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1 PROCEEDI NGS

2 (Transcript follows in sequence from Vol une
3 18.)

4 K % * *

5 BY MR MOYLE:

6 Q How about with respect to risk associated

7 wth weather? Are you aware of Tanpa El ectric Conpany?
8 A | am vyes.

9 Q And do you know where they serve, how nany

10 counties they serve and where it is?

11 A | could not tell you how nmany counties, but
12 | could tell youit's in the Tanpa area, yes. | think
13 it's called an aptonym yes.

14 Q Yeah, the nane helps with that. Do you know

15 how many counties FPL provi des service in?

16 A I don't know the nunber of counties, no.

17 Q Do you know geographically -- you know,

18 Florida is a peninsular. Do you know if they go above
19 Ol ando?

20 A | do. | know they serve generally the

21 entire east coast portions of the north central region,
22 portions of the south, sort of west region of the

23 St ate.

24 Q And with respect to -- you know |l et's hope

25 storns don't cone, but to the extent that they do, if
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1 you have an electric utility that is geographically
2 spread out, it's not as likely that a stormis going to
3 take out the whole system as conpared to having an

4 electric utility that's |ocated maybe in one or two

5 counties. Is that fair?
6 A | think that's fair if you' re conparing two
7 conpanies. |If you were to broaden the analysis to a

8 conpany such as Xcel which serves M nnesota, Texas,

9 Col orado and Wsconsin, nmultiple jurisdictions, then |
10 suppose they woul d have greater diversification still.
11 Q And you al so nade sone risk comrents with
12 respect to nuclear risk; is that right?

13 A That's right.

14 Q And do you then suggest naybe that nucl ear
15 facilities provide a little higher |evel of risk?

16 A VWhat | say in ny testinony is that it's a

17 risk that the conpany discusses, and it's a risk that's
18 Dbeen disclosed. | think risks such as nuclear are hard
19 to quantify. [It's hard to put a basis point nunber on
20 that, but because it was an issue that the conpany

21 di sclosed, it did seemsonething to nme that would rise
22 to the level of getting investors' attentions.

23 So, that's why | included it. As to your

24 question of whether or how | would have quantified

25 that, | really didn't because |I don't think you can.
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1 Q Do you know if investors are considering or
2 quantifying the issue related to possible environnental
3 | ssues associated with the Turkey Point cooling canal s?
4 A | couldn't tell you.

5 Q Just don't know one way or the other?

6 A | don't know how t hey woul d.

7 Q And how about with respect to |awsuits that

8 are filed under the Clean Water Act or things |like

9 that? |s that sonething that investors consider or no?
10 A It could be -- again, to the extent it rises
11 to the level of disclosure and, of course, every

12 I nvestor would have their own view as to probabilities
13 and out cones.

14 Q So, | think it would be hard to know what

15 I nvestors, you know, are thinking. | nmean, do you talk

16 to pension funds and i nsurance conpanies and big

17 I nvestors to say what are you guys thinking?

18 A Myself, no. Again, what | wll review are
19 di scl osure docunents. | don't disagree that it's a
20 hard thing to quantify. | don't disagree that it's a

21 hard nunber to get your arns around.

22 If you noticed, ny recomended range is 10.5
23 to 11.5, and ny recommendation is at the md point of
24 that range. So, | think it's a consideration, but I

25 think it's hard to quantify and | think it's hard to
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Q
what | bel
M. Hevert

A

Q

, you know, how to nove wthin the range on
it.
This goes to one of the points | nmade
There's lots of nunbers here. It appears
but it's not entirely mathematical. There's
of judgnent.
l"msorry. What was your range?
10.5 to 11.5.

So, how did you treat the 50 basis point

| did not.
-- if at all. You didn't look at that? You

anyt hi ng about that? That's not part of your

That's correct.
MR. MOYLE: That's all | have. Thank you.

CHAl RMVAN BROMAN: Thank you, M. Myle. FRF

SS.
EXAM NATI ON

GHT:

Yes, ma'am thank you very nuch. | have

leve will be a very few questions for

. Good afternoon, M. Hevert.
Good afternoon.

In preparing your testinony in this case,

Premier Reporting
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1 did you famliarize yourself with FPL's financi al
2 operations and performance from 2010 t hrough the

3 present tinme?

