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

 2                (Transcript continues in sequence from

 3      Volume 8.)

 4                CHAIRMAN GRAHAM:  Good morning, everyone.

 5                MR. WRIGHT:  Good morning.

 6                CHAIRMAN GRAHAM:  Let's see if I can't figure

 7           out where we left off yesterday.  I know staff was

 8           going to come back with exhibits, and you guys were

 9           working on some stipulations.  And I guess I will

10           turn towards Ms. Klancke and find out where we are.

11                MS. BARRERA:  Last night -- good morning,

12           Commissioners.

13                CHAIRMAN GRAHAM:  Good morning.

14                MS. BARRERA:  Good morning, Commissioners.

15           Last night we were about to introduce some exhibits

16           into the record, and we would like to distribute

17           them now.  They were exhibits to the deposition.

18                CHAIRMAN GRAHAM:  So we're going to give this

19           one exhibit number and just call it a composite?

20                MS. BARRERA:  Yes, sir.

21                CHAIRMAN GRAHAM:  I believe we're at Number

22           202.

23                MS. BARRERA:  We're looking.

24                Yes, it's Number 202.  And the exhibits that

25           we're moving are Deposition Exhibit 1, which is, I
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 1           believe, already in the record, because it's

 2           Exhibit MTO-2, Schedule 6.1 to 6.9.  Exhibit 2 is

 3           Gulf's response to Staff's Fourth Set of Requests

 4           for Production, Number 12, which is already on the

 5           record.  Exhibit 5, which is data used in

 6           regression of MDS as presented in Schedule 1.

 7           Number 6 is "Final Gulf MDS_6-11 Markup," which is

 8           also a document produced by Gulf.  Number 10, which

 9           is "Charging for Distribution Utility Service:

10           Issues in Rate Design," which is a -- it's a

11           document produced by the Regulatory Assistance

12           Project for NARUC.  Exhibit 12, which is pages 15

13           and 16 of Mr. O'Sheasy's direct testimony in Docket

14           010949-EI.

15                CHAIRMAN GRAHAM:  Ms. Kaufman.

16                MS. KAUFMAN:  Good morning, Chairman and

17           Commissioners.  I think I have some good news, and

18           that is, it's my understanding that of the four

19           exhibits I objected to, Staff has withdrawn their

20           request to enter three of them.  The only remaining

21           one I had an objection to is Exhibit Number 10, due

22           to its relevance.  But I think that Mr. O'Sheasy

23           spent some time in his deposition explaining why he

24           did not think this document was relevant to the

25           issues, so I will withdraw my objection to Number

                   ACCURATE STENOTYPE REPORTERS, INC.

                                                            1293

 1           10.

 2                CHAIRMAN GRAHAM:  Okay.  So there's no

 3           objections to what we are now calling Exhibit 202,

 4           which is a composite of O'Sheasy's exhibits.

 5                MS. BARRERA:  Thank you.

 6                CHAIRMAN GRAHAM:  I don't see anybody nodding

 7           their head no, so we will enter 202 into the

 8           record.

 9                (Exhibit Number 202 was marked for

10      identification and admitted into the record.)

11                MR. GRIFFIN:  Mr. Chairman?

12                CHAIRMAN GRAHAM:  Yes.

13                MR. GRIFFIN:  With that, I believe that

14           Mr. O'Sheasy is prepared to be excused from this

15           hearing.

16                CHAIRMAN GRAHAM:  He can go home, yes.

17                MR. GRIFFIN:  Thank you.

18                CHAIRMAN GRAHAM:  Thank you, sir.  Travel

19           safe.

20                MR. STONE:  Mr. Chairman, you also alluded to

21           our request at the close of business yesterday for

22           an opportunity to meet, and I will tell you that we

23           had a first such session, that there will need to

24           be more sessions.  And we appreciate that

25           opportunity, and we are ready to proceed with the
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 1           hearing, and we will continue on a simultaneous

 2           path, and we may be able to have something to bring

 3           back to the Commission shortly.

 4                CHAIRMAN GRAHAM:  Okay.

 5                MR. STONE:  "Shortly" may be in the eyes of

 6           beholder.

 7                CHAIRMAN GRAHAM:  All right.  So Mr. -- all

 8           right.  I take it your witness is next.

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

10           Mr. Chairman.  The Florida Retail Federation calls

11           Steve W. Chriss.

12      Thereupon,

13                          STEVE W. CHRISS

14      was called as a witness on behalf of the Florida Retail

15      Federation, and, having been first duly sworn, was

16      examined and testified as follows:

17                         DIRECT EXAMINATION

18      BY MR. WRIGHT:

19           Q.   Good morning, Mr. Chriss.

20           A.   Good morning.

21           Q.   You took the witness's oath yesterday

22      afternoon, did you not?

23           A.   I did.

24           Q.   Okay.  You realize you're still under oath for

25      today?
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 1           A.   Yes.

 2           Q.   Are you the same Steve W. Chriss who prepared

 3      and caused to be filed in this proceeding prefiled

 4      direct testimony consisting of 15 pages?

 5           A.   Yes.

 6           Q.   Do you have any changes or corrections to that

 7      testimony?

 8           A.   No.

 9           Q.   If I were to ask you the same questions today,

10      would your answers be the same?

11           A.   Yes.

12           Q.   And you do adopt this as your sworn testimony

13      to the Florida Public Service Commission in this docket?

14           A.   Yes.

15           Q.   Did you also prepare and cause to be filed in

16      this proceeding four exhibits numbered in your filing

17      Exhibits SWC-1 through SWC-4?

18           A.   Yes.

19           Q.   Do you have any changes or corrections to make

20      to those exhibits?

21           A.   No.

22                MR. WRIGHT:  Mr. Chairman, as I mentioned

23           early in the morning of day one, apparently

24           inadvertently Mr. Chriss's Exhibit SWC-4 was left

25           off the Composite Exhibit List.  His exhibits are
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 1           presently marked for identification as 26, 27, and

 2           28, and those correspond to SWC-1 through 3.  I

 3           would ask now that Exhibit SWC-4 also be marked for

 4           identification.  And in the numeric sequence it

 5           would be 203, but if you want to do something

 6           different, it's okay with me.

 7                CHAIRMAN GRAHAM:  Staff, is there a reason why

 8           SWC-4 is not on the list?

 9                MR. YOUNG:  I think again this was a clerical

10           oversight.

11                CHAIRMAN GRAHAM:  Okay.  We will label SWC-4

12           as 203.

13                (Exhibit Number 203 was marked for

14      identification.)

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

16                At this time, I would move that Mr. Chriss's

17           prefiled direct testimony be entered into the

18           record as though read.

19                CHAIRMAN GRAHAM:  We will enter Mr. Chriss's

20           prefiled direct testimony into the record as though

21           read.

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

23

24

25
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 1      BY MR. WRIGHT:

 2           Q.   Mr. Chriss, would you please summarize your

 3      testimony for the Commission.

 4           A.   Yes, sir.  Good morning, Chairman Graham and

 5      Commissioners.  My name Steve Chriss, and I am Senior

 6      Manager, Energy Regulatory Analysis, for Walmart Stores,

 7      Inc.  I'm here today to testify on behalf of the Florida

 8      Retail Federation, a statewide trade association of more

 9      than 9,000 of Florida's retailers, many of whom are

10      retail customers of Gulf Power.  In my direct testimony

11      I put forth three recommendations:

12                First, the Commission should consider the

13      impacts of a Gulf Power rate increase to customers given

14      current economic conditions and the high level of Gulf's

15      current rates.  Electricity represents a significant

16      portion of retailers' operating costs.  When rates

17      increase, that increase in costs to retailers puts

18      pressure on consumer prices and on other expenses

19      required by a business to operate.  Rate increases also

20      impact retailers' customers who are Gulf's residential

21      and small business customers.

22                Given current economic conditions, a rate

23      increase is a serious concern for retailers and their

24      customers, and the PSC should consider these impacts

25      thoroughly and carefully in ensuring that any increase
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 1      in Gulf's rates is only the minimum amount necessary for

 2      the utility to provide adequate and reliable service.

 3                A review of Gulf's FERC Form 1 filings for

 4      2006 through 2010 shows that the company's rates for

 5      commercial customers have increased over 43 percent

 6      during that period, a period in which Gulf did not file

 7      for or receive a base rate increase.  In my testimony, I

 8      discuss the FRF's concerns with the company's proposed

 9      return on equity, given that the company collects

10      approximately 34 percent of its jurisdictional revenues

11      through base rates and that the use of a projected test

12      year reduces risks associated with regulatory lag.  I

13      also discuss the FRF's concerns regarding the level of

14      O&M costs proposed to be included in rates.

15                My second recommendation is that the

16      Commission should reject Gulf's proposed Adjustment 9,

17      as it would allow Gulf to earn a return on a possible

18      future plant site that is not used and useful in

19      providing service and that Gulf has no plans to use to

20      serve its customers for at least the next 10 years.

21                Finally, I recommend the Commission should

22      reject Gulf's request to include $60.9 million of

23      construction work in progress in rate base.  The

24      inclusion of CWIP in rate base charges ratepayers for an

25      asset that is not used and useful in the provision of
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 1      electric service, so those ratepayers paying for the

 2      asset receive no benefit from that asset.

 3                This concludes my summary.  Thank you.

 4                MR. WRIGHT:  Thank you, Mr. Chriss, and thank

 5           you, Mr. Chairman.  Mr. Chriss is tendered for

 6           cross-examination.

 7                CHAIRMAN GRAHAM:  Is there any -- of course,

 8           we said there's no friendly cross, but is there any

 9           intervenors that's position is contrary to the one

10           of FRF on this issue?

11                MR. McGLOTHLIN:  OPC has no questions.

12                MS. KAUFMAN:  FIPUG has no questions.

13                MAJOR THOMPSON:  No questions.

14                CHAIRMAN GRAHAM:  Okay.  That brings us to

15           Gulf.

16                MR. MELSON:  Mr. Chairman, we're going to make

17           a request here that will apply to the other

18           witnesses as well.  We would ask permission to

19           cross-examine after Staff.  We had agreed

20           originally if these witnesses did not take the

21           stand that we're willing to -- would be willing to

22           waive cross-examination.

23                We're essentially willing to waive

24           cross-examination still except on matters that

25           might get brought up during Staff's questioning.
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 1           Since we've got the burden of proof, we would like

 2           to hear if the Staff has questions.  And if we had

 3           any follow-up cross-examination, it would be only

 4           on matters that came out during Staff's questions.

 5                CHAIRMAN GRAHAM:  If you're going to limit it

 6           to just matters addressing Staff's questions --

 7                MR. MELSON:  Yes, sir.

 8                CHAIRMAN GRAHAM:  I think that's reasonable.

 9                MR. McGLOTHLIN:  Mr. Chairman, I would just

10           like to point out that the other parties are in the

11           same position in case after case.  We cross and the

12           Staff goes last.  I can't remember any special

13           dispensation for any of the intervenors.  If Gulf

14           Power wants that privilege, we want the same

15           privilege.

16                CHAIRMAN GRAHAM:  I don't have a problem doing

17           that, but that just means you're going to limit it

18           only to the questions that Staff asks, and if Staff

19           doesn't ask any questions, then you won't be asking

20           any questions.  If you're willing to submit

21           yourself to that, I don't have a problem with

22           granting that.  I think that moves the process

23           along.

24                MS. KAUFMAN:  That process is acceptable to

25           FIPUG.
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 1                CHAIRMAN GRAHAM:  Okay.  Staff?

 2                MS. KLANCKE:  Staff has no questions for this

 3           witness.

 4                CHAIRMAN GRAHAM:  Board?  Okay.  There's no

 5           redirect.

 6                MR. WRIGHT:  No, sir.

 7                CHAIRMAN GRAHAM:  Next witness.

 8                MR. WRIGHT:  So may Mr. Chriss be excused?

 9                CHAIRMAN GRAHAM:  Yes, he can.

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

11                THE WITNESS:  Thank you.

12                MR. WRIGHT:  Mr. Chairman, I would move at

13           this time Exhibits 26, 27, 28, and 203.

14                CHAIRMAN GRAHAM:  We'll move 26, 27, and 28 on

15           page 9, and 203 into the record.

16                (Exhibit Numbers 26, 27, 28, and 203 were

17      admitted into the record.)

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

19                CHAIRMAN GRAHAM:  Thank you.  Next we have

20           Mr. Gorman.

21                MAJOR THOMPSON:  Mr. Chairman, he hasn't been

22           sworn in yet.

23                CHAIRMAN GRAHAM:  Hold on just a second.  We

24           need to put in FIPUG's Mr. Pollock.  I believe that

25           one was stipulated.  We need to make sure that his
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 1           exhibits and everything is put into the record.

 2                MS. KAUFMAN:  Yes.  We would move the

 3           testimony of Mr. Pollock, and he had an errata

 4           sheet that has been filed.  And he also has

 5           Exhibits 29 through 34 that I would move.

 6                CHAIRMAN GRAHAM:  We'll move Exhibits 29, 30,

 7           and 31 into the record, and 32, 33, and 34 into the

 8           record.

 9                (Exhibit Numbers 29 through 34 were admitted

10      into the record.)

11                MS. KAUFMAN:  And I don't recall, but if his

12           testimony has not been moved into the record yet,

13           we would so move it.

14                CHAIRMAN GRAHAM:  I can't remember if we did

15           or not.  We will move his prefiled direct testimony

16           into the record as though read.

17                MS. KAUFMAN:  Thank you.

18

19

20

21
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 1                CHAIRMAN GRAHAM:  I'm sorry.  Major Thompson.

 2                MS. KLANCKE:  Just one point of clarification.

 3           I believe the errata sheet was part of the exhibits

 4           to his deposition.  Is that correct?

 5                MS. KAUFMAN:  I think so, yes.

 6                MS. KLANCKE:  Yes.  And so that was already

 7           previously moved into the record, and I'll just

 8           make a notation with respect to -- it would be

 9           inclusive of the errata sheet, which is contained

10           on the hearing CD.

11                CHAIRMAN GRAHAM:  Okay.  So noted.

12                MS. KLANCKE:  Yes.

13                MS. KAUFMAN:  Thank you.

14                MAJOR THOMPSON:  Mr. Gorman hasn't been sworn

15           in yet.

16                CHAIRMAN GRAHAM:  Okay.  Are there any other

17           witnesses in the audience that have not been sworn?

18           We can do this all at one time.

19                (Witness sworn.)

20      Thereupon,

21                         MICHAEL P. GORMAN

22      was called as a witness on behalf of Federal Executive

23      Agencies and, having been first duly sworn, was examined

24      and testified as follows:

25
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 1                         DIRECT EXAMINATION

 2      BY MAJOR THOMPSON:

 3           Q.   Could you please state your name for the

 4      record.

 5           A.   My name is Michael Gorman.

 6           Q.   Your business address and occupation?

 7           A.   My business address is 166 ninely -- excuse

 8      me, 16690 Swingley Ridge Road, Chesterfield, Missouri.

 9           Q.   And your occupation?

10           A.   I'm a consultant with the firm of Brubaker &

11      Associates.

12           Q.   Did you file direct testimony in this hearing?

13           A.   I did.

14           Q.   Do you have any changes or corrections to

15      that?

16           A.   I have one correction.  On page 41, line 14,

17      that designation "BBB" in quotes should be struck, and

18      the words "investment grade" should be inserted.

19                CHAIRMAN GRAHAM:  I'm sorry, sir.  Can you

20           repeat that one more time.

21                THE WITNESS:  Page 41, line 14, in quotes,

22           "BBB" should be struck, and the words "investment

23           grade" should be inserted.

24                CHAIRMAN GRAHAM:  Okay.

25      BY MAJOR THOMPSON:
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 1           Q.   Okay.  If you were asked the same questions

 2      today, would your answers be the same?

 3           A.   They would.

 4                MAJOR THOMPSON:  Mr. Chairman, I would like to

 5           enter Mr. Gorman's testimony into the record.

 6                CHAIRMAN GRAHAM:  We will move his prefiled

 7           direct testimony into the record.

 8
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 1      BY MAJOR THOMPSON:

 2           Q.   And you have exhibits that have been marked 66

 3      to 83.  Do you have any changes or corrections to those?

 4           A.   I do not.

 5           Q.   Could you provide a brief summary of your

 6      testimony?

 7           A.   Yes.  Good morning, Mr. Chairman and

 8      Commissioners.  My testimony concerns the fair rate of

 9      return for Gulf Power Company.  The rate of return is

10      composed of an appropriate capital structure, embedded

11      cost of debt and preferred equity, and a fair return on

12      common equity.

13                In my testimony, I originally took issue with

14      the company's proposed capital structure because I

15      believed they did not properly state the amount of

16      deferred taxes included in that capital structure.

17      However, based on the company's rebuttal testimony, I

18      withdraw the proposed adjustments and no longer take

19      issue with the company's proposed capital structure.

20                I did not take issue with the company's

21      estimated embedded cost of debt or preferred equity.  My

22      recommended return on common equity for the company is

23      the 9.75 percent.

24                I evaluated that common equity return by first

25      reviewing the investment characteristics of the utility
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 1      industry and the investment risks and characteristics of

 2      Gulf Power in particular.  Based on that assessment, I

 3      believe the utility industry is perceived by investors

 4      as a low-risk, safe haven investment, which is

 5      corroborated by comments and assessments made by credit

 6      rating analysts reviewing credit rating standings of

 7      utility companies.

 8                I next performed three market-based analyses

 9      to estimate the current market cost of equity for Gulf

10      Power.

11                I first did a discounted cash flow study using

12      three variations of the model to try to properly capture

13      the growth rate, which is typically the most

14      controversial aspect of a DCF study, to more accurately

15      estimate what the market's cost of equity is for a

16      utility with the investment characteristics of Gulf

17      Power.

18                I performed a constant growth DCF study using

19      the analysts' three- to five-year growth rate estimates.

20      The constant growth model requires growth rate estimates

21      that can be sustained indefinitely.  Unfortunately,

22      analysts don't publish long-term expected growth rates

23      for the utility industry; therefore, I had to use the

24      short-term growth rates as a proxy for long-term growth

25      rate outlooks.
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 1                Because they are growth rates projected over

 2      the next three to five years and not over the indefinite

 3      horizon, I also reviewed whether or not the three- to

 4      five-year growth rate estimates projected by analysts

 5      are reasonable estimates of what a rational investor

 6      could expect to be sustained in the long term.  Based on

 7      that evaluation, I found that the three- to five-year

 8      growth rate projections of analysts are slightly higher

 9      than what I believe to be rational estimates of

10      long-term sustainable growth.

11                Because of that finding, I also performed a

12      constant growth DCF analysis which looks at the amount

13      of earnings that can be reinvested in the company to

14      sustain indefinitely a level of growth for a utility

15      company.  I also looked at a multi-stage growth

16      discounted cash flow study which is capable of

17      projecting the expectations that utilities will have

18      abnormally high periods of growth over the short term,

19      but eventually the growth will recede to a more lower

20      level sustainable growth rate outlook.

21                Each of these DCF models produced reasonably

22      consistent results.  And based on my constant growth DCF

23      model, I estimate a fair return on equity for Gulf Power

24      of 9.75 percent.

25                I also performed a risk premium study.  A risk
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 1      premium study looks at observable real bond yields in

 2      the marketplace, and I add to that an equity risk

 3      premium that captures the difference in risk between a

 4      utility bond investment and a utility equity investment.

 5      I also did a risk premium by estimating what an

 6      appropriate risk premium would be for a utility equity

 7      investment relative to a Treasury bond investment.

 8      Using that analysis, I also estimated a return on equity

 9      for Gulf Power in this case of 9.75 percent.  The risk

10      premium in that instance I think corroborated the

11      results of my DCF study.

12                I also performed a capital asset pricing

13      model.  This model estimates an expected return on the

14      market, converts that into an expected risk premium on

15      the market, and then with the use of a systematic risk

16      component, which is characteristics of the investment

17      risk of a utility company, I adjusted the market risk

18      premium down to an appropriate risk premium for a lower

19      than market risk utility company.  Using that

20      methodology, I estimated a return on equity for Gulf

21      Power of 9.0 percent.

22                In my recommended return on equity for Gulf

23      Power, I relied predominantly on my DCF and risk premium

24      study.  I am somewhat concerned about the CAPM analysis

25      at this time, largely because the risk-free rate proxy
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 1      or the Treasury bond yield is at abnormally low levels.

 2      I thought it conservative then to place minimal to no

 3      weight on my CAPM return estimate and support my return

 4      on equity recommendations based on the results of my DCF

 5      and risk premium studies.

 6                After I estimated what I thought to be a fair

 7      return on common equity for Gulf Power based on its

 8      current investment risk, I then tested whether or not

 9      that return on equity that would support credit metrics

10      that would support an investment grade bond rating.  The

11      standards for a fair return, as I understand them, are

12      both fair compensation based on the returns investors

13      could expect to earn on other investments of comparable

14      risk, but also a return which will maintain the

15      financial integrity of the utility.

16                CHAIRMAN GRAHAM:  Mr. Ramas, your five-minute

17           summation is up.  Can you wrap up in about 30

18           seconds?

19                THE WITNESS:  Yes.  Based on the financial

20           integrity assessment, my return on equity of

21           9.75 percent is fair and will maintain financial

22           integrity.

23                I also responded to the company's return on

24           equity of 11.7 percent, found significant flaws in

25           the company's DCF and risk premium studies, and I
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 1           concluded that the leverage adjustment, which added

 2           about 90 basis points to the company's return on

 3           equity, to be flawed and unreliable and generally

 4           inconsistent with what regulatory commissions

 5           typically will rely on to support a fair return on

 6           equity for a utility company.

 7                Thank you.

 8                MAJOR THOMPSON:  I would like to make

 9           Mr. Gorman available for cross.

10                CHAIRMAN GRAHAM:  Thank you.  Intervenors that

11           are of a different point of view?

12                Staff?

13                MR. YOUNG:  No cross.

14                CHAIRMAN GRAHAM:  Board?  Commissioner Balbis.

15                COMMISSIONER BALBIS:  Thank you, Mr. Chairman.

16           I just have one question.

17                You're recommending a return on equity of

18           9.75; correct?

19                THE WITNESS:  Yes.

20                COMMISSIONER BALBIS:  And Gulf's current

21           return on equity is, I believe, 11.75; is that

22           correct?

23                THE WITNESS:  The current authorized return on

24           equity was several years ago.  I believe that's

25           correct.  I would have to double-check.
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 1                COMMISSIONER BALBIS:  Did you look at similar

 2           companies that had a return on equity of 9.75 that

 3           you recommended?

 4                THE WITNESS:  Well, I looked at companies that

 5           have comparable investment risk, and I estimated

 6           what investors are currently demanding in terms of

 7           return to make investments in those companies.  And

 8           capital market costs will move over time, so what I

 9           attempted to do was measure the rate of return that

10           an investor would demand of the company in order to

11           make an investment, which is the underlying basis

12           for my contention that my return on equity of 9.75

13           represents fair compensation to Gulf Power.

14                COMMISSIONER BALBIS:  Okay.  So -- and I guess

15           just to simplify it more, for companies of similar

16           risk that have a 9.75 or near a 9.75 return on

17           common equity, do they have difficulty accessing

18           capital with that return on equity?

19                THE WITNESS:  Well, that's a very good

20           question.  Authorized returns on equity have been

21           coming down for the last two or three years.  In

22           2011, through the first three quarters of this

23           year, the average return on equity for an electric

24           utility company was right about 10 percent,

25           10.1 percent.

                   ACCURATE STENOTYPE REPORTERS, INC.

                                                            1436

 1                That was skewed up somewhat in the first

 2           quarter when Virginia awarded a 12.3 percent return

 3           on equity to Virginia Electric Power Company, but

 4           that return was dedicated to a specific generating

 5           facility only, not the overall integrated utility

 6           company.

 7                If you pull those out of the first quarter,

 8           very consistently, authorized returns on equity for

 9           this year have been about 10 to 10.1 percent.  But

10           the trend has been down.  And the reason the trend

11           has been down is because capital market costs for

12           utility companies has been declining over that

13           time.

14                At the beginning of 2011, as an example -- and

15           this is an observable example of what the

16           utilities' cost of capital is.  In the beginning of

17           the year, an A-rated utility bond yield was about

18           5.5 percent.  Currently they're less than

19           5 percent.  So that indicates the cost of capital

20           for a utility has declined throughout 2011.  We're

21           seeing that in authorized returns on equity.

22                But the industry averages are higher than what

23           I'm recommending, but importantly, investors

24           understand that if a utility's authorized return on

25           equity is tied to what the current market cost of
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 1           capital is for that utility, then investors can

 2           have some confidence that the integrity of the

 3           utility will be preserved, because capital market

 4           costs don't just go down; they eventually could go

 5           back up.

 6                So if investors want the authorized return on

 7           equity to go up when cost of capital increases,

 8           then it's reasonable for them to expect that the

 9           authorized return on equity will go down when

10           capital market costs decrease.  So the expectation

11           is to track the cost of capital for utilities.

12                But authorized returns on equity have been

13           around 10 percent for electric utilities so far

14           this year, and I'm a little bit less than that

15           industry average.

16                COMMISSIONER BALBIS:  Okay.  Thank you.  I

17           have nothing further.

18                CHAIRMAN GRAHAM:  Redirect?

19                MAJOR THOMPSON:  No redirect, sir.

20                CHAIRMAN GRAHAM:  Exhibits we need to enter

21           into the record?

22                MAJOR THOMPSON:  Mr. Chairman, I would ask

23           that Exhibits 66 through 83 be put into the record.

24                CHAIRMAN GRAHAM:  Sixty-six, 67, 68, 69, 70,

25           '1, '2, '3, '4, '5, '6, '7, '8, and at the top of
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 1           page 14, 79, 80, 81, 82, and 83 will all be entered

 2           into the record.

 3                (Exhibit Numbers 66 through 83 were admitted

 4      into the record.)

 5                MAJOR THOMPSON:  Thank you.

 6                CHAIRMAN GRAHAM:  Okay.  Any other exhibits?

 7           None?

 8                MAJOR THOMPSON:  No, sir.

 9                CHAIRMAN GRAHAM:  Okay.  Sir, thank you.

10                THE WITNESS:  Thank you.

11                MR. McGLOTHLIN:  OPC calls Donna Ramas.

12                While Ms. Ramas is taking her seat, Mr. Sayler

13           is going distribute the errata for all of our

14           witnesses at this point.

15      Thereupon,

16                            DONNA RAMAS

17      was called as a witness on behalf of the Citizens of the

18      State of Florida and, having been first duly sworn, was

19      examined and testified as follows:

20                         DIRECT EXAMINATION

21      BY MR. McGLOTHLIN:

22           Q.   Ms. Ramas, have you been sworn?

23           A.   Yes, I have.

24           Q.   Please state your name and business address

25      for the record.
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 1           A.   My name is Donna Ramas, and I'm employed by

 2      the firm Larkin & Associates.  The address is 15728

 3      Farmington Road, Livonia, Michigan.

 4           Q.   What is your position with Larkin &

 5      Associates?

 6           A.   I'm a senior regulatory analyst with the firm.

 7           Q.   Ms. Ramas, at our request, did you prepare and

 8      submit prefiled testimony for the Office of Public

 9      Counsel in this case?

10           A.   Yes, I did.

11           Q.   Do you have before you the document that was

12      dated October 14, 2011, captioned "Direct Testimony of

13      Donna Ramas, CPA"?

14           A.   Yes, I do.

15           Q.   Do you have any changes or corrections or

16      additions to make to that document?

17           A.   I don't have any corrections.  However, I do

18      wish to point out several items that have changed since

19      the time I calculated the revenue requirements presented

20      within this testimony.

21                The first item that has changed is that based

22      on a review of the information filed by Gulf with its

23      rebuttal testimonies, I am now satisfied that the amount

24      of plant additions included in the case associated with

25      the Smart Grid Investment Grant program is limited to
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 1      Gulf's portion of the project costs and specifically

 2      excludes the amount that's being funded through the

 3      Department of Energy grant.  Therefore, I'm no longer

 4      recommending that those items be removed from rate base.

 5                The second item that changed is that since the

 6      time my prefiled direct testimony was filed, the revenue

 7      requirement impacts of the movement of the Crist Unit 6

 8      and 7 turbine upgrade projects have been moved from the

 9      environmental cost recovery clause into base rates, so

10      the impact of that movement was discussed in my

11      supplemental testimony.  It's not included in the

12      revenue requirements presented in my direct testimony.

13                The final area that would change is that there

14      have been several stipulations in this case, and the

15      revenue requirement impact of those stipulations aren't

16      included in my prefiled direct testimony.

17           Q.   With that explanation of changes that have

18      occurred since you filed your testimony, do you adopt

19      the questions and answers contained in the

20      October 14th document as your testimony today?

21           A.   Yes, I do.

22           Q.   And did you prepare exhibits to your direct

23      testimony of October 14th?

24           A.   Yes, I did.

25                MR. McGLOTHLIN:  Commissioners, those have
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 1           been identified as Exhibits 35 and 36.

 2      BY MR. McGLOTHLIN:

 3           Q.   Ms. Ramas, do you also have before you a

 4      second document dated November 15, 2011, captioned

 5      "Supplemental Direct Testimony of Donna Ramas, CPA"?

 6           A.   Yes.  Yes, I do.

 7           Q.   And did you prepare and submit that on behalf

 8      of OPC in this case?

 9           A.   Yes, I did.

10           Q.   Do you have any changes, corrections, or

11      additions to that document?

12           A.   No, I do not.

13           Q.   If I were to ask you the questions that are

14      contained in this document, would your answers be as

15      reflected there?

16           A.   Yes, they would be the same.

17           Q.   So do you adopt this document as your

18      testimony today?

19           A.   Yes, I do.

20                MR. McGLOTHLIN:  I ask that the direct

21           testimony of Donna Ramas dated October 14, 2011,

22           and the supplemental direct testimony of Donna

23           Ramas dated November 15, 2011, be inserted at this

24           point as though read.

25                CHAIRMAN GRAHAM:  We will enter Ms. Ramas's
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 1           direct and supplemental direct testimony into the

 2           record as though read.
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 1      BY MR. McGLOTHLIN:

 2           Q.   Ms. Ramas, would you summarize your testimony

 3      for the Commissioners?

 4           A.   Yes.  Good morning, Commissioners, Counsels.

 5      In my testimony, I present the overall revenue

 6      requirement that's recommended by the Office of Public

 7      Counsel in this case.  This includes the impact of the

 8      adjustments I'm recommending as well as the cost rates

 9      and overall rate of return recommended by Dr. Woolridge,

10      as well as adjustments recommended in the testimony of

11      Mr. Schultz and Ms. Dismukes in this case.

12                Since the time of the calculations presented

13      in my direct testimony, the Crist Unit 6 and 7 turbine

14      upgrades have been moved from the energy cost recovery

15      clause into consideration of base rates in this case,

16      and I address that in my supplemental direct testimony.

17      Within that testimony, I recommend that those projects

18      be included based on the traditional average test year

19      methodology.  It's my opinion that there is no

20      justification or reason to treat these any differently

21      than any other projects that are included in base rates

22      in this case.

23                I will now address a few of the adjustments in

24      my testimony.  I don't have time to go through all of

25      them, but there are certain key ones I would like to
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 1      draw the Commission's attention to.

 2                One area I address are the labor related

 3      expenses in this case.  Gulf has projected a substantial

 4      increase in the employee complement in this case, going

 5      from 1,330 employees as of December 31, 2010, to a

 6      projected level of 1,489 employees in the test year in

 7      this case.  This is an increase in the employee

 8      complement that's being requested of 159 employees or a

 9      12 percent increase.

10                And not only do they assume that all those

11      increases will be added by the beginning of the test

12      year, but they have also assumed in their filing that

13      they will remain filled throughout the test year and

14      there will be no employee vacancies throughout the test

15      period.  I do not think that's a realistic assumption,

16      and it's inconsistent with past history for Gulf.  In

17      each and every year since the last rate case, the actual

18      employee complement has been far below the budgeted

19      level.  In 2002, the average actual employee complement

20      was 62 positions below the budgeted level.  In 2006, the

21      average complement was 96 less than budget, and in 2007

22      it was 83 less.  As of June 30th of this year, they were

23      124 below their budgeted employee complement.

24                And I also demonstrate within my exhibits that

25      the total employee complement at Gulf Power since the
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 1      time of the last rate case has been fairly steady.  It

 2      isn't until this rate case that they projected this

 3      significant increase.

 4                What I have recommended is that based on the

 5      application of the historic average by which Gulf has

 6      been under budget in its employee complement to the

 7      requested test year employee level, that that be applied

 8      to their requested positions.  This would result in a

 9      recommended increase in the employee complements that

10      are reflected in base rates from the December 31, 2010

11      level to the test year of 68 positions, which is

12      5 percent higher than what they had as of the end of

13      2010.  And it's also higher than the actual employee

14      level they had as of June of this year.

15                The next area I wish to address is the

16      incentive compensation program costs.  The company has

17      four separate incentive compensation programs, three of

18      which are long-term in nature, one of which is

19      short-term.  It's my position that all of these programs

20      focus on things that benefit Southern Company's

21      shareholders and not the ratepayers.  The three

22      long-term programs are focused entirely on the earnings

23      and stock costs of Southern Company, and it's only

24      senior level positions that participate in these

25      programs.  Thus, I recommend that they be funded by the
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 1      shareholders.

 2                The third one is the short-term incentive

 3      compensation plan, which is the performance pay program.

 4      Under this program, there is nothing at all paid under

 5      the plan if Southern Company's earnings per share don't

 6      exceed the prior year dividends paid to Southern

 7      Company's investors.  Thus, if that trigger isn't met,

 8      there's no payout under that plan.  Once that is met,

 9      there are three areas that are weighted in the plan.

10      One-third of the plan weighting is tied directly to the

11      parent company or Southern Company's earnings per share,

12      one-third is based on Gulf's return on equity, and then

13      one-third is based on operational goals.  I've

14      recommended that these amounts be funded by the

15      shareholders, as the primary focus and the trigger

16      itself for the plan is based on those shareholder

17      interests and not customer interests.

18                Thank you.

19                CHAIRMAN GRAHAM:  Thank you.

20                MR. McGLOTHLIN:  Ms. Ramas is available for

21           cross-examination.

22                CHAIRMAN GRAHAM:  Any intervenors who have a

23           contrary position?

24                MS. KAUFMAN:  I have no questions.  Thank you.

25                CHAIRMAN GRAHAM:  Okay.  Staff.
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 1                MR. YOUNG:  Staff handed out an exhibit

 2           yesterday, a late-filed exhibit to Ms. Ramas's

 3           deposition and I just wanted to inquire if

 4           Mr. McGlothlin has an objection to this deposition

 5           being moved into the record.

 6                MR. McGLOTHLIN:  We have no objection to the

 7           late-filed exhibit.  We maintain our objection to

 8           the transcript itself.

 9                MR. YOUNG:  No problem.  And, Mr. Chairman,

10           that was handed to you along with Mr. McGlothlin's

11           exhibits, and we ask that it be identified and

12           given its own separate number and moved into the

13           record at the appropriate time.

14                CHAIRMAN GRAHAM:  We will label this as 204.

15           And do you have a title for this one?

16                MR. YOUNG:  Yes, sir.  Late-filed Exhibit

17           Number 2 to the deposition of Donna Ramas.

18                (Exhibit Number 204 was marked for

19      identification.)

20                CHAIRMAN GRAHAM:  Any questions?

21                MR. YOUNG:  In lieu of that, Mr. Chairman, no

22           questions.

23                CHAIRMAN GRAHAM:  Commissioners?  Commissioner

24           Brown.

25                COMMISSIONER BROWN:  Thank you, Mr. Chairman.
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 1                Good morning.

 2                THE WITNESS:  Good morning.

 3                COMMISSIONER BROWN:  Can you -- you

 4           recommended that the Commission reduce the annual

 5           reserve accrual to $600,000.  Can you elaborate a

 6           little bit on why you're recommending that?

 7                THE WITNESS:  I'm sorry.  Could you point me

 8           to that?

 9                COMMISSIONER BROWN:  Certainly.  It's on page

10           26 your supplemental, I believe.

11                Oh, I'm off.  I'm off.  Strike that.

12                THE WITNESS:  Okay.  Thank you.

13                COMMISSIONER BROWN:  Let me just find my notes

14           real quick.

15                On page 30 of your direct filed testimony, you

16           go into the stock option program that the company

17           has.

18                THE WITNESS:  Yes.

19                COMMISSIONER BROWN:  And you analyze it a

20           little bit.  Can you provide to the Commission what

21           benefit customers get from having the stock option

22           program in place?

23                THE WITNESS:  In my opinion, customers get no

24           benefit from those programs.  Typically, those type

25           of long-term incentive programs are designed to
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 1           make sure that senior level employees and

 2           executives are focused on meeting shareholder

 3           goals, so in my opinion, there's no benefit to the

 4           ratepayers from these programs.

 5                COMMISSIONER BROWN:  Similarly, with regard to

 6           the performance share program, what benefit to the

 7           customers are they deriving?

 8                THE WITNESS:  In my opinion, none.  That

 9           program, the payouts under the program are

10           calculated based on the three-year total

11           shareholder return versus the industry peers of

12           Southern Company.  In my opinion, ratepayers don't

13           receive any benefit from that.

14                COMMISSIONER BROWN:  Okay.  And right now

15           you're recommending a disallowance of rate case

16           expenses.  Can you please elaborate to the

17           Commission on what you are recommending?

18                THE WITNESS:  Yes.  I've recommended that

19           several items that were included within the

20           requested rate case expense be removed.  The

21           majority of what I'm recommending for removal are

22           the costs that are being allocated as part of rate

23           case expense from Southern Company Services to

24           Gulf.  The company has indicated that these are

25           amounts that are being direct charged from Southern
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 1           Company Services to Gulf.

 2                There has been no demonstration that these

 3           same type of costs from Southern Company Services

 4           aren't already considered in base rates.  Within

 5           base rates, there are costs that have been

 6           incorporated for allocations from Southern Company

 7           Services.  And in the test year in this case, the

 8           company has included costs that are coming from

 9           Southern Company Services.  I haven't seen any

10           clear demonstration that these costs from Southern

11           Company Services that are being included in rate

12           case expense are incremental from those costs that

13           are either already in base rates or are being

14           factored into the test year in this case.

15                I've also recommended that overtime costs be

16           excluded.  Overtime costs are currently considered

17           in the existing base rates.  They're also being

18           considered in the test year.  It's my opinion these

19           aren't incremental costs that aren't already

20           considered in rates, so I recommended those be

21           removed.

22                And I also raised a concern in my testimony

23           with the number of people Gulf anticipated being

24           here for all five days of hearings.  I believe it

25           was somewhere in the range of 60 to 65 people.  I
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 1           felt that it was excessive to have every witness

 2           here for every day of hearing with multiple

 3           assistants for each of those employees.

 4                COMMISSIONER BROWN:  Thank you.  That's all.

 5                THE WITNESS:  You're welcome.

 6                CHAIRMAN GRAHAM:  Commissioner Balbis.

 7                COMMISSIONER BALBIS:  Thank you, Mr. Chairman.

 8           I have a few questions.

 9                You recommended adjusting the employee number

10           to better reflect the vacancy rate that they have

11           had in the past; is that correct?

12                THE WITNESS:  Yes, to reflect -- and it's not

13           just vacancy.  It's the fact that they never

14           achieved the budgeted level of positions that they

15           have.  So I guess it goes beyond a typical vacancy

16           where you're just assuming there's a lag in hiring.

17           It's my opinion that they're not likely to hire all

18           those positions, so I've recommended that the

19           amount requested in the test year be reduced to be

20           more consistent with what has historically happened

21           for Gulf.

22                COMMISSIONER BALBIS:  Now, did you look into

23           what employees -- the vacant positions, what the

24           type of position was for those employees, either in

25           the test year or previous years?
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 1                THE WITNESS:  I've looked at all the testimony

 2           and rebuttal testimony filed by the company with

 3           regards to the positions.  I'm not challenging any

 4           of those individual positions, but when the company

 5           goes through the budget process each and every

 6           year, their executives and management employees

 7           that prepare those budgets are expected to put in a

 8           request for a reasonable number of employees that

 9           they feel are justified, but yet they don't hire

10           all of those.

11                So that's why I've recommended that in the

12           test year, it's not likely that they're now, after

13           nine or ten years of not filling all the budgeted

14           positions, that they will now do so.  So I'm not

15           challenging the need for any of the employees

16           they've requested.

17                COMMISSIONER BALBIS:  But wouldn't you agree

18           that some of those employees may be employees that

19           are necessary to run one of their power plants, for

20           example, so if they do not have their own employees

21           filling that position, they would have to go out

22           for either contract labor or have additional

23           overtime costs for their current employees?

24                THE WITNESS:  They may have some additional

25           costs for outside contractors associated with that.
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 1           In my adjustment, I'm only adjusting the O&M

 2           portion that's included in expense.  A lot of what

 3           you would use outside contractors for would be

 4           items such as construction projects.  So,

 5           therefore, if they don't hire their own employees

 6           to do some of those construction projects, the full

 7           cost would still be included in the filing for the

 8           portion that's capitalized that goes into the

 9           addition of assets.

10                COMMISSIONER BALBIS:  Okay.  So are you

11           recommending any adjustments to either a contract

12           labor budget item or overtime line item, or just --

13                THE WITNESS:  No, I'm not.  There are overtime

14           costs factored into the test year.  And I don't --

15           I haven't seen any evidence provided by the company

16           that if we don't hire this amount of employees,

17           here's the amount of dollars we're going to incur

18           for contract labor, so you need to add that.

19                They've just given a presentation showing, you

20           know, each year here's our budgeted O&M expense,

21           here's our actual O&M expense.  But, you know,

22           within the last four years during which they were

23           considerably under their budgeted employee

24           complement, their total O&M expense has been less

25           than what they had budgeted in those years.  So I

                   ACCURATE STENOTYPE REPORTERS, INC.

                                                            1517

 1           don't agree that you have a dollar-for-dollar

 2           impact, that if you don't hire the employee, you

 3           have to give us dollars for outside contractors.  I

 4           don't agree with that premise.

 5                And I don't see anywhere where other costs are

 6           decreasing in 2012 because of the company adding

 7           these employees and bringing them in-house.  In

 8           just about every cost area in this case, the amount

 9           of projected O&M expense in increasing.  I don't

10           see where the company had removed costs associated

11           with hiring additional employees.

12                COMMISSIONER BALBIS:  Okay.  And the last

13           question on this topic:  So in the test year, what

14           was their vacancy rate, what percentage?  I believe

15           that's in your testimony.

16                THE WITNESS:  Within the base 2010 year or --

17           because I guess we don't know what the vacancy rate

18           is going to be in 2012, I've recommended that a

19           rate of 6.8 percent, I believe it is -- let me

20           check just to give you the correct number that I've

21           recommended be applied for the vacancies.

22                Yes, I recommended that the calculation be

23           based on the most recent five-year average, so a

24           6.1 percent assumption.  And I applied that

25           6.1 percent to their requested level of 1,489
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 1           employees.

 2                COMMISSIONER BALBIS:  And you did not

 3           recommend an adjustment to either overtime or

 4           contract labor, because at that percentage, they

 5           were incurring those costs at the time; is that

 6           correct?

 7                THE WITNESS:  I'm not sure I understand the

 8           question.

 9                COMMISSIONER BALBIS:  Okay.  So if you're

10           basing it on the five-year average vacancy rate,

11           the 6.8 percent, and during that time they had to

12           be conducting operations, running the plant,

13           running distribution and transmission systems, so

14           they would have had to have contracted the

15           additional labor they needed or incurred the

16           overtime costs associated with having their

17           employees work longer, is that why you are not

18           recommending an adjustment to overtime, or are you

19           just --

20                THE WITNESS:  No.  I just don't feel it's

21           necessary.  During the last five years, they have

22           been under budget in their total O&M expense during

23           the same time that they were below their employee

24           complement that they had budgeted for.

25                And additionally, in preparing its case, it's
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 1           up to the company to provide a reasonable budget

 2           and projection, and they provided amounts for

 3           labor.  It's my opinion that those projected labor

 4           dollars are overstated.

 5                COMMISSIONER BALBIS:  Okay.  Now, to change

 6           gears a little bit, to follow up on Commissioner

 7           Brown's questions on the incentive programs, I just

 8           want to clarify the PPP program.  On page 33 of

 9           your testimony, I just want to make sure that these

10           numbers are correct.  But according to your

11           testimony, the award percentages range from

12           5 percent of base pay all the way up to 60 percent

13           of base pay; is that correct?

14                THE WITNESS:  Actually, they're as low as

15           5 percent of base pay for the union level

16           employees, and then they increase from anywhere

17           to -- from that 5 percent, they go up to 10 percent

18           for grades 1 through 5 employees.  And then they

19           increase as the employee level increases, so that

20           by the time you get to the upper executive level,

21           it's 60 percent.

22                COMMISSIONER BALBIS:  So the percentages range

23           from 5 percent to 60 percent?

24                THE WITNESS:  Yes.

25                COMMISSIONER BALBIS:  Okay.
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 1                THE WITNESS:  And again, that's at the target

 2           level.

 3                COMMISSIONER BALBIS:  Okay.  And yet on page

 4           35 -- I believe it's page 35 -- you recommend that

 5           you disallow all of the costs associated with the

 6           PPP program; correct?

 7                THE WITNESS:  Yes, I recommend that they be

 8           excluded from base rates and funded by

 9           shareholders.

10                COMMISSIONER BALBIS:  Okay.  But on page 35,

11           line 11, you indicate that one-third of the plan

12           targets Gulf Power's operational goals.

13                THE WITNESS:  Yes, but I still recommend that

14           all the costs be excluded, because before even

15           getting to that point, they have to reach that

16           trigger that's based on Southern Company's earnings

17           per share and on that earnings per share exceeding

18           the dividends paid in the prior year by Southern

19           Company.

20                COMMISSIONER BALBIS:  Okay.  Thank you.  I

21           have nothing further.

22                CHAIRMAN GRAHAM:  Redirect?

23                MR. McGLOTHLIN:  No redirect.  A couple of

24           what I think will be minor housekeeping items, if I

25           may.
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 1                Ms. Ramas indicated that she had accepted

 2           Gulf's explanation of the SGIG and no longer wished

 3           to adjust that.  She did have occasion to revise

 4           the schedule that reflects that, and we have

 5           distributed that.  I failed to get an exhibit

 6           number.  If there's no objection, I would like to

 7           offer that in conjunction with her testimony so

 8           that the exhibits are consistent with that

 9           testimony.

10                CHAIRMAN GRAHAM:  We'll give it Exhibit Number

11           205.  And we'll just call it Revised Schedule B-2

12           and B-3.

13                MR. McGLOTHLIN:  Yes.  Thank you.

14                (Exhibit Number 2-5 was marked for

15      identification.)

16                MR. McGLOTHLIN:  Yes.  Thank you.

17                And the other matter I wanted to mention was

18           this.  Commissioner Brown, I believe you started to

19           pose a question about the storm accrual to

20           Ms. Ramas.  Our witness Mr. Schultz is the one who

21           developed that adjustment, and she incorporated it

22           in the calculations.

23                COMMISSIONER BROWN:  Thank you.  I'm aware of

24           that.  Thank you.

25                MR. McGLOTHLIN:  With that, I move Exhibits
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 1           35, 36, and 205.

 2                CHAIRMAN GRAHAM:  We'll move exhibits 35 and

 3           36 on page 10, and -- 204 and 205?

 4                MR. YOUNG:  I'll move 204.

 5                (Exhibit Numbers 35, 36, 204, and 205 were

 6      admitted into the record.)

 7                CHAIRMAN GRAHAM:  Thank you, Ms. Ramas.

 8                THE WITNESS:  Thank you.

 9                (Transcript continues in sequence in

10      Volume 9.)
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