth rates results in a

DCF estimate of 10.96%.

Capital Asset Pricing Model

Q.
A.

-Brieﬂy summarize the Capital Asset Pricing Model ("' CAPM”) approach.
The theory underlying the CAPM approach is that investors, through diversified

portfolios, may combine assets to minimize the total risk' of the portfolio.

J. Rennedy and Associates, Inc. ~ Docket No. 080677-E1 ~ ~
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Diversiﬁcatiqn allows investors to diversify away all risks specific to a particular
company and be left only with market risk that affects ali companies. Thus, the
CAPM theory identifies two types of tisks for a sgcuﬁty: company-specific risk and
market risk. Company-speciﬁc. risk includgs sﬁch events as strikes, ma:;agcnient
errors, marketing failures, lawsuits, and other events that are unique to a particular
firm. Market risk includes inflation, business cycles, war, Qariations in interest rates,
and changes in consumer confidence. Markeié risk ténds to affect all stocks and

cannot be diversified away. The idea behind the CAPM is that diversified investors

are rewarded with returns based on market risk.

Within the CAPM framework, the expected return on a security is equal to the risk-
free rate of return plus a risk premium that is proportional to the seéurity’ s market, or
non-diversifiable, risk. Beta is the factor that reflects the inherent market risk-of a

security and measures the volatility of a particular security relative to the overall

-market for securities. For example, a stock with a beta of 1.0 indicates that if the

market rises by 15 %, that stock will also rise By 15%. This stock moves in tandem
with movements in the overall market. Stocks with a beta of 0.5 will only rise or fall
50% as much as the olverall market. So with an increase in the market of 15%, this
stock Wﬂl only rise 7.5%. Stocks with betas greatér than 1.0 will rise and fall more
than the overall market. Thus, beta is the measure of the relative risk of individ_ual

securities vis-a-vis the market.

" J. Kennedy and Associates, Inc: ~ Docket No. 080677-E1
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Based on the foregoing discussion, the equation for determining the retumn for a
security in the CAFM framework is:
K =Rf + S(MRP)
Where: K = Required Return on equiiy
Rf = Risk-free rate

MRP = Market risk premivim
B =Beta

This equation tells us about the risk/return relationship posited by' the CAPM.
Investors are risk averse and will only accept 'highefrisk if they receive higl;xcr
returns. These retums can be determined in relation to a stock’s beta and the market
risk premiurn. The general level of risk aversion in the economy determines the
market risk premiﬁm. If the Iisi@frée rate of return is 3.0% and the required returﬁ
on the total market is 15%, then the risk brcmium is 12%._ Any stock’s required
fetum can be determined by multiplying its beta by the market risk premium. Stocks
with betas greater than 1.0 are considered riskier than the overall market and will
have higher reqﬁired returns. Conversely, stocks with betas less than 1.0 will have

required returns lower than the market as a whole.

In general, are there concerns regarding the use of the CAPM in estimating the

return on equity?

- J. Kennedy and Associates, Inc. ~~ Docket No. 080677-E1
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\

Yes. As briefly discussed earlier, thére 1s some cohtroversy surrouﬁding the usé of
the CAPM.“‘ There is evidence that beta is not the pljmafy factor in defermining thf:
rié_k of a security. For example, Value Line’s .“Safety Rank” is a measure of total
risk, not its calculated beta coefficient. | Beta coefficiénts usually describe only a.
small amount of total im}estment risk.  Finally, a considerable _amountof judgment:
must be employed in determining the risk-free rate and market return portions of the
CAPM equatiém. _The analyst’s. application Qf judginent can significantly influence
the results obtained from the CAPM My past experience .with the CAPM indicates
that it is prudent to use a wide variety of data in estimating returns. Of course, the
range of results may also be wide, indicating thé_ difficulty in obtaining a reliable

- estimate from the CAPM.

How did you estimate the market return portion of the CAPM?

The first source I used was the Value Line Investment Survey for Windows for June
10, 2009. Value Line provides a summary statistical report detailing, among other
things, forecasted growth in’dividends, earnings, and book value for the companies

Value Line follows. I have presented these three._- growth rates and the average on

(RAB-6). The average growth rate is 8.14%. Combining this
growth rate with the average expcéted dividend yield of the Value Line companies of
2.27% results in an expected market retumn of 10.41%. The detailed calculations are

shown on page 1 Exhibit (RAB-6).

. For a more complete discussion of some of the controversy surrounding the use of the CAPM, refer to

" A Random Walk Down Wall Street by Burton Malkiel, pp. 229 — 239, 1999 edition.

"] Kennedy and Associates, Tnc. ~ Docket No. 080677-E1 - ©
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I also considered a supplemental check to this market cs‘timat_e. Morningstar
publishes a study of historical returns on the stock market in its Ibbotson SBBI 2009
| Valuation Yearbook. Some Aanalysts employ this historical data to estimatg thel
market risk premiuﬁ of éfocks over the risk-free rate, '_ The assumption is that a risk

premium calculated over a long perioed of time is reflective of investor expectations

going forward. Exhibit

(RAB-7) presents the calculation of the market return.

"using the historical data,

Q. Please address the use of historical earned returns to estimate the miarket risk

premium.

A The use of historic earned retums on the S&P 500 to estimate the current market risk

12
13
14
15
16
17
18
19
20
21

22
23

premium is rather susyéct becauée it naively assumes _tﬁat iﬁ%r;cstors currently expect
historic risk premiums to continuc unchanged into the futﬁre regardless of present or
forecasted economic conditions. Brigham, Sh;)me, and Vinson noted the following
with respect to the use of historic risk pre:ﬁiums calculated using the returns as

reportéd by Ibbotson and Sinquefield (referred to in the quote as “I&S™):

There are both conceptual and measurement problems with
using 1&S data for purposes of estimating the cost of capital.
Conceptually, there is no compelling reason to think that
investors expect the same relative returns that were eamed in
the past. Indeed, evidence presented in the following sections
indicates that relative expected returns should, and do, vary

J. Kennedy and Associates, Inc. . Docket No. 080677-EI



W=

10

11

12

13

14
15
16
17

18

19

Richard A. Baudino
Page 31

significantly over time. Empirically, the measured historic
premium is sensitive both to the choice of estimation horizon
and to the end points. These choices are essentially arbitrary,
yet can result in significant differences in the final outcome.’

In summary, the use of historic earned returns should be viewed with a great deal of
caution. There is no real support for the proposition that an unchanging,

mechanically applied historical risk premium is representative of current investor

~ expectations and retumn requirements.

How did you determine the risk free rate?

I used the average yields on the 20-year Treasury bond and five-year Treasury note
over the six-month period from J anuary through June 2009. The -20;year Treasury |
bbnd is often used by rate of return analysts as the risk-free ﬁw, but it contains a
significant amount of interest rate risk. The five-year'Tréasury' note carries less
interest rate risk than the 20-year bond and is more stable than three-month Treasury
biﬂs. Therefore; I have employed both of these securities as proxies for the 'ﬂsk-free

rate of return. This approach provides a reasonable range over which the CAPM

may be estimated.

What is your estimate of the market risk premium?

Brigham, E.F., Shome, D.K. and Vinson, S.R., “The Risk Premiom Approach to Measuring a Uttlity’s Cost
of Equity,” Financial Management, Spring 1985, pp. 3345.
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Exhibit (RAB-6), line 9 of page 1, presents my estimates of the market risk

‘premium based on a DCF analysis applied to current market data. The market risk

premium is 6.47% using the 20-year Treasury bond and 8.41% using the five-year .

Treasury bond.

Utilizing the historical Ibbotson data on market retumns, the market risk premium

ranges from 4.40% to 5.97%. This is shown on Exhibit (RAB-7).

How did you determine the value for beta?

I obtained the betas for the companies in the electric ‘company comparison group
from most recent Value Line reports. The average of the Value Line betas for the

electric group is .69.

Please summarize the CAPM results.

The CAPM results using the 20-year and five-year Treasury bond yields and Value

Line market return data range from 7.77% to 8.38%.

The CAPM results using the historical Ibbotson data range from 6.96% to 8.03%.

These'results- are shown on Exhibit -CRAB~7);

Conclusions and Recommendations

Q.

Please summarize the cost of equity you recommend the Commission adopt for

FPL. -

I Kennedy and Associates, Inc.  Docket No. 080677-E1
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I recommend that the Commission adopt the DCF model I developed and the cost of

equity estimates for the comparison group of electric utility companies that.I

compiled. The results for the electric company comparison group using the constant--

growth DCF mode] and the expected growth rate forecasts ranged from 10.38% to
11.13%. Based on this range of results, I recommend that the Commission adopt a
10.40% return on equity for FPL in this proceeding. This recommendation is based

on the low end of the range of results from niy DCF analyses.

I offer this recommendation to the FPSC as a just and reasonable estimate of investor

return on eqﬁity_requirements for a lower risk electric utility such as FPL. First,

FPL’s bond ratings are higher than those of the companies in my comparison group.
There is -only onc other utility in the group that has an Aa3 bond rating from
Moody’s. All the other companies have lower ratings that FPL. With respect to the

S&P ratings, nine of the 14 companies have an A- rating, compared to FPL’s A

rating. FPL’s higher bond rating suggests a lower required ROE than the average -

company in my comparison group. And-as I stated earlier, FPL’s own CEO has
stated without qualification that the Company has-the “best utility franchise in the
nation.” This supports my position that FPL is a lower risk electric utility compared

to the average electric utility company.

Also, as I shall show subsequently in my tesﬁmony, I am recommending a much

higher common equity ratio for FPL than the avei'agc equity ratio for the companison

group. This suggests that FPL has less financial risk than the compatison group,

J. Kennedy and Associates, Inc.  Docket No. 080677-EF
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making it less risky overall. This further justifies a retum on equity for FPL that is

near the low end of the range of results from the DCF model.

Finally, it should be noted that the CAPM results are much lower than the DCF

results in this proceeding. This is the case with both the forward-looking and the

.historical versions -of the CAPM. I do not rely on the CAPM for m)f ROE

recommendation, but these resuits- suggest that using the lower end of the DCF rahge

of resuits is reasonable in this case.

" Both Dr. Avera and Mr. Pimentel recommend that the Commission recognize

and encourage “exemplary management” in setﬁné the return on equity for
¥PL. Do you agree?

No. I recommendrthat the Commission base its allowed return on equity on lmarket—
based data and analysis that I have provided in my testimony and in particular the
results of the DCF an;ilyses. Using appropriate cost éf equity models to estimate the
iﬁvestor required return for FPL will, 1f applied properly,.fairly compensate investors

for their equity investment. Increasing the investor required retumn to recognize

factors such as “exemplary management” would over compensate investors and

result in excessive rates to ratepayers. The regulatory balance would be tipped in

favor of shareholders and against customers. Moreover, providing an inflated return

on equity to recognize exemplary management performance undercuts the benefits of

such performance, which should bé lower costs and greater efficiency. Ratepayers

* J. Kennedy and Associates, Inc.  Docket No. 080677-EI
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shiould expect exemplary management from the Company without having to support

an inflated return to shareholders. I recommend that the Commission reject this path.

Capital Structure and Weighted Cost of Capital -

Q.
A

Did you review FPL’s requested capital structure?
Yes. The Company’s requested capital structure and weighted cost of capital is

presented in Schedule D-1A and in Exhibit AP-7 attached to the Direct Testimony of

structuré beginning on page 74 of his testimony. Both witnesses supported an

“adjusted” equity ratio of 55.8%, which includes the imputation of $950 million of

off-balance sheet purchased power agreements (“PPAs”). It is important to note that -

this is not the capital structure the Company is using for ratemaking purposes, but is

instead one that is designed to reflect how FPL off-balance sheet PPAs are treated

~ for purposes of bond rating agency reporting.

Have you calculated the weighting of common stock, preferred stock, and short
and long-term debt the Company is requestiﬂg f'of ratemaking purposes?
Yes. Table 2 below presents the percentages of -equity and debt excluding the

imputed PPAs. These amounts come from MFR Schedule D-1a. These amounts are

investor-supplied capital amounts used by the Company to develop its overall -

. weighted return, exclusive of accumulated deferred income taxes, customer deposits;

and investient tax credits.

" "I Kennedy and Associates, Inc. . Docket No. 080677-E1
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TABLE 2

~ FPL REQUESTED DEBT AND EQUITY

Amount Pet.
Long-term Debt $ - 5,377,787 39.2%
Short-term Debt $ 161,857 1.2%
Common Equity $ 8,178,980 © 59.6%|
Total $ 13,718,624 100.0%

Although 'both Dr. Avera and Mr. Pimentel presented FPL’s “adjusted” capital
structure as containing 55.8% equity, for ratemaking purposes FPL pj;oposes to

include almost 60% common equity in its capital structure. The 59.6% common

.equity ratio is the actual equity percentage that the Company seeks to jnclude in its

rates in this proceeding, not the lower 55.8% cited in the Company’s testimony. Dr. -
Avera and Mr. Pimentel did identify this number as “adjusted” equity, but the

difference between 55.8% and the actual ratemaldfig equity percentage of 59.6%

needs to be clarified.

'Mr. Baudino, is FPL.’s proposed level of equity reasonable?

No. FPL’s proposed Ievel of equity is excessive, unreasonable, and would result in
unjust and unreasonable rates to rate‘lﬁayers. As I will demonstrate, FPL does not
require this burdensome level of equity investment to support its current credit

rating. I recommend that the Commission reject FPL’s proposed level of common

" " J Kennedy and Associates, Inc. ~ Docket No. 080677-E
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equity and reduce it to a reasonable level that supports its credit rating and that does

not burden its customers with excessive costs.

Purther, FPL .undérstatcd the amount of short-term debt that should be ihcluded in

the capital structure. Based on the last few yéars of data, substantially more short-

~ term debt shonld be included in the Company’s capital structure for ratemaking

pﬁrposes.

How do you recommend that the Commission proceed with adjusting FPL’s

capital structure?

First, I recomnmend that FPL’s equity level be reduced to conform to the high end of

-S&P’s debt-to-total capital range consistent with an A credit profile.  Second, I

recommend that the Commission include $600 million of short-term debt, an aﬁmunt

- consistent with the Company’s short-term debt levels over the last few years.

The effect of these adjustments is a reduction in the Company’s weighted cost of

capital.

Please summarize FPL’s presentation of its capital structure and common
equity ratio. |

Both Dr. Aﬁera and Mr. Pimentel supinort an-“actual adjusted equity ratio” of 55.8%.
This equify percentage was derived by including $0.949 billion of long-term PPAs

into the long-term debt amount shown in Table 2 of my testimony. Mr. Pimentel and

- ]. Kennedy and Associates, Inc. =~ Docket No. 080677-E
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- Dr. Avera ‘supported this presentation as being reasonable based on the premise that

the rating agencies take PPAs into account when evaluating financial strength and
bond ratings. On page 34 of this testimony, Mr. Pimentel testified that “FPL needs

to maintain a higher unadjusted equity ratio to attain the same level of financial

security with PPAs than without.”

Does FPL need to maintain an unadjusted equity ratio of 60% to maintain its
credit rating?

In my opinion, the answer is no.

In a recent article on utilitics. ratings analysis®, S&P described how it assigns three
key financial ratios in developing and assigning bond ratings. These ratios are as
follows:

e Funds from Operations (“FFO”) Interest Coverage

e Funds from O-peratic.ms‘ / Total Debt |

o Total Debt / Total Capital

| This article explained how these key ratios are used by S&P in developing a

“Business_ Risk Profile” and “Financial Risk Profile”. The Financial Risk Profile is

':assessed based on the three key ratios cited above. The Business Risk Profile

encompasses S&P’s qualitative assessment of factors such as the quaﬂi_ty of

“11.8, Utilities Rfiﬁngs Analysis Now Porfrayed In The S&P corporate Ratings Matrix™, Standard and
Poor’s Ratings Direct, November 30, 2007.

I. Kennedy and Associates, Inc.  Docket No. 080677-E1
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-~ regulation, the markets in which the company operates, operations, competitiveness,

and management. Business Risk Profiles are characterized by S&P as Excellent,

Strong, Satisfactory, Weak, or Vulnerable. Financial Risk Profiles are characterized

as Minimal, Modest, Intci'mediate, Aggressive, or Highly Leveraged.

Currently S&P assigns an “excellent” business risk profile and an “intermediate”
financial risk profile to FPL Group. According to S&P, the adjusted debt/total
capital ratios to support these ratiﬁgs would fall into a range of 35% - 50%. This

may also be viewed as an adjusted equity ratio range of 50% - 65%. |

Finally, S&P noted that its ratio analysis matrix serves as a guide and that it does not

 arrive at ratings by rote. Other factors may lead its rating committee to a different -

conclusion than what would otherwise be indicated by the matrix.

Whatl is your recommendation for an adjusted equity ratio for bond rating
agency reportiﬁg purposes? | |

Iremﬁmend that the Commission approve an.adjusted equity ratio of 50%, which is
at the low end of the adjusted equity range of 50% - 65%. A 50% equity ratio tand a
50% adjusted debt ratio) conforms to the S&P ratio guidelines for an electric utility
such as FI"L, which has an excellent business risk profile and an intermediate

financial risk profile.

~ J. Kennedy and Associates, Inc. " Docket No. 080677-E1
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An adjusted equity ratio of 50% is also much less expensive for ratepayers than the

. Company’s proposed 55.8% adjusted equity ratio. This is very important because

ratepayers should hot have to support a needlessly expensive capital structure that is

overly rich with equity capitalization. Common equity is the most expensive form of

financing for FPL, and should be prudently minimized while still supporting an A

credit rating. My recommendation of an adjusted equity ratio of 50% for financial

reporting purposes accomplishes an appropriate balance between the interest of

shareholders and ratepayers. The Company’s proposal does not.

Please describe how you adjusted the Company’s capital structure to reflect the

50% adjusted equity ratio.

. Please refer to Exhibit (RAB-8), Adjustmént No. 1. This exhibit shows two

views of FPL’s capital structure, one for ratemaking purposes and one for bond

rating agency reporting purposes. The ratemaking capital structure starts with the

actual amounts of debt and equity from the Company’s filing, which total $13.718
billion. The bond rating agency reporting capital sn'uéture adds the amount of
imputed debt associated with FPL’s PPAs, for a total of $14.668 billion. The equity

amount is reduced by $0.845 billion to get to a 50% equity ratio for financial

reporting purposcs. For ratemaking purposes, this results in an equity ratio of 53.5%. |

How does the 53.5% ratemaking equity ratio -compare to historical and

projected equity ratios for FPL?

 J. Kennedy and Associates, Inc.  Docket No. 080677-EI
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It compares quite closely to the equity ratios contained in the Company’s Schedule

D-2, which includes historical and forecasted capital structures through the end of

‘ the projected test year. The common equity ratios from Schedule D-2 are as follows:

2007 . 54.6% -
2008 56.0% - ' ' '
2009 55.2%

2010 © 53.8%

2011 54.8%

I would also note that the Company’s proposed equity ratio of 59.6% greatly exceeds

all of the equity ratios contained in its Schedule D-2.

How does your recommended 53.5% equity ratio compare to the equity ratio of

. your comparison group?

Exhibit __ (RAB-9) shows the compariéon group’s.capital structures for 2008 as
reported by Value Line. The average equity ratio for.the group, including common

and preferred, is '4_'7.'6%, which is much lower than my recommended equity ratio for

" FPL.

~ Please address FPL’s proposed .amount of short-term debt in the capital

stracture.
FPL’s proposed capital structure contains only $161.9 million of short-term debt.
This substantially understates the amount of short-tertn debt the Company has used

in the recent past and if far less than contained in the forecasted capital structures in

" J. Kennedy and Associates, Inc. ~ Docket No. 080677-EI
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Schedule D-2. Schedule D-2 shows the following amounts of short-term debt in

FPL’s historic and forecasted capital structures (in 000s):

. 2007 $842,300
2008 - $7729%
2009 - $710,087
2010 $549,207
2011 $616,316

Obviously, the Company’ls proposed short-term debt level of $161.9 million is not
even remotely close to the levels shown in Schedule D-2. Further, as ;ecently as
October 2008 during perhaps the worst month of financial turmoil of the yeéx, FPL
issuet;l $1.29 billion of commercial paper, according to the Company’s rcspoﬁse to
SFHHA'’s Ninth Set of Intenﬁgatorié;, Question No. 266.- Without. question; the
Comiaany’s proposedrtest year level of short-term debt is to;cally unsupported and

should be rejected by the Commission.

What is your recommendation regarding the amount of shoft-term_debt that
shoulﬁ be included in the capital structure for ratemaking purposes?

I recommeﬁd that the Commission include $600 million of shori-term debt in the
Company’s capital structure. I have included this as Adjustment No.. 2 in Exhibit
__{(RAB-8). This amount is rathcr conéervative considen'hg the amounfs shown by

the Company on Schedule D-2 and is quite close to the amount for 2011. Inmy

~opinion, a short-term debt level of $600 million is reasonable and -tracks the

Company’s recent financial experience and its financial forecasts.

" J Kennedy and Associaies, Inc. ~ Docket No. 080677-E1
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‘What interest rate do you recommend for the short-term debt?
I recommend a short-term debt cost rate of 0.60%. Current 3-month commercial
paper tates are yielding approximately 0.26% and the Company primarily issues

commercial paper- for short-term financing. The 3-month London Interbank Offer

Ratc (“LIBOR”) is also often used as a reference for the cost of short-term financing.

As of June 29, 2009, the LIBOR stood at 0.60%.

1 also recommend that the Commission reject the Company's proposed short-term

debt rate of 2.96%. This debt rate is greatly in excess of current short-term interest
rates and in no way reflects éu::ent- market conditions.  In fact, excluding
commitment fees, the interest rate proposed by the Company is 2.77%, according to

MFR Schedule D-3.

Does the Company's requested short-term interest rate include commitrﬁeht
fees?

Yes. I recomumend that the Commissipn not include commitment fees in the cost of
short-term debt. This is because the-aﬁount of FPL's coﬁlmjﬁncnt fees are fixed and
do not vary. with the amount of short-term debt utilized by the Company. The
Comp.any is entitled to collect its commitment fees, but not in the short-term debt
interest rate. Mr. Kollen included the dollar amount of FPL's commitment fees in his

revenue requirement analysis and addresses this issue in further detail.

" 1. Kennedy and Associates, Inc.  Docket No. 080677-EI
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Did you review the recent Commission Order for TECO in Docket No. 080317-

-EI?

Yes, I réviewed the Commission’s Order in that Docket.

Did the Commission adjust TECQ’s capital structure in that Order?
Yes. The Commission reduced TECO's requested equity percentage of investor-
supplied capital from 56.6% to approximately 54% for ratemaking purposés. In its

Order, the Commission stated the following:

"Tt important to keep in mind that the level of equity recognized for purposes of
setting rates should be in line with the risk associated with the provision of regulated
operations. There is no mandate from S&P or any of the other rating agencies that
we or any other regulatory commission allow an inflated equity ratio at the utility
level to compensate for the parent company's use of higher debt leverage to fund
other, non-regulated businesses." : '

‘What rate did the Commission use for short-term debt in that case?

On page 34 of its Order, the Commission found that a cost rate of 2.75% was
appropriate. This rate was based on the 3-month LIBOR rate plus 175 basis points to

account for financing fees. ‘Thus, the LIBOR rate approved by the Commission

- would have been 1.0%.

How does this compare to your recommended rate for short-term debt?
This is quite close to the rate I recommend, which is 0.60%. There is no need in this
case to add anything for financing costs since Mr. Kollen is including FPL's

commitment fees in his revenue requirement recommendation. Also, this rate is

" J. Kennedy and Associates, Inc. Docket No. 080677.E1
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close to the rate actnally incurred by the Company since last year, which' was below

0.50%.”

Do you have any concluding comments on capital structure?

Yes. An excessive FPL common equity. ratio could result in ratepayers subsidizing
FPL Group’s unregulated affiliate activitiés, which are grouped into the FPL Group
Cz;pital afﬁliate. FPL. Group could not maintain a single ‘A’ credit rating on a
cofpbrate/—wide basis without the support of an excessive FPL common equity ratio

because, as I pointed out in Section Il of my testimony, FPL Group Capital 1s

extremely highly leveraged. The S&P report cited in Section II confirmed that its

single A credit rating for FPL Group was based on the consolidated credit profile of

the company, which includes both FPL and FPL Group Capital. FPL Group Capital
owns FPL Energy, stating that the ratings largely reflect the regulated cash flows
from FPL's utility operations. The report also noted that the higher risk operations of

FPL energy detract from FPL Group's credit quality.

I fully concur with the FPSC's position in the TECO Order, stating that the level of

equity for ratemaking purposes should reflect regulated operations, not unregulated

operations.

Please refer to Exhibit __ (RAB-12), which includes excerpts from FPL Group presentations to. the
financial community. ’

" 7 J. Kennedy and Associates, Inc. ~ Docket No. 080677-EI
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- Finally, I would note that my proposed capital structure s_trikes an appropriate
balance between the interests of shareholders and ratepayers. My proposed equity
ratio is consistent with an 'A’ rating and supports FPL's credit quality. It. also results
in a fai;~ weighted cost of capital that does not unduly burden the Company's

ratepayers. I recommend that the Commission adopt my proposed equity ratio and

recommended return on equity.

* J. Kennedy and Associates, Inc.  Docket No. 080677-E1
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IV. RESPONSE TO FPL TESTIMONY

Have you reviewed the Direct Testimony of Dr. William Avera?

Yes.

Please summarize your conclusions with respect to Dr. Avera’s testimony and
return on equity rgcommendaﬁon.
My conclusions regarding Dr. Avera’s testimony and return on equity recommendation

are as follows.'

First, Dr. Avera’s recommended 12.50% return on equity is grossly overstated. His

" recommendation fails to track the results of his Utility-Proxy Group analyses, which

range from 10.5% to 11.7%.

Second, Dr. Avera failed to include forecasted dividend growth in his DCF analyses.

' Failing to include this important information overstated his DCF results.

Third, Dr. Avera overstated the Market Risk Premium in his CAPM analysis because of

-a faulty approach to .est:imaﬁng the market return portion of the CAPM. My CAPM

results suggest much lower expected refurns.

" "J.Kennedy and Associates, Inc. Docket No. 080677-E1
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Fourth, Dr. Avera's expected eamings approach is inappropriate and should be rejected.

by the Commission.

Fifth, Dr. Avera’s adjustment for flotation costs is inappropriaté and should be rejected.

Dir. Avera’s ROE Ran_oé and Recommendation

o

Please summarize the results of Dr. Avera'é ROE analyses.

Dr. Avera used three metﬁods to estimate the cost of equjty for FPL: the DCF model,
the CAPM, and an expected eaming approach. He used two groups of companies to
estimate the cost of equity, one composed of regulated electric utilities ("Utility Proxy
Group") and ahother using unregulated companies ("Non-Utility Proxy Group"), QMCh
completely excluded utility operations. The results from his various methods are as

follows:

Utility Proxy Group:

DCF - 10.6% to 11.5%
CAPM - 10.5%
Expected eamnings - 11.7%

Non-Utility Proxy Group:

DCF - 12.9% - 13.4%
CAPM - 11.5%

Dr. Avera also recommended a 25 basis point adjustment for flotation costs.

J. Kennedy and Associates, Inc.  Docket No. 080677-E1
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Based on these results, Dr. Avera recommended a range for FPL cost of equity of
12.0% - 13.0%. On page 73 of his Direct Testimony, Dr. Avera stated that his
conclusion "is supported by the implications of ongoing turmoil in the capital

markets and m‘y_recommended 25 basis point adjustment for flotation costs."

In your opinion, do the results of Dr. A{rera's various analyses suppdrt'his-
reéommended 12.5% ROE for FPL?

No. The bulk of Dr. Ave'ra's resﬁlts suggest a much lower ROE, more in the range of
10.5% - 11.7% if the Utility Proxy Group fesults are used. If one adds his ﬂotation

cost adjustnient, then the range would increase to 10.75% - 11.95%, which is still

_below his recommended range for FPL.- .

Only the Non-Utility Proxy Group results support anything above 12.0%.

Is it appropriate to use a group of unregulated companies that do not have

monopoly service characteristics of electric utilities to estimate a fair return on

equity for a Jow-risk regulated electric company such as FPL?
No. Dr. Avera's use of unregulated non-utility companies to estimate a fair rate of

return for FPL is completely inappropriate and should be rejected by the

Commission.

- Utilities have protected markets, e.g. service territories, enjoy full recovery of

prudently incurred costs, and may increase their rates to cover increases in Ccosts.

" J.Kennedy and Associates, Inc.
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Generally, the non-utility companies simply do not have these options and must

compete ‘with other firms for sales and for customers. Obviously, the non-utility

" companies have higher overall risk structures than a low-risk electric company like

FPL and will have .higher required returns from their shareholders. It is not at all

surprising that Dr. Avera's ROE results for his Non-Utility Proxy Group were

- substantially higher than the results for his Utility Proxy Group. Given the higher

business risk for the non-utility group of companies, this is exactly the result that
would have been expected. However, these results do not form any kind of

reasonable basis to estimate the investor required ROE for FPL. Quite the contrary,

the returns from the non-utility proxy group are a good measure of returns that are,

by definition, substantially in excess of those to be expected in the utility segment.

Moreover, FPL's bond ratings suggest a lower required retum on equity than the
average utility. FPL's lower risk profile was mentionéd prominently by FPL Group's

Mr. Hay in the presentaﬁons I cited in Section I of my testimony. Using higher

required retutns from a group of unregulated companies is obviously unjustified,

inflates FPL's required ROE, and should be rejected by the Commission.

Do Dr. Avera's concerns regarding the '"challenging -capital ‘market
eﬁvitonmen " (pg. 72) support his recommended 12.0% - 13.0% range for
ROE? |

No, not at all. Concerns, about the current capital markets are fully reflected in

interest rates and stock prices. Both Dr. Avera and I used this current data in

f. Kénned; and fissoczates;ln; N
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estimating our recommended ROEs to the Commission. The market data I used

compel a much lower ROE range than Dr. Avera recommended.

Moreover, Dr. Avera's market data also support a much lower range than he
recommends. . Dr. Avera's use of judgment simply inflated his ROE
recommendation. Later in my testimony, I will show how Dr. Avera's DCF and

CAPM results for his Utility Proxy Group are overstated and coul_d result in an even

lower range of results.

Do you have any concluding remarks for this section of your response to Dr.
Avera?
Yes. In my response to Dr. Avera's DCF and CAPM analyses, I will confine fny

- remarks to the results from his Utility Proxy Group analyses. I will not further

. address the Non-Utility Proxy Group becaﬁse I have already explained why the

Commission should reject the use of this group in estimatinglthe cost of equity for

- FPL.

DCF Analyses

,Q.

Please summarize Dr. Avera’s approach to the DCF model and its results.

" " J. Kennedy and Associates, Inc. ~ Docket No. 080677-EI
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. |
Dr. Avera utilized the constant growth form of the DCF model to estimate the fair -
return on equity. He employed analysts’ earnings growth forecasts from Value Line,

First Call, IBES, and Zacks to estimate the growth component of the model.
Did Dr, Avera consider dividend growth forecasts in his DCF analysis?
No. Dr. Avera failed to include lower dividend growth forecasts in his aﬁalysis.

On page 46 of his Direct Testimony, Dr. Avera opined that dividend growth rates “are
not likely to provide a meaningful guide to investors' current growth expectations.” In,
support of this opinion, he cited articles from the Financial Analysts Journal and Value

Line's deséﬂptioq of its Timeliness Rank.

Shou.ld Dr. Afera have included dividend growth forecasts in his DCF analyses?

Yes. Dr. Averaerred in faling fo include dividend growth forecasts from Value Line in
his DCF analyses.' With respect to regulated utility companies, -dividend growth -
provides the primary sowrce pf cash ﬂow"tolthe investor. It is certéinly thé case that
earnings growth fuels dividend growth and should be considered in estimating the ROE
using the DCF model. However, Value Lipe's dividend growth forecasts are widely |
available to investors and can reasonably be assumed to influence their expectations
vﬁth respect to growth. I weighted eamings growth 75% and dijvidend growth 25% in
my growth calculationé, so 1 égrce to somee;tent %?Vith Dr. Avera that eamnings growth

] Kennedy and Associates, Inc. ~ Docket No. 080677-EI
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is the primary. factor considered by investors. But it should not be considered the only

factor.

Regafding the articles from tﬁe Financial Analysts'.foumal citeci by Dr. Aycra on page
47 of his testimony, it is not surprising that earnings and cash flow .are considered more
important than book value and dividcndé, particularly for non-utility companies that |
may not pay out much in the way of dividends: However, this is nbt the casé for utility
companies. FPL Group itself stressed the importance of its historical dividend growth
in a presentation by Mr. Hay dated May 22, 2009. T have inclﬁdcd an excerpt from this

presentation in Exhibit __ (RAB-10). Dividend growth estimates should be included

in the forecast of dividend growth in the DCF model.

What is the average dividend growth rate for Dr. Avera's Utility Proxy Group?

" The average dividend growth rate forecast from Value Line is 4.97%. 1have included

these forecasts in Exhibit (RAB-11). As shown in Exhibit __ (RAB-11), including
Value Line's dividend growth forecast results in a DCF cost of equity of 9.94% for the
Utility Proxy Group. This result closely c_dmpares to my DCF ROE using dividend

growth of 9.73%.

This result suggests a lower result for the lower bound of Dr. Avera's results. -

Capital Asset Pricing Model

" I Kennedy and Associates, Inc. - Docket No. 080677-EI
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Please preéent your conclusions regarding the results of Dr. Avera's CAPM
ana]ysié.

I disagree .wit_h‘ Dr. Avera's forrmulation of the CAPM. Dr. Avera estimated the
market return portion of the CAPM by estimati'ng thg current market retorn for

dividend paying stocks in the S&P 500. This limited his "market” return to only 346

comparies.

The market return portion of the: CAPM should represent the most comprehensive

estimate of the total return for all investment alternatives, not just a small subset of

. publicly traded stocks.I In practice, of course, finding such an estimate is difficult

and is one of the more thomy problems in estimating an accurate ROE when using
the CAPM. I one limits the ﬁlarket return to stocks, then there are more
comprehensive measures of the .stock market available, such as the Value Line
Investment Survey_ that I ﬁsed ip my CAPM analysis. Value Line's projected
earnings growth used a sample of over 1500 stocks, its book value growth estimate

used over 1400 stocks, and its dividend growth estimate used over 800 stocks. These

.aré much broader samples than Dr. Avera's Hnﬁted sample of dividen& paying stocks

from the S&P 500.

The forward-looking CAPM results T present in Exhibit ___ (RAB-6) using a broader

market index suggest much lower required rates. of retum than Dr. Avera

Tecommends in his testimony.

" J. Kennedy and Associates, Inc. .. Docket No. 080677-E1
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Dr. Avera did noi present historical market returns in his CAPM analysis. Has
Dr. Avera used historic return in his past ROE testimonies?_

Yes. Dr. Avera used to presenf historical market returns from the SBBI Yearbook in
his past testimonies. In this case, Dr. Avera did not use histoﬁc market returns for

reasons that he explained on page 60 of his testimony.

As I previously testified, I too have concerns fegarcling the use of historical market _
.retumS to estimate the investor required return on equity for clectric utilities. | It
'shoulci be noted, however, that the historical markct returmn data I presented in Exhibit
~_(RAB-7) suggests much lower CAPM ROES than the 10.5% numBe_:r that Dr.
Avera recommended in his testimony. Furthermore, my altcm_aﬁve forward-looking

CAPM results also underscore‘Dr. Avera's overstatement of the CAPM results.

Expected Earning Approach

Please comment on Dr. Avera's expected earning approach..

Dr. Avera's expected earnings approach should be iejected by the Comumission.

All Dr. Avera did in this analysis was report Value Line's forecasted returns on book
equity for 2009 and tﬁe period 2011 - 2013. Hé did not use any market-based model
such as the DCE or CAPM. . Forecasted earned returns on book equity may have
nothing whatsoever to do with investors' required returns in the markgtplace. For

example, if earned retumns on book equity exceed the market-based DCF return on.

" J Kennedy and Associates, Inc. ~ DocketNo. 080677-E1
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equity, then investors may expect a company to earn more on book equity than the

market-based required rate of return. Instead, I recommend that the Commission utilize

- arange of returns generated by the DCF model in setting FPL's cost of equity in this

casc.

Flotation Costs

On page 63 of his Direct Testimony, Dr. Avera'recommend'ed a 25 basis point
adjusfment to recognize flotation costs. Should the Commission add a flotation

cost adjustment to the cost of equity for FPL?

No. I recommend that the Commission reject Dr. Avera’s proposed flotation cost

adjustment.

First, it is inappropriate to use flotation cost. percentages from studies of other
com;)anies to estimate a flotation cost adjﬁstinent for the Companies. Dr. Avera failed
to provide any specific information on ﬂétation costs incurred by FPL. Thus, the 25
basis point adjustment he.prop_oscs is not tied to any actual flotation cost incurred by the

Company, either now or in the past.

Second, in my opinion it is likely that flotation costs are already accounted for in

current stock prices and that adding an adjustment for flotation costs amounts to double

J. Kennedy and Associates, Inc.
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counting. A DCF model using current stock prices should already account for investor
expectations regarding the collection of flotation costs. Multiplying the dividend yield
by a 5% flotation cost adjustment, for example, essentially assumes that the current

stock price is wrong and that it must be adjusted downward to increase the dividend

yield and the resulting cost of equity. I do not believe that this is an appropriate

assumption. Current stock prices most likely already account for flotation costs, to the

extent that such costs are even accounted for by investors.

Current Capital Market Conditions_

Q.

Please summarize the FPL witnesses' position on the current state of -capital

markets and the relationship to FPL's allowed ROE in this case.
Both Dr. Avera and Mr. Pimentel expressed serious concems with respect to current
capital market conditions and the effect on FPL and its ability to access capital markets

at a reasonable cost. I will cite examples below that I believe are representative of their

concems.

~ On page 4 of his Ditect Testimony, Dr. Avera noted that FPL is planning significant

new capital investments and "must be in a position of financial strength to attract

private capital on reasonable terms from investors. whose first instinct is to rush to the

safety of U.S. Treasury securities.”  On page 17, Dr. Avera noted that the spread -

between public utility bonds and Treasury bonds has increased dramaticaliy, reaching

. 338 basis points in J anﬁary 2009. He also noted on page 14 that the recent sell-off in

" J. Kennedy and Associates, Inc. . Docket No. 080677-EI
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common stocks -and increase in utility bond yields "are indicative of higher costs for
long-term capital, reflecting the fact that the ongoing financial and economic crisis has

spilled over into the utility industry."

On page 5 of his Direct Testimony, Mr. Pimentel cited a Moody's article, opining that

“the current financial crisis has 'materially changed the banking environment for

" utilities going forward'.” On page 6, he noted the impact of the reduced capacity in the

banking environment to offer new credit lines and suggested that this "illustrates the

need for FPL to maintain a strong financial position to benefit customers.” On page 8

'Mr. Pimentel noted the volatility in the short-term and long-term debt markets and

staied that at times these markets lacked the necessary liquidity for an efficient market
structure. However, on page 9 he also noted that'FPL has been able to have continued

access to financial market through the ongoing turmoil in the financial markets.

Pleasé r@ond to these concerns regarding current market conditit_ms and FPL's
allowed cost of equity m tlﬁs proceeding. |

Without.a doubt, financial markets have undergone one of the ﬁost serious periods
of volatility and uncertainty in history. And the stock market continues to be volatile
iﬁ 2009. However, it should be noted that the ﬁm‘ted States government and
governments around the world have moved to stabilize world financial Iﬁaxkets and

provide liqﬁidity. Some examples of these actions in the U.S. include:

7. Kennedy and Associates, Inc.  Docket No. 080677-E1
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¢ The Emergency Economic Stabilization Act of 2008, which authorized the
U.S. Treasury to spend up to $700 billion to purchase distressed assets from
banks and to make capital injections into banks.

e Significant increase in loans by the Federal Reserve through is Term Auction

Facility, which is designed to make loans to depository institutions (such as
banks) available at its discount window.

e Creation by the Federal Reserve of the Term Asset-Backed Securities Loan
Facility ("TALF"), which is designed to assist the credit needs of households
and small businesses by supporting the issuance of asset-backed securities.

o Interest rate reductlons by the Federal Reserve. The Fed's Dlscount Rate
currently stands at 0.50%.

It is also important to note that, even through the height of the financial crisis last year,

FPL Group did not experience problems in accessing capital markets for debt and
commercial paper. As I mentioned earlier, FPL. Group issued almost $1.3 billion in

commercial p_aper in October 2008.

Further, in a presentation entiﬂeci NextEra Energy Resources 2009 bank Meeting dated
May 5, 2009, page 7, Mr Pimente] showed that FPL Group’s corporate credit facility,
which has an initial 5-year term through April 2012, was extended for a.n‘additi.onal
year through 2013. This facﬂ1ty is in the amount of $6.75 billion and is sufficient to
meet “dlély;tcah-day’ * liquidity needs. This suggests that FPL'’s standing W]th the financial
community is quite solid. In the same presentation dated May 6, 2009, Ms. Kathy
Beilhart also noted FPL’s top tier credit rating, substantial liquidity, access to
commercial paper at attractive rates, and pointed out that FPL. Group raised $4.3 billion
sinc_e the last bank me;eting. In fact, on page 5, Ms. Beilhart showed that the averagc

rate for commercial péper for FPL. Group was below 0.50%, very close to my

J Kennedy and Assocwtes; Ine.  Docket No. 080677-E1 -
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recornmended short-term debt rate of 0.60% and far less than the Cbmpany’s requested

short-term debt rate of 2.775, excludiﬂg commitment fees.
I have included excerpts from these two presentations in Exhibit __ (RAB-12). |

Further, in statements to shareholders and the investment community, FPL Group
positioned itself as a "premier energy company" with long-term positive trends; a
lower-risk financial profile, outstandihg shareholder returns, and adequate access to

capital markets.

- Itis important for the Commission to allow a cost of equity for FPL that maintains its

financial integrity and allows the Company continued access to capital market on

. reasonable terms. It is also important for FPL's customers not'to be burdened by

excessive rates during a severe recession, which our economy has been in since the last
quarter of 2008. FPL's requested 12.50% ROE and the excessive equity in its capital

structure result in a burdensome cost of capital that is too expensive for ratepayers to

‘maintain. 1 recommend that the Commission adopt SFHHA's recommended capital

structure and my recommended 10.40% return on equity.

Does this complete yoﬁr testimony?

Yes.

J. Kennedy and Associates, Inc.  Docket No. 080677-E1
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EDUCATION

New Mexico State University, ML.A.
Major in Fconomics
Minor in Statistics

New Mexico State University, B.A.
Economics
English

Twenty five years of experience in utility ratemakmg Broad based experience in revenue requirement
analysis, cost of capital, utility financing, phase-ins, auditing and rate design. Has desxgned revenue
reqmrement and rate design analysm programs.

- REGULATORY TESTIMONY

Preparation and presentation of expert testimony in the areas of:.

Electric and Gas Utility Rate Design

Cost of Capital for Electric, Gas and Water Companies
Ratemaking Treatment of Generating Plant Sale/Icasebacks
Electric and Gas Utility Cost of Servwe '

Revenue Requirements

(Gas mdustry restrocturing and competlﬁon

Fuel cost auditing
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RESUME OF RICHARD A. BAUDINO

EXPERIENCE
198% to _ .
_ Present: Kennedy and Associates: Consultant - Responsible for consulting assignments in the

area of revenue requirements, rate design, cost of capital, economic analysis of generation
alternatives, gas industry restructuring and competition.

1982 to . . ;
1989: New Mexico Public Service Commission Staff: Utility Econemist - Responsible for
preparation of analysis and expert testimony in the areas of rate of retum, cost allocation,
rate design, finance, phase-in of electric generating plants, and sale/leaseback transactions.
CLIENTS SERVED

Regulatory Commissio'ns

Iounisiana Public Service Commission
Geargia Public Service Comumission
New Mexico Public Service Commission

Industrial Groups

Ad Hoc Committee for a Competitive PSI Industrial Group
Electric Supply System Taconite Intervenors (Minnesota)
Adir Products and Chemicals, Inc. Tyson Foods
Arkansag Electric Energy Consumers * West Virginia Energy Users Group
Avrkansas Gas Consumers _
Aarmco Steel Company, L.P.
Association of Business Advocating
Tariff Equity
CF&I1 Steel, L.P.
Climax Molybdenum Company
Ceneral Electric Company
Industrial Energy Consumers
Kentucky Industrial Utility Consumers
Xarge Electric Consumers Organization
INewport Steel
MNorthwest Arkansas Gas Consumers
Maryland Industrial Group
Qccidental Chemical
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Subject

Party Utility
3/83 1780 NM . Mew Mexlco Public Boles Water Co. Rate design, rate of
‘ Service Commigsion return.
10/83 1803, NM - New Mexico Public Southwesten Rate dasign.
1817 Service Commission - Elactric Coop
11/84 1833 NM New Mexico Public £l Paso Electric Service contract approval,
Service Commission Co. rate dasign, performance
standards for Palo Verde
nuclear gensrating system
10983 1835 NM New Mexico Pubfic Public Service Rate design.
Service Commission Co.of NM .
1984 1848 NM New Mexico Public Sangre de Cristo Rate design.
Service Cormmissicn Water Co. o
02/85 1906 NM ‘New Mexico Piblic Southwestern Rate of return.
Service Cormmission Public Sarvice Co.
D9/84 1907 NM New Mexico Public Jarmada Waier Co, Rate of raturm.
Service Commission
11185 1957 NM New Mexico Public Souttwestern Rate of retum.
. Service Commission Pubiie Service Co.
04/88 2009 NM New Mexico Public El Paso Electric Phase-in plan, ireatment of
Service Commission Co. sale/leaseback expense.
06/86 2032 NM New Mexico Public El Paso Electric Salefleaseback approval,
i Service Commission Co,
ooEs 2033 NM New Mexico Fublic El Paso Elecric Order o show cause, PYNGS
Service Commisslon " Co. : audit. '
02/87 2074 M New Mexico Public El Paso Electric Diversification.
Service Commission Co.
0587 2089 NM New Mexico Public El Paso Eledfric Fuel factor adiustment.
. Service Commission Co. : -
D8B7 2092 NM New Mexico Public El Paso Etectric Rate design.
Service Commission Co.
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Date

Case Jurisdict.

Expert Testimony Appearances

of

Richard A. Baudino

As of May 2009

Docket No. 080677-EI
Resumse of Baudino

Exhibit __{RAB-1) Page 4 of 12

Party Utility Subject

10/88 2146 NM New Mexico Public Public Service Co. . Financial effects of
Service Commission of New Mexico' restructuring, reorganization.

07/88 2162 NM New Mexico Public El Paso Electric Revenue requirements, rate
Senvice Commission Co. design, rate of return.

01/89 2194 M New Mexico Public Plains Electric G&T Economic development.
Service Commission . Cooperative

/B89 2053 NM ~ New Mexico Public Plains Electric G&T Financing.
Service Commission Cooperative

08/83 2059 NM New Mexico Public Homestesd Water Co. Rate of return, rate
Service Commission design.

10/89 2262 NM New Mexico Public Public Service Co. Rate of retumn.
Service Commission . of New Mexico

09/88 2269 NM New Mexico Fublic Ruidoso Natikal Rate of return, expanse
Service Commission GasCo. from afifiated

interest.

12/89  89-208TF AR Arkansas Electric Arkansas Power Rider M-33,
Energy Consumers & Light Co.

01/90  U-17282 LA . Louisiana Public Gulf States Costof equity,
Service Commission Utilities

09/90  90-158 KY Kentucky Industrial Louisvile Gas . Cosiofequity.

: Utility Consumers . & Electric Co.

09/20 900040 AR Nortiwest Arkansas Arkansas Westemn Cost of equity,
Gas Consumers Gas Co. transportation rate.

12/90 U782 . LA Loulsiana Fublic Gulf States Lost of squity.

Phase IV Service Commission Utilties -

04/91 910370 AR Northwest Arkansas Arkansas Western Transportatiori rates.
Gas Consumers Gas Co.

12/9t 91410 OH- Alr Products & Cincinnali Gas & Cost of equity.

EL-AR Chemicalg, Inc., Electric Co, :

Armco Steel Co., :
General Electric Co.,
Industrial Ensrgy

Consumers

AL HSRIANE LSOO I
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As of May 2009
Date . Case Jurisdict. Party Utitity Subject
05/92 9108901 FL Occidental Chemical Florida Power Corp. Cost of equily, rate of
Com. retum.
09/92  92.032-U AR Arkansas Gas Arkansas Louisiana Cost of equily, rate of
Consumers Gas Co. return, cost-of-service.
09/92 39314 D Industrial Consumers Indiana Michigan Cost of equity, rate of
. for Fair Utfity Power Co. refurn.
Rates
09/92 20090 AR Tyson Foods General Waterworks Costallocation, rate
design.
01/93  92-346 KY Newport Steel Co. Union Light, Heat Cost allocafion.
. ' & Power Co.
01/93 39498 N PSi Industrial P3| Energy Refund allocation.
Group -
01/83  U0105 - Ml Association of Michigan Retur-on equity.
Businesses Consolidated
Advocating Tanif Gas Co.
Equaiity (ABATE}
04/93 921464 OH Alr Products and Cincinnatl Gas Return on equily.
EL-AIR Chemicals, inc., & Elactric Ga.
' Armco Steel Co.,
industrial Energy
Consuiers
09/9) 93-1854 AR Arkansas Gas Arkansas Louisiana Transportation service
Consumers Gas Ca. terms and conditions. -
09/8  93081U AR Arkansas Gas Arkansas Loulsiana Cost-of-service, ransporta-
Consumers . Gas Co. tion rates, rate supplements;
retum on equity; revenue
requirements.
12/83 7735 LA Louisiana Public Cafun Electric Historical reviews; evaluation
Service Commission Power Goopsrative of economic studies.
Staff
Q¥ 10320 Ky Kentucky industrial " Louieville Gas & Trimble County CWIP reverue
Utility Custorers Electric Co. refund, '
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Case Jurisdict. Party Utility Subject
A4/94 E-018/ - MN Large Power intervenots Minnesota Power Evaluation of the cost of equity,
GR-94-001 Co. capital structure, and rate of
retum.
5/94 R-00042993 PA PG&W Industrial Pennsyivania Gas Analysis of recovery of fransition
' Intervenors & Water Co. costs.
5/94 R-00943001 PA - Columbia {ndustrial Columbia Gas of Evaluation of cost allocation,
" Intervenors Pennsylvania raie design, rete plar, ahd
. carrying charge proposals.
7794 R-00942986 PA Armco;, Inc., West Penn Power Return on equity and rate of
West Penn Power Co. return.
Industrial Intervenors
7 /94 94-0035- Wy West Virginia Monongahela Powsr Return on equity and rate of
E-427 Energy Users' Group Co. refurn.
8/94 8652 MD Westvaco Corp. Potomac Edison Return on equity and rafe of
Co. retumn. - s
/%4 930357-C AR West Central Arkansas Arkansas Oklahoma Evaluation of fransporiation
Gas Consumers Gas Corp. service,
9/44 U-19904 LA Louisiana Public Gulf States Return on eqguity.
Service Commission Utilities -
o/ 8629 ‘MD Marytand Industral Baltimore Gas Transition costs.
Group & Elecric Co.
1184 94-175-U AR Arkansas Gas Arkla, Inc. Cost-of-servics, rate design,
Consumers rate of retumn.
3/% RP84-343. FERC Arkansas Gas NorAm Gas Rate of return.
000 Consumers Transmission
/95 R-00943271 PA PP&L Indysirial Pennsylvania Power Return on equity.
Custon_'ler Aliance & Light Co.
&/% U-10755 M Association of Consumers Power Co. * Revenue reguirements,
Businesses Advocating
Tariff Equity
7195 8697 MD Maryiand industrial Baltimore Gas Cost allocation and rafe design.
Group & Electric Co.

L KENNEDY AND ASSOCIATES,INC.
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Date Case  Jurisdict.  Party Utility Subject
8/95 95.254-TF AR Tyson Foods, Inc. Southwest Arkansas Refund allocation,
U-2811 : E'sctric Cooperative
10/95  ER85-1042 FERC .Louisiana Fublic Systems Energy Return on Equity.
<000 Senvice Commission Resources, Inc.
1145 1940032 PA Industrizl Energy State-wide - Investigation into
Consumers of all utilities Etectric Power Competition.
Pennsylvania
5/96 96-030-U AR Notthwest Arkansas Arkansas Westemn Revenue requirements, rate of
Gas Consumers Gas Co. return and cost of service.
7/96 8125 - MD Maryland industrial Baltmore Gas Return on Equity.
Group & Blectric Co., '
Potomac Electric
Power Co. and
Constellation Energy Corp.
7/96 U-21496 LA Louisiana Public Central Louisiana Return on equity,
Service Commission Electtic Co. rate of retum.
9/96.  U-22002 LA Louisiana Pullic Entergy Guif Reiurn on equity.
Service Commission States, nc. .
1/97 RP96-199- FERC The Industrial Gas Mississippi River Revenue requirements, rate of
000 Users Conference Transmission Corp. retum and cost of service.
387 96-420-U AR West Ceniral Arkansas Oklahoma Revenue requirements, rate of
- Arkansas Gas Gas Corp. refurn, cost of service and
Cotp. rate design.
Vi U-11220 MI Association of Michigan Gas Co. Transpoﬂatiﬁn Balancing
: Business Advocating and Southeastern Pravisions- '
Tariff Equity Michigan Gas Co.
7h7 R-00973944 PA Pennsylvania Pennsylvania- Rate of retur, cost of
American Water American Water Co. servica, revenue requirements.
Large Users Group :
38 B39C-U GA Georgia Natural Atlanta Gas Light Rate of retumn, restructuring
Gas Group and the issues, unbundling, rate
Georgia Textle design issues,
Manufacturers Assog.
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Case Jurisdict. Party Utility Subject
7/98 R-00084280 PA PG Energy. Ihc. PGE Industrial Cost allocation.
Intervenors :

8/98  UTIEH LA Lowisiana Public Cajun Electric Revenue requirements.
Service Commission Power Cooperative

10/98 . 97596 ME Maine Offics of the Bangor Hydro- Return on equity,
Public Advocate Electric Ca. rate of returm.

10/88  U-23327 LA Louisiana Public SWEPCO, CSW and Analysis of praposed merger,
Service Commissien AEP ’

12088 . WETT  ME Maine Office of the Maine Pubic Return on equy,
Public Advocate” Service Co, rate of retum.,

12/98 U-23358 LA Louisiana Public . Entergy Guif Return on equity,
Service Commission Slates, Inc, rate of retumn,

3/39 98-426 Ky Kentucky industrial Louisvile Gas Return on equity.

. Utility Customers, nc. . and Electric Co ’

3/ 99-082 KY Rentucky Industral Kentucky Utliities Return on equity.
Utility Customers, Inc. Co,

4/99 R:084654 PA T. W. Phillips T. W. Philips Allocation of purchased
Users Group Gas and Qil Co. gas costs.

5/09  RO099462 PA Columbia industrial Columbia.Gas Balancing charges.
Infervenors of Pannsylvania

109 U-24182 LA Louisiana Public Entergy Guif Cost of debt,

: Service Cumr_nission States,In¢.

1088 R.O0984782 PA Peopies ndustriaf Peoples Natural Restructuring issues.
Intervencrs Gas Co.

1048 R-00954781 PA Columbia Indusiral Columbia Gas Restructuring, balancing

- Intervenors of Pennsylvania charges, rate flexing,
alternate fuel.

0100  R-00994786 PA UG Industrial UGI Utilities, inc. ~ Universal gervice cgsts,

intervenors

balancing, penalty charges,
capacity assignment.
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Date Case  Jurisdict.  Party Utility Subject
0100 8829 MO Maryland industrial Gr. ' Baﬁimure Gas & Revenue requirements, cost allocation,
' & United Stales Blectric Co. rate design.
02/00  R-00094783 PA Penn Fuel Transporialion PFG Gas, Inc., and Tariff chargas, balancing provisions.
05/00  U47735 LA Loulsiana Public " Loulsiana Electric Rate restructuring.
' Service Comm. Cooperative :
07/00 2000080 kY Kentucky Industrial Louisville Gas Cost allocation.
Utility Consumers’ and Electric Co.
o700 U145 LA Louisiana Public Southwestern Stranded cost analysis.
U-20025 (SC), Service Comm. Electric Power Co.
U-22082 {SC)
(Subdocket E}
09/00 R-00005654 PA Phitadelphia industrial Fhiiadelphia Gas ) " Interim refief analysis,
And Commercial Gas Works :
Users Group. -
1O U21453 LA Louisiana Public * Entergy Guif Restructuring, Business Separation Plan.
U-20825 (S}, Service Comm. States, Inc.
U-22092 (SC)
{Subtocket B)
11400 R-00005277 PA Penn Fuel PFG Gas, Inc. and Cost alfocation issues.
(Rebutial) Transportation Customers North Penn Gas Co.
12/00  U-24983 LA Louisiana Public Enttergy Guif Return on equity.
Servica Comm. States, Ine,
0301 022092 LA Louistana Public Entergy Gulf Stranded cost analysis.”
Service Comm. Stiates, Inc,
D4 U-21453° LA L ouisiana Public Entergy Gulf Restructuring Issuss.
U-20925 (SC), Service Corm. States, Inc.
U-22082 (SC) .
{Subdaciet B)
(Addressing Contested lssues)
D4 R-00006042 PA Phiadelphia Industrial and Philadelphia Gas Works Revenue requirements, cost allocafion
Commercial Gas Users Group and tariff issues.
11i01 U-25687 LA touisiana Public Entergy Gulf Rettsn on equity.
Setvice Comm. States, Inc.

e —— J.KENNEDY AND ASSOCIATES,INC.




Expert Testimony Appearances

Docket No. 080677-El
Resume of Baudino
[Exhibit __(RAB-1) Page 10 of 12

of
Richard A. Baudino
As of May 2009
Date Case  Jurisdict.  Party Utility Subject
03/02 14311-U GA . Georgia Public Afianta Gas Light Capital structure.
i Sarvics Commission
0802 2002-00145 - KY Kentucky Industrial Columbia Gas of Revenue requirements.
: Utility Customers Kentucky
09/02 M-00021612  PA Philadelphia Industrial . Phfiadeiphia Gas Transportation rates, terms,
And Commercial Gas Waorks . and conditions.
Users Group :
0%/03  2002-00169 KY Kentucky-Industrial Kentucky Power Return on equily.
: Utllity Customers
02#3 0255ME  CO  Cripple Creek & Victor Aquila Networks — Return on equity.
: Gold Mining Company WPC
003 U-26527 LA Louisiana Public Service Entergy Gulf States, Return on equity.
Commission ne, -
1003  CVD20495AB GA The Landings Assn Inc. Utilities Inc. of GA Revenue requirement &
' : o overcharge refund
03 2003-00433  KY - Kentucky Indusirial Louisville Gas & Return on equity,
Utitity Customers Electric Cosl allocation & rate design
0304 200300434  KY Kentucky Industrial Kentucky Uilites Return on equity
Utility Customers
4704  4SGE GO Gripple Creek & Victor Aquila Networks - Return on equity.”
Gold Mining Company, WPC
Goodrich Corp., Holeim (U.8) Inc.,
and The Trane Co.
o/t U3, LA Louistana Public Service ‘Southwestern Electric Fuel cost review
Subdocket B . Commission Power Company
4 004 -23327 LA Louisiana Public Service " Southwestern Electric - Return on Equity
’ Subdocket A Commission Power Company

~J. KENNEDY AND ASSOCIATES, INC. .. .
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_As of May 2009
Date Case . Jurisdict.  Party utility Subject
06/05  050045-El - FL South Florida Hespital Florida Power & Return on equity
and HealithCare Assoc. Light Co.
08705 9035 MD Maryland industrial Baltmore Gas & Revenue requirement, cost
Group Electric Co. allocation, rate design,
. Tariff issues.
01/06 2005-0034 Ky Kentucky mdustrial Kentucky Power Co. Return on equity.
Uty Customers, Inc.
03/06 05-1278- wv West Virginia Energy Appalachian Power Return on equity.
E-PC-PW-42T Users Groug Company @ )
04/06  U-25116 LA Louisiana Public Service Entergy Louislana, Transmission lssues
Commission e
07 /06 U-23327 LA Louisiana Public Service Southwestern Elactric Return on equity, Service quality
- Commission Power Company ‘
08/08 ER-2006- MO Missouri Office of the Kansas City Power Return on équity,
0314 Public Counsst & Light Ca, - Weighted cost of capital
0808 065-2EG CO CF&j Steel, L.P. & Public Service Company Return on equity,
- Climax Malybdenum of Colorado Welghted cost of capital
01407 06-0060-E-42T Wv West Virginia Energy Monongahela Power & Return on Equity
Users Group Potomac Edison
01407 43112 AK Steel, Inc. Vectren South, Ihc. Cost aflocation, rate desigh
0507 2006661 Maine Office of the Bangor Hydro-Eleciric Return on equity, welghted cost of capital
Public Advocate
o7 070701 Connecticut Industrial Connecticut Light & Power Return on equity, weighted cost of capital
Energy Consumers
10Q07  05-UR-103 Wisconsin I.ndustﬁal Wisconsin Electric Power Co. Return on equity
" Energy Group, Inc. ) i
1107 29797 Louisiana Public Service - Cleco Power L1C & Lignite Pricing, support of
Commission Southwestern Elec. Power setilement
08 07551-EL-AR Chio Energy Group Ohio Edison, Cleveland Electric,  Ratum on equity

Toledo Edison
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Case Party _ Subject
03/08 070585 L The Commercial Group - Ameren Cost aflocation, rate design
070585,
07-0587,
07-0588,
0701589,
07-0590,
(conscl.)
04108 © o7oses 1L The Commercial Group - - Commonwealth Edisoh Cost allocation, rate design
06/08  R-2008- _ . Cost and revenue allocation,
2011621 PA Ceolumbia Indusirial Infervenors  Columbie Gas of PA Tariff issues
07/08  R-2008 Philadelphla Area Industrial - Cost and revenue allocation,
2028394  PA Energy users Group ' PECO Energy Tariffissues
0708 R-2008- , -
. 2039634 PA PPL Gas Large Users Gp. PPl Gas Retainage, LUFG Pet.
D808 6630-UR- Wisconsin Industrial
116 wi Enargy Group Wisconsin P&L Cost of Equity
088 6690-UR- o Wisconsin industial
119 wi Energy Group Wisconsin PS Cost of Equity
098  ER-2008- . Cost and revenue
0318 MO The Commercial Group AmerenUE allocatiori
1008  R-2008- L1.S. Steel & Univ. of - Cost and reverze
2029325  PA Pittsburgh Med. Ctr. Equitable Gas Co. allocation
1008  03-G-0609  NY Multiple Intervenars Niagara Mohawk Power Cost and Revenue allocation
12008 278000  GA Georgia Public Sarvice CWIP/AFUDG issues,
Commission Georgia Power Company Review financial projections
G308 ER(8-1056 FERC Louisiana Public Service
Commis_sion Entergy Services, Inc. - Capital Structure )
049 ED02/GR-08-1085 The Commercial Group‘ Norther States Power " Costand revenue allocation and rate design
D508 . 080532 The Commercial Group Commonwealth Edison Cost and revenue allocation

R ﬁ_:j..J.ﬂKEISNEDYAANDASSDQIA’IES,JN_Q S
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HISTORICAL BOND YIELDS
AVERAGE PUBLIC UTILITY BOND VS 20-YEAR TREASURY BOND
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FPL Group is q premier UsS. pOWer company

FPL. Group

« $21.1 B market capitalization
« 39,015 MW in operation
+ $16.4 B operating revenue
-+ $44.8 B in total assets

NextEra Enrgy

Florida Power & Light Resources

~ + Successful wholesale generator
+ U.S. Ieader in renewable generation
~ « Assets in 25 states and Canada
. 16,928 MW m_ope_ra_t_lon
« $4.6 B in operating revenues
+ $17.2 B in total assets

. One of the largest U.S. electrlc utilities
« Vertically integrated, retail rate- regulated
* 4.5 MM customer accounts
« 22,087 MW in operation |
- $11.6 B in operating revenues
« $26.2 B in total assets

A growmg, diversified and fmanmally strong Company

Market Capltallzatlon as-of Japuary 28, 2009
Operating Revenue for the year ended December 31, 2008 _

3 All other data as of December 31, 2008
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Wé are committed to creating shareholder value

~ Total Shareholder Returns(®
Total Shareholder Rurn

ED | 235%  %26%  812%  135.1%
uTyY C272% 0%  549% 70.0%
| 70% © 23.0%  -105% -_13.0%
319% 118%  -55%  18.1%

Notwithstandin the recentmarket dislocations, FPL Group
has cosistently delivered long-term shareholder value

EPL

() Trailing one-, th.ree- , five- and ten-year tatal shareholder retums based on December 31, 2008 share price
' S _ CGROLIP.
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QOutlook

Credit Ratings

FPL Group Ratings

{ FPL Group
., Corporate credit rating A - A2 A
t Outlook Stable Stable Stabie
Flonda Power & Light .
.| First mortgage bonds - AA- Aa3d A
© Commercial paper F1. P-1 A1
. Outlook Stable - Stable  Stable
" FPL Group Capital |
Sr. unsecured debentures. A A2 A-
Commercial paper ' F1 P-1 A-1

Stable Stable  Stable

have an “A” or better issuer credit rating

5 Source: Standard & Poor's Corporate Parent Issuer Credit Rating as of October 1, 2008

FPL Group has one of the strongest balance sheets in the

Power Sector Ratinqs

Only three companie in the power sector, including FPL Group,
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FPL Group mamtams a strong Ilquldlty position

Summary of Corporate Credlt Facmtles

$8,000

$7,000 | SO
$6,000 | SN
$5,000 | SNN
($ Milions}  $4,000 4 |
| s3,000 |

~ $7,600

B $6,750

$5,100 990
| ,, . $4,550

0 $1,000 - R

Co.A FPL Co.B Co.C Co.D Co.E Co.F Co.G .

| Originated April 2007

~ Initial five year term through April 2012

One of the Iargest bank groups in the mdustry |

in 2008, extended the majorlty of the term for an addltlonal
year to 2013 | —

Supports letter of credit issuance, meets day to day hqundlty

needs and supports commermal paper programs

mee 54,050 ."33'_,9'59" $3 7—20 '
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Sanford C. Bernsteln & Co.
| Strateglc Decisions Conference 2009

N Lew Hay
Chairman and CEO
May 27, 2009
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| FPL Group has strong growth prospecfs

FPL Group Balanbed Growth Strategy

¢ Best utility franchise in the nation
— Major opportunities to deploy capital at fair rates of return
-- Approximately $7 billion in invested capital growth through 2012

-- Investment includes nuclear uprates, natural gas generation
expansion and renewables

— Favorable long-term demographic trends
* NextEra Energy Resources is a leading renewable player

-~ in the U.S.

— Significant wind investment opportunlty in the next four years, with
superior financial returns
— Additional opportunrtles in solar, transmission and gas mfrastructure

— Well-positioned for a carbon constrained world
* Financial strength and discipline

~+ Proven track record

10%—plus average annual growth in adjusted EPS (2006-2012)

+
strong dividend yield and growing dividend
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- ‘NextEra 'Ene'rgy Resources
2009'Bank Meeting

- Lew Hay
~ Chairman and CEO
May 5, 2009 |
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FPL Group’s "earnings profile is significa'ntly weighted
toward lower risk sources

2009E EBITDA Contribution

H FPL S .

& NextEra Energy Resources L-T Contracted
M NextEra Energy Resources Hedged

§ NextEra Energy Resources Spark Spread

B Other : ’ '

86% of 2009E BITDA comes from either regulated rates,
Iong-term contracts, or hedd asset

14 Note: NextEra Enérgy Resources’ EBITDA includes its shae of the pre-tax effect of production tax credits
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CONFIDENTIAL
INFORMATION

REDACTED

| Docket No. 080677-El
FPL's Financial Position
_Exhibit _ (RAB-3) Page 10 of 10
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"Docket No, 080677-El
' Dividend Yields
i Exhibit __(RAB-4), Page 10f 3
FLORIDA POWER AND LIGHT COMPANY :
"~ COMPARISON GROUP
" AVERAGE PRICE, DIVIDEND AND DIVIDEND YIELD

Jun-09 May-09  Apr09 Mar-09 Feb-09 Jan-09

ALLETE High Price ($) 29.140 27.860 27520  28.240  33.270  32.890
: Low Price ($) 26.570  25.800 24450 23350  26.400  29.550
Avg. Price (§) '27.855  26.830 25985 25795  20.835  31.220
Dividend ($) 0440 . 0440 0440 0.440 0.430 0.430
Mo. Avg. Div. 6.32% 6.56% 6.77% 6.82% 5.77% 5.51%
6 mos. Avg. 6.29% : '
Alliant Energy High Price ($) 26.260 25090 25400 25180 -30.500  29.960 .
LowPrice (§) ~ 23.610 22,080 22360 . 20310 22520  26.660
Avg. Price ($) 24.935 23585  23.880 - 22745  26.510  28.310
Dividend ($) 0.375 0.375 0.375 0.375 0.375 0.375
Mo. Avg. Div. 6.02% 6.36%  6.28% 6.59% 5.66% 5.30%
& mos. Avg. 6.03%
Consolidated Edison High Price ($) 37530 - 38170 40000 39990  41.630-  41.790
: ' LowPrice (§)  35.330 34360  36.950  32.560 35.880  38.590
- Avg. Price ($) 36.430  38.265 38475 38275 38755  40.190
Dividend (3$) 0.590 0.590 0.590 0.590 0.580 10.585
Mo. Avg. Div. 6.48%  651% 6.13% 6.51% 6.09% 5.82%
6 mos. Avg. 6.26% °
DPL., Inc. ' High Price ($) 23870  23.080 23450 23180  23.000  23.390
: Low Price ($) 21:570 21.030 22170 19.710 19.180 ~  20.810
Avg. Price ($) 22620 22055 22810 21450  21.080  22.100
Dividend ($) 0.285 0.285 0.285 0.285 0.285 0.275
Mo. Avg. Div. 5.04% 517%  500% ~ 531% 5.41% 4.98%
6 mos. Avg. 515% '
DTE Energy High Price (§) ~ 32430 32280 30560 28.790  35.260 37.110
‘ - Low Price ($) 30.520 28.850  27.320  23.320 26,740  33.120
Avg. Price ($) 31475 . 30565  28.940  26.055  31.000 35.115
Dividend ($) 0.530 0.530 0.530 0530 - 0530  0.530
Mo. Avg. Div. 6.74% 6.94% 7.33%  8.14% 6.84% 6.04%
6 mos. Avg. 7.00% . 0 ’
Edison Intermational High Price ($) 32.520 30.850 30.310 29.920 33.570 34170
LowPrice($)  29.070 27.580 . .27.500  23.090 26,560  30.310.
Avg. Price ($) 30.795 29215 28905 26505  30.065 32240
Dividend ($) 0.310 0.310 0.310 . 0.310 0.310 0.310
Ma. Avg. Div. 4.03% 424%  4.29% 4.68% 4.12% 3.85%
6 mos, Avg. 4.20% ' '
FPL Group High Price ($) 59.000 58.500 54750 52250 53.980  53.310
, Low Price (§) = 54.390 52400 49700 41480 44400  46.750
Avg. Price ($) =~ 56,695 55450 52225  46.865 49.195  50.030
Dividend ($) 0473 0.473. 0.473 0.473 0.473 0.445
Mo. Avg. Div. 3.34% 3.41%. 3.62% 4.04% 3.85% 3.56%

6 mos. Avg. 3.64%




‘Docket No. 080877-El
' Dividend Yields
) Exhibit _ (RAB-4) Page 2 of 3
FLORIDA POWER AND LIGHT COMPANY -
COMPARISON GROUP ‘

AVERAGE PRICE, DIVIDEND AND DIVIDEND YIELD

Jun-08 May-09 Apr-09 Mar-09 - Feb-09 Jan-09

IDACORP High Price ($) 26.200 24.490 24,550 24.430 29.250 30470
. Low Price ($) 23470 22.220 22690 - 20.910 23.480 28.070
Avg. Price ($) 24.835 23.355 23.620 22670 26.365 29.270
Dividend (3} 0.300 0.300 0.300 0.300 0.300 0.300
Mo. Avg. Div. 483%  5.14% 5.08% 5.29% 4.55% 4.10%
6 mos. Avg, ‘ 4.83%
NSTAR High Price ($) 32140 - 34.680 32.610 32.340 35.150 36.800
lowPrice ($)- © 29.810 28540 20710 . 27490 31530 32340
Avg. Price {$) 30.975 31.610 31.160 29.915 33.340 34:570
Dividend ($) 0.375 0.375 0.375 0375 0375 0.375
Mo. Avg. Div. 4.84% 4.75% 4.81% 5.01% 4.50% - 4.34%
6 mos. Avg. 4.71% ' :
Progress Energy : High Price ($) 38.200 36.450 36.670 36.930 40.700 40.850
Low Price ($) 35.030 33.750 33.500 31.350 34.650 36.610
Avqg. Price (§) 36.615 35.100 35,085 . 34.140 37.675 38.730
Dividend () 0.620 0620 0620 0.620 0.620 0.620
Mo. Avg. Div. 8.77% 7.07% 7.07% 7.26% 6.58% 6.40%
6 mos. Avg. 6.86% ' '

Public Service Enterptise '~ High Price () 33940 ©.32.910  31.210 20990  33.020  33.660
Low Price ($) 31280 29840 27.850 23650 26630 28550
Avg. Price ($) 32610  31.375 29530 26820 29.825  31.105

Dividend ($) 0.333 0.333 0.333 0.333 0.323 0.323
Ma. Avg. Div. 4.08% 4.25% 4.51% 4.97% 4.33% 4.15%
& mos. Avg. 4.38% : '

‘Souwathern Company High Price ($) 32.050 29.810 31.780 31.860 33.800 37.620 -
Low Price ($) 28.410 27.190 28.100 26.480 29.650 33.250
Avg. Price {$) 30.230 28500  .29.940 29170 31725 235435
Dividend ($) 0.438 0438 0438 0.420 0.420 0.420
Mo, Avg. Div. 5.80% 6.15% 5.85% 5.76% 5.30% 4.74%
6 mos. Avg. - 5.B80% '

Wiss consin Energy High Price ($) 41.260 40.970 42,230  41.820 46.480 46.350

. Low Price () -39.210¢. . 38.870 39.230 36.310 39.500 40.910

Avg. Price (8) 40235  38.820 40730  39.085 42990  43.630
Dividend (%) 0:338 0.338 0.338 0.338 0.338 0.270
Mo. Avg. Div. - 3.36% 3.48% 3.32% 3.46% 3.14% 2.48%

6 mos. Avg. 3.21%




Xcel Energy

Average Dividend Yield
Monthly Group Average

Source: Yahoo! Finance

AVERAGE PRICE, DIVIDEND AND DIVIDEND YIELD -

: . Jun-09  May-09 Apr-08 Mar-09 Feb-08 Jan-09
" High Price ($) " 18.770 18.640 18.980 18.870 19.130 18.070
Low Price () 17.250 16.830 17.650 16.010 17.150 17.710
Avg. Price ($) 18.010  17.735 18315  17.440  18.140 18390
Dividend ($) 0.245 0.238 0.238 0.238 0.238 0.238
Mo. Avg. Div. 5.44% 5.37% 5:20% 5.46% 5.25% 5.18%
6 mos. Avg. 5.32% -
5.25%
5.22% 5.38% 5.38% 5.66% 5.10% 4.75% .

COMPARISON GROUP

FLORIDA POWER AND LIGHT COMPANY

Docket No. 080677-E!

Dividend Yields

. Exhibit __(RAB-4} Page 3 of 3
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FLORIDA POWER AND LIGHT COMPANY
COMPARISON GROUP
DCF Growth Rate Analysis

Docket No. 080677-E)
DCF Analysis

Exhibit __(RAB-5), Page 1 of 2

(2}
Value Line
EPS

-1.00%

4.50%
2.50% -

8.00%
7.50%
3.50%
10.00%
4.50%
8.00%
6.00%
7.50%
4.50%
8.00%
6.50%

6.23%
6.25%
592%

(3)
Vaiue Line
BxR

2.50%
3.50%
3.00%
9.50%
- 3.50%
7.00%

8.00%

4.00%
6.00%
3.00%
9.00%
5.00%
6.60%
5.00%

5.39%
5.00%
5.39%

AN
, : Value Line
Company DPS
JALLETE h " 3.00%
Alliant Energy . 7.00%
Consolidated Edison- _ - 1.00%
DPL, Inc. ‘ 3.50%
DTE Energy 3.00%
Edison Intemational ' 4.50%
FPL Group 6.00%
IDACORP 0.00%
NSTAR 5.50%
Progress Energy 1.00%
Public Service Enterprise Group 6.00%
Southem Company 4.00%
Wisconsin Energy : 13.50%
Xcel Energy _ 3.00%
Averages excluding negative values 4.36%
Median Values o . 3.75%
Averages excl. > or =10% & < or = 1% 4.55%
Sources: Zack's and First Call/Thomson Eamings Reports, June 2009
Value Line Investment Survey, May 29, June 2, and June 26, 2009

)

Zacks

4.00%
5.30%
4.00%
7.43%
6.00%
6.33%
9.07%
5.00%

7.00% -

4.80%
6.67%

5.00% .

B.43%
5.18%

6.02%
5.65%
8.02%

(5)
First Call/
. Thomson

6.00%
5.95%
2.09%
7.43%
3.50%
2.05%
9.57%
5.00%
6.67%
5.59%
7.00%
5.36%
8.04%
6.38%

5.83%
5.88%
5.83%




Docket No. 080677-E!
: DCF Apalysis '
| Exhibit __{RAB-5) Page 2 of 2

RETURN ON EQUITY CALCULATION
FLORIDA POWER AND LIGHT COMPANY

(1) @ ®

Value Line Value Line Zack's

Dividend Gr. Earnings Gr. Earning Gr, Earning Gr.  All Gr. Rates

Methed 1: : : .

Dividend Yield - 5.25% 5.25% 5.25%

Growth Rate | 4.36% 6.23% 6.02% |
' Expected Div. Yield : ‘ - | 5.36% 541% 5.41%

DCF Return on Equity | 9.72% 11.64%  11.43%

Midpoint of Resuits

Method 2: : - '

Dividend Yieid 5.25% 5.25% 5.25%

Median Growh Rate 3.75% 6.25%  5.65%

Expected Div. Yield o . 5.35% 5.41% 5.40%

DCF Return on Equity ' 9.10% 11.66% 11.05%

Midpoint of Results '

Method 3;

DividerdYield 5.81%. 530% . 5.25%

Growth Rate Excl. Rates > 10% & <or= 1% 4.55% 5.92% - 6.02%

Expected Div. Yield 5.94% 5.45% 5.41%

DCF Retumn on Equity 1049%  1.37%  11.43%

Midpoint of Resulis

(4)
First Call

(8)

Average of

5.25%

5.83%

5.40%

11.23%

5.25%
5.98%

5.41%

11.39% .

5.25%
5.83%
5.40%

11.23%

5.25%
. 581%|
5.40%
11.01%

10.68%

'5.25%
541%
5.39%

10.80%

.10.38%

5.40%
5.58%
11.13%|

10.96%
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i Docket No. 080677-El

J Forward Looking CAPM Analysis-.

| Exhibit __(RAB-6), Page 10f2
FLORIDA POWER AND LIGHT COMPANY
Capital Asset Pricing Model Analysis
- Comparison Group
20-Year Treasury Bond, Value Line Beta
Line
No. Value Ling

1 Market Required Return Estimate B ? :

2 Expected Dividend Yield ' 2.27%

3 . Expected Growth . , 8.14%
.4 _ Required Retumn : ‘ _ 10.41%

5 Risk-free Rate of Return, 20-Year Treasury Bond

8 Average of Last Six Months 3.94%

8 = RiskPremium _ :

9 @ 6 Month Average RFR (Line 4 minus Line &) 6.47%
10 Compan'son Group Beta - 0.69
11 Comparison Group Beta * Risk Premium . ‘ '

12 @ 6 Month Average RFR (Line 10 * Line 8) 4,44%

13 CAPM Retum on Equity _ - '

14 @ 6 Month Average RFR (Line 12 plus Line 8) ' 8.38%
5-Year Treasury Bond, Value Line Beta

1 Market Required Return Estimate : : e

2 ' Expected Dividend Yield _ 2.27%

3. Expecied Growth ) ' 8.14%

4 Required Retumn 10.41%

5. Risk-free Rate of Refurn, 5-Year Treasury Bond -

6 Average of Last Six Months ' 2.00%

8 Risk Premium | .

9 @ 6 Month Average RFR (Line 4 minus Line 8) 8.41%
10 . Comparison.Group Beta 0.69
11 Comparison Group Beta * Risk Premium .

12 " @ 6 Month Average RFR (Line 2 * Line 10) 5.77%

13 CAPM Return on Equity,
14 @ 6 Month Average RFR (Line 12_ plus Line 6) 7.77%




Docket No. 080677-El
- Forward Looking CAPM Analysis
| Exhibit __(RAB-6) Page 2 of 2

FL.LORIDA POWER AND LIGHT COMPANY
Capital Asset Pricing Model Analysis
- Compatison Group

Supporting Data for CAPM Analyses

20 Year Treasury Bond Data ' . 5Year Treasury Bond Data
Avg. Yield : Ava. Yield
January-09 3.46% January-09 _ 1.60%
February-09 3.83% February-09 : , 1.87%
March-09 3.78% March-09 1.82%
April-09 . 3.84% April-09 ' 1.86%
May-09 4.22% - May-09 _ 2.13%
June-09 : o 4.51% June-09 2.71%
6 month average ' 3.94% 6 month average 2.00%
Value Line Market Growth Rate Data: ' " Value
Comparison Group Betas: Line
Forecasted Data: . - _ ' . '
Earnings : - 9.26% ALLETE, inc. 0.70
Book Value - 8.18% - Alfiant Energy 0.70
Dividends 6.99% Consolidated Edison 0.65
: DPL, Inc. : : 0.60
Average 8.14% DTE Energy 0.75
Source: Value Line Investment Survey "Edison International 0.80
for Windows, June 10, 2009 FPL Group, Inc. 0.75
IDACORP 0.70
NSTAR . : _ 0.65
Progress Energy ‘ . . 0.65
Public Service Enterprise Gp 0.80
Southern Company 0.55
Wisconsin Energy 0.65
Xcel Energy 0.85
0.69°

Sources: Value Line reports
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- Docket No. 080677-El
| Historic CAPM Analysis
_Exhibit __(RAB-7), Page 1 of 1
FLORIDA POWER AND LIGHT COMPANY
- Capita! Asset Pricing Mode! Analysis
Historic Market Premium

Geometric Arithmetic

Mean Mean
Long-Term Annual Return on Stocks ' 9.860% 11.17%
Long-Term Annual Income Retum on Long-Term Govemfnent Bonds 5.20% 5.20%
Historical Market Risk Premium . | 4.40% 5.97%
Comparison Group Beta, Value Line - 0.69 _Q.@
Beta * Market Premium : _ . 3.b2% 4.09%
Current '20-Yeér Treasury Bond Yield . 3.94% 3.94%
CAPM Cost of Equity, \}alue Line Beta - ' . 6.968% 8.03%

Source: Ibbotson SBB! 2009 Valuation Yearbook, Momingstar
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T : '  Docket No. 080677-E
g : ' FPL Capital Structure
’ [ Exhibit __(RAB-8}, Page 1 of 1

| SFHHA ADJUSTED CAPITAL STRUCTURE

i

s Adjustment 1 Adjﬁstme’n,t 2

- Ratemaking Capital Structure

o Adjusted Adjusted

I Amount Adjustments Amounts Pct, Adjustments Amounts Pct.

;;Long-Term Debt $ 5377787 $ 845,038 $ 6,222,825 45.4% (438,143) $ 5,784,682 42.2%

: ,J Short-term Debt’ 3 161,857 $ | 161,857 1.2% 438,143 § 600,000 _7 4.4%
| Commen Equity S 87880 §  (845.036) § 7333042  535% s Tamer s

| Totals $ 13718624 s 13,718,624  100.0% $ 13718624  100.0%

| Rating Agency Reporting Capital Structure

, Long-Term Debt $ . 5377787 § 845,038 § 6,222,825  424% (438,143) § 5,784,682  394%

;.Q‘Adjustm.em for PPAs $ 949,260 $ | 949,260 6.5% $ 949,260 6.5%

Short-term Debt $ 161,857 $ 16A1.857 1.1% 438,143 §$ 600,000 4.1%

' Common Equity § 8178980 §  (845038) S 7333942  500% 5 7333942  500%

Totals $ 14867884 | $ - 14,667,884  100.0% $ 14,667,884 100.0%
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COMPARISON GROUP CAPITAL STRUCTURES

ALLETE, Inc. (NYSE-ALE)

Alliant Energy Corporation INYSE-LNT)
Consolidated Edison, Inc. (NYSE-ED)
DPL Inc.(NYSE-DPL) '

DTE Energy Company (INYSE-DTE)
Edison International (NYSE-EIX)

FPL Group, Inc. (NYSE-FPL)
IDACORP, Inc. (NYSE-IDA)

NSTAR (NYSE-NST)

Progress Energy Inc. - (NY SE—PG‘N)
Public Service Enterprise Group (NYSE-PEG)
Southern Company (NYSE-80)

Wisconsin Energy Corporation (NYSE-WEC)

Xcel Energy Inc. (NYSE-XEL)

Source: Value Line Reports 2009

Long-term
Debt -

41.6%
36.3%
48.8%

58.0%

56.4%
51.2%
54.2%
47.6%
56.1%
55.1%

'50.5% -

53.9%
54.8%
52.2%

51.2%

Docket No. 080677-El

Comp. Group Capt'l Structures
Exhlblt #(RAB 9) Page 1 of 1

Common

Equity

58.4%
58.6%
51.2%
41.1%
43.6%
44.5%
45.8%
52.4%
42.8%
44.4%
49.0%
42.6%
44.8%
47.1%

47.6%

Preferred
Stock

0.0%
5.1%

" 0.0%
0.9%
0.0%
4.3%
+ D.0%
-0.0%
1.1%
0.5%
0.5%
3.5%
0.4%

0.'7% :

1.2%
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‘Welcome Shareholders

Lew Hay |
Chairman and CEO
May 22, 2-00__9. |
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Dividends are another important element of the FPL Group
value proposition | - |

A Competitive Dividend®

2004 2005 2006
A current yield of 3.5% ©

2002 2003

1 Annualized spiit-adjusted quarterly dividend
discretion of the board of directors of FPL Grou

18 3) Yield information calculated Using May 18, 2005 closing market price

2} Projodted bam upon dividend of $0.4735 paid on March 16, 2009, Dividend declarations are subject to the - =L

Y waxg
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Docket No. 080677-El
DCF with Dividend Growth Rate
* Exhibit __(RAB-11), Page 177qf 1 B

AVERA UTILITY PROXY GROUP
DCF ANALYSIS WITH VALUE LINE DIVIDEND GROWTH FORECASTS |

Avera Div. Value Line DCF
Yield Div. Growth ROE

ALLETE 5.70% 3.00% 8.70%
Alliant Energy 4.90% 7.00% 11.90% .
Consolidated Edison 5.90% 1.00% . 6.90%
Dominion Resources 5.00% 7.00% . 12.00% .
Duke Energy 6.30% NMF :
FPL Group 3.90% 6.00% 9.90%
integrys Energy . 6.40% 1.50% 7.90%
MDU Resources 2.80% N/A o :
NSTAR 410% 5.50% 9.60%
OGE Energy 5.50% 3.00% 8.50%
PG&E Corp. . 4.20% 7.50% 11.70%
Portland Generaj 5.40% 7.00% 12.40%
Progress Energy 6.10% - 1.00% 7.10%
SCANA Com. ’ 5.50% 3.00% - 850%
Sempra Energy - _ 3.70% - 8.50% 12.20%
Southern Company - 4.70% 4.00% 8.70%
Vectren Energy 5.10% 3.00% 8.10%
Wisconsin Energy 3.10% . 13.50% 16.60%
Xcel Energy 5.20% 3.00% 8.20%:
Averge 4.96% 4.97% 9.94%

Source: 2009 Value Line Reports
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NextEra Energy Resources
2009 Bank Meeting |

Armando Pimentel
Chief Financial Officer
May 5, 2009
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FPL Group maintains a strong quuidity position

Summarv of Corporate Credit Facmtles

|$780
S $6.75'

$6.10 9
. $4.66

($ Billions) $4.05 $3.95 ¢377

O =2 NWRAROMOMON M W

Co.A FPL Co. L'B Co.G Co.D Go.E Co.F Co.G Co.H
- Originated April 2007 |
 Initial five year term through April 2012
~« Extended the majority of the term for an additional year to 2013

» One of the largest bank groups in the mdustry

« Supports letter of credit issuance, meets day to day Ilqmdlty
needs and supports commercial paper programs

7 1 Includes term loan facility of $250 million

EPL

L1402 6beg '(Z1-avH) — paipa’
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. GROWUP.

2009 Bank Meeting

‘Kathy Beilhart
- Assistant Treasurer
~ May 6, 2009

NextEra Energy Resources
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It starts with a strong foundation

Built upon our dedicated and talented employees

=PL.
CGROLIS.
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Maintaining quuidity is vital- in today’s market

Summarv of Corporate Credlt Facrlltles

$6.75 billion in total
~ $6.5 billion Corporate Cred|t Faorllty
 E=$2.5billonfor FPL -
- $4.0 bllllon for FPL Group Capltal

* Originated April 2007

~+ Initial five year term through Aprll 2012

« Extended the maturlty for an additional year to 2013

« One of the largest bank groups in the mdustry

* Supports letter of credit issuance, meets day to day
llqurd|ty needs and supports commercral paper programs

Thank you for your commitment to us

EPL

4. $57 militon of the $6.5 bilfon credit facility was not extended and matures in 2012.

SROLS.

" quxg

‘@1-ava)—
13-229080 ON 19%00

2 10 G Eﬁéd
SUOHNUOD "PIN Juaung 144



Contmued access to commerclal paper markets at attractlve

rates

FPL & FPL Group Capltal Commerclal D Joer borro_wmq

rates comgared to 30 Dav LIBOR

500%
4.50% -+
4.00% -+
3.50% o

3.00% T

2.50% mooea
2.00% -
1.50% 1
1‘0;3% .-_u.__..m‘_,_ > e B Be @

0.60% 4

0.00% -hrrrermmerevermertrm ey

We have maintained access to the short term market at very attractive

rates

5 *Breaks in fine represent days with no commercial paper issuances

L.
GROUP.

H Twgxg
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13-229080 ‘oN 900q !

21098684 (z)-gv

SUOIPUOZ Bl sl



We have earned some of the hlghest credit ratings in the |
mdustry .

Credit 'Ratinq_s'__ -

FPL Group Ratings Utility Credit Ratings’

FPL Group 10
Corporate credit rating 1%
Outlook S Stable  Stable  Stable

Florida Power & Light -

First mortgage bonds AA- Aa3 - A
Commercial paper ' F1 P-1 A-1
Outlook : Stable Stable  Stable

FPL Group Capital
Sr. unsecured debentures A A2 A
Commercial paper F1 P-1 A-1

Qutlook . | Stable  Stable - Stable

nly three companies in the power sector, inclu.ding FPL Group,

have an “A” or better issuer credit rating?

+ EEI Credit Ratings - Financial Update Q4 2008 ' o =L
7 2 Standard 8 Poor's Corporate Parent Issuer Credit Rating as of March 31, 2008. . ' ROV,

: . Grade - 8%

110 2 obed “Zi-gve) uqiux3
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CERTIFICATE OF SERVICE -
DOCKET NO. 080677-E1

' 1HEREBY CERTIFY that a copy of the PREFILED TESTIMONY AND EXHIBITS
OF THE SOUTH FLORIDA HOSPITAL AND HEALTHCARE ASSOCIATION has been

furnished by electromc mail and U.S. mail to the fo]lowmg parties on this 16th day of July, 2009

to the followmg

Robert A. Sugarman

[.LB.E.W. System Council U-4
¢/o Sugarman Law Firm

100 Miracle Mile, Suite 300
Coral Gables, FI. 33134

~ Jean Hartman
Lisa Bennett
Martha Brown
Anna Williams
Florida Public Service Commission
2540 Shumard Qak Blvd.:
Tallahassee, 1. 32399-0850

Jack Leon, Natalie Smith
Senior Attorney
Florida Power & Light Company

9250 W. Flagler Street, Suite 6514

Miami, Florida 33174

John T. Butler

Florida Power & Light Company
700 Universe Boulevard

Juno Beach, FL. 33408-0420

Robert Scheffel Wright -
John T.LaVia
c/o Florida Retail Federation

225 South Adams Street, Suite 200

Tallahassee, FL 32301

Jon C. Moyle, Jr

Vicki Gordon Kaufman

Keefe Anchors Gordon & Moyle .
118 North Gadsden Street
Tallahassee, F1 32301

JR. Kelly

Office of Public Counsel

c/o The Florida Legislature

111 W. Madison Street, Room 812
Tallahassee, FL. 32399-1400

Thomas Saporito

Saporito Energy Consultants
Post Office Box 8413
Jupiter, FL. 33468-8413

Brian P. Armstrong

Nabors, Giblin & Nickerson, PA
1500 Mahan Drive, Suite 200
Tallahassee, FL. 32308

Mr. Wade Litchfield .

Florida Power & Light Company
215 South Monroe Street, Suite 810
Tallahassee, FL 32301-1859

Cecilia Bradley

Office of the Attorney General
The Capitol - PLO1
Tallahassee, Fl 32399-1050

Tohn W. McWhirter, Jr
c/o McWhirter Law Firm
PO Box 3350

Tarnpa, F1. 33601

/s/ Kenneth L. Wiseman
Kenneth L. Wiseman, Esq.