4 A FPL as opposed to Nexterra?
5 Q FPL and Nexterra.
6 A Yes, |'ve reviewed FPL's -- |'ve | ooked at

7 the MFRs, and |'ve al so | ooked at 10K whi ch breaks out
8 FPL in particular.

9 Q And did you famliarize yourself with

10 Nexterra Energy's stock prices during that tinme period?
11 A During that tinme period, I could not tell

12 you offhand. 1've certainly reviewed the conpany stock
13 performance recently.

14 Q Wul d you agree, perhaps subject to check if
15 it's really necessary, that FPL's stock price increased
16 fairly steadily with natural fluctuations from 2010

17 t hrough the present tinme?

18 A | would say two things to that. | would

19 agree that's the case, and | would agree that's not

20 unlike the utility sector. | also would say that nore
21 recently, the utility sector has begun to underperform
22 t he general market.

23 Q Wul d you agree that Nexterra Energy didn't
24 have any trouble selling comobn stock in the period

25 2010 to 20127
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1 A | could not tell you the extent to which it

2 was undersubscri bed or oversubscribed. | have no

3 reason to doubt that they were successful in issuing

4 their stock.

5 Q It was steadily traded at prices sonmewhere

6 between 50 and $100, wasn't it?

7 A Yes, | would agree with that.

8 Q That would indicate that there's a pretty

9 good nmarket for the commobn stock of Nexterra Energy;
10 would it not?

11 A Agai n, having been involved in raising

12 capital for a utility, | knowthat in raising it, it's
13 not often as easy as it looks. | will agree with you
14 that the conpany was able to raise equity, if that's
15  your question.

16 Q Thank you. W agree that interest rates in
17 the 2010-2012 -- in general, let's say the United

18 States Treasury bond rates in the tine period 2012 to
19 2012 were generally a bit higher than they are

20 currently.

21 A | think there were periods in 2012 that they
22 were at the current level, but of course, in 2012, we
23 had not undergone the level of intervention by the

24 Federal Reserve that we have since then. So, |'m not
25 really sure that we can conpare the two tinme periods
Premier Reporting (850) 894-0828 Reported by: Lisa Gainey
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1 for that purpose.

2 MR. WRIGHT: That's all | have.

3 CHAl RMAN BROWN:  Thank you, M. Wi ght.
4 FEA, M. Jernigan.

5 CROSS EXAM NATI ON

6 BY MR JERN GAN:
7 Q M. Hevert, could you pull back out 6567

8 You were just discussing that wwth M. Myle a nonent

9 ago.
10 A Yes, | have that.
11 Q Thank you. And again, this is actually from

12 your Exhibit RBH 42, correct?

13 A From ny rebuttal testinony, yes.
14 Q And the range of dates on this exhibit, as I
15 |l ook at it, | see it looks like it starts in January of

16 2013 and goes all the way through June of 2016; is that
17 correct?

18 A Yes, that's right.

19 Q And as | look -- you've stated it several

20 tinmes, but your recommendation is a range of 10.5 to

21 11. 57

22 A Yes, that's correct.

23 Q And as you | ook over the approved RCEs that
24 are listed here, | only see only one that falls within

25 your range; is that correct?
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1 A | believe that's correct, yes.

2 Q And all other ranges for the past three

3 years appear to be below that, correct?

4 A Right. | nean, there's one within ten basis
5 points, a couple wthin 25, but generally, | would

6 agree with you, yes.

7 Q And as we | ook at this on the first page

8 of -- well, the page that's listed Page 2 of 2 where we
9 see our averages witten out by M. Myle, if you'd

10 | ook m dway through the case underneath the dark |ine,

11 there's aline titled "Total Cases."”

12 You see that?

13 A Yes, | see that.

14 Q And it lists 103. That's 103 cases in the
15 | ast three years, correct?

16 A I"'msorry, | see where you are. Yes, that's

17 the total across all cases. That's right.

18 Q And only one case has fallen within your

19 reconmended range in the [ ast 103 cases?

20 A I"'msorry. | didn't nean to interrupt you.
21 Q O those 103 cases, only one has fallen

22  wthin your recomended range, correct?

23 A Right. And of those 103, there were, of

24 course, many that were fromless-rated jurisdictions.

25 There were many that were not vertically integrated,
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1 but as to your principal observation, | agree with you.
2 Q Florida is included in here, correct?
3 A What ?
4 Q There are Florida cases in here, correct?
5 A Yes.
6 MR. JERNI GAN: That's ny questions.
7 CHAl RMVAN BROMWN:  Thank you, M. Jerni gan.
8 Sierra Cub?
9 M5. CSANK: No questions, Madam Chair man.
10 CHAl RMVAN BROMWN:  Thank you, Ms. Csank.
11 Wal - Mart, Ms. Roberts.
12 M5. ROBERTS: No questions. W wll have
13 guestions for his rebuttal.
14 CHAl RMVAN BROMWN:  Thank you, Ms. Roberts.
15 AARP?
16 Yes, | have a few, thank you.
17 EXAM NATI ON
18 BY MR COFFMAN
19 Q Good afternoon, M. Hevert. Good to see you
20 again.
21 A Al ways a pl easure.
22 Q Vell, let ne start with these exhibits that
23 were fromyour rebuttal schedule that we've been
24  tal king about. Wuld you agree that over the | ast year
25 that the average authorized return on equity froma PUC
Premier Reporting (850) 894-0828 Reported by: Lisa Gainey
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1 has been in the range of 9.5 to 9.7?

2 A " msorry, can you repeat that question?

3 Q Wthin the last, say, 12 nonths, what do you
4 Dbelieve the average authorized return on equity has

5 been frompublic utility commssions in this country?

6 A Over the last 12 nonths if you were to | ook
7 across all jurisdictions, all states, it probably is in
8 the range of about 9.7 percent. O course, that would
9 I nclude all of those jurisdictions distribution

10 vertically integrated but excluding the Virginia rider

11  cases.
12 Q And these particular exhibits from RRA or
13 S &L Financial -- they stop at around June 15th. Have

14  you reviewed PUC orders that have occurred since that
15 time?
16 A |"mcertainly aware of sone, but | could not

17 put ny finger on themright away.

18 Q Okay. Whuld you agree with nme that
19 | egal | y-regul ated utilities are not entitled to a
20 private -- such as you would expect to have in a

21 specul ative venture or highly-profitable venture?

22 MR, LITCHFI ELD: nject to the formof the

23 guestion. It's vague. And to the extent that it

24 calls for a legal conclusion, | would object on

25 that basis as well.
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1 CHAl RVAN BROWN:  Can you rephrase the

2 guesti on, please.

3 Q Thi s | anguage does appear in constitutional
4 | aw courses, but |I'masking himas an expert in the

5 cost of capital if he believes that regulated utilities
6 shoul d receive an authorized rate of return such as you
7 would respect from specul ative ventures.

8 A Again, I'mnot an attorney, but | think that
9 the return that investors require are returns that they
10 would get on investnents of conparable risk, one of the
11  other Hol conb-Bluefield standards as | understand as a
12 | ayperson. Typically, | think investors would not | ook
13 at utilities as speculative ventures.

14 Q And aut hori zed return on equities should not

15 Dbe equivalent to a highly-profitable enterprise.

16 MR, LITCHFI ELD: bject. Could counsel

17 define "highly profitable enterprise"?

18 MR, COFFMAN:  Well, I'mjust |ooking at the
19 W t ness' testinony where he uses that word and

20 asking him --

21 CHAl RVAN BROWN: M. Cof fman, can you naybe
22 ask hima broader question or ask himto be able
23 to -- rephrase it.

24 MR, COFFMAN:  Well, his testinony wll stand
25 as it is.
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1 MR. LI TCHFI ELD: You actually haven't

2 cracked the cover of his direct testinony yet.
3 CHAI RVAN BROMWN: Pl ease proceed,

4 M. Cof f man.

5 BY MR COFFMAN:

6 Q On Page 31 of your direct testinony, you
7 list the results of your DCF study.

8 A Excuse ne one second. Yes, |I'mthere.

9 Q And your results are from9.31 percent to

10 9.42 percent; is that correct?

11 A Well, no, they are from8.61 percent to
12 10. 2 percent.

13 Q Was that the average, then, the 9.31 to

14 9.42 percent?

15 A Yes, that's right.

16 Q And that includes flotation cost; does it
17 not ?

18 A It does.

19 Q Now, nost regulatory jurisdictions don't

20 allow flotation costs to be included in return of

21 equity, do they?

22 A | could not tell you how nany do and how
23 many do not, but | would agree that some do and sone
24 don't. Excuse ne, one last thing. | just wanted to

25 check sonething real quick here. The schedules to ny
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1 testi nony, of course, provide the estinmates w thout the
2 flotation costs. So, that data is there.

3 Q If you have that handy, could you tell ne

4 what that 9.31 to 9.42 percent average DCF result woul d
5 be if you subtracted the flotation costs?

6 A You bet. And you can see these results on

7 Exhibit RBH 4 going fromPage 1 to Page 3. The 9.31

8 would correspond to 9.19. The 9.35 would correspond to
9 the 9.23. The 9.42 would correspond to 9.3. So,

10 estimates that | already consider to be quite | ow woul d
11 be lower still as a consequence of renoving the

12 flotation costs.

13 Q Do you agree with ne that there should be

14 sone correspondence between an authorized return on

15 equity and the business risk of the regulated entity?
16 A Yes, | agree with that.

17 Q And if | listed certain qualities that m ght
18 relate to Florida Power & Light in this jurisdiction,
19 could you tell nme if you believe that they would tend
20 to nmake Florida Power & Light nore or |ess risky?

21 A More or less risky relative to what?

22 Q For instance, a jurisdiction that all ows

23 construction work in progress for its nuclear power

24 pl ants as opposed to a jurisdiction wthout that does

25 not allow construction work in progress for its nuclear
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1 power plants. Wiich is nore or less risky?
2 A Here's where it gets difficult because you
3 can have a jurisdiction that allows construction work
4 I n progress, and you mght say at first glance that
5 that necessarily nmakes it |less risky than another. But
6 another jurisdiction may have a rider to recover
7 substantial capital costs.
8 So, that's why | think it's sonetines
9 difficult to conpare one discrete el enent of ratenmaking
10 wthout sort of looking at the broad suite available to
11 other utilities. And that's sort of the qualification
12 that | wanted to neke.
13 Q Can you answer the question in isolation
14  assuming all other factors being equal ?
15 A Al'l other things being equal, | would agree
16 wth you
17 Q And what are you agreeing with exactly?
18 A " mnot going to say whatever you said.
19 (Laughter.)
20 Q That a utility has the opportunity to
21  collect charges in advance through construction in
22 progress is less risky than a utility that does not
23 have that opportunity. Can you agree with that?
24 A Al |l el se being equal.
25 Q Fair enough. A utility that has the
Premier Reporting (850) 894-0828 Reported by: Lisa Gainey
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1 opportunity to have a storm hardeni ng nechani sm as
2 opposed to one that does not have that kind of

3 pi ecenmeal nechani sm

4 A Well, with the qualification that both

5 utilities are equally susceptible to other events --

6 Q Fai r enough.
7 A -- with that qualification.
8 Q What about a utility that is considered to

9 be operating in a constructive regulatory environnent
10 as opposed to a utility that is not?

11 A I think fromthe perspective of investors,
12 constructive regulatory environnment is very hel pful,
13 and it becones part of their expectations. | think a

14 constructive regulatory environnent, to the extent that

15 It reduces uncertainty and that's inportant to the

16 I nvestors, would be sonething that reduces risk, but
17 it's certainly that weighs in their expectations as

18  well.

19 Q Maybe it would be hel pful at this point for

20 you to define what is nmeant by constructive regul atory
21 envi ronnent .

22 A Sure. As | understand it from | ooking at
23 regul atory research associates, froml ooking at rating
24 agenci es, a constructive regulatory environnent is one

25 that wll allowinvestors -- will give debt-hol ders,
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1 for exanple, confort in the ability to have their
2 return, to get the return that they require.
3 There's an elenent of predictability to a
4 constructive regulatory requirenent. There's an
5 elenent that investors will be aware and have
6 confidence that the outcome will not be destructive to
7 their investnent.
8 Q What about nulti-year plans? Assum ng we're
9 operating in a jurisdiction that approves rates just
10 for one year in an on-going period as opposed to
11 | ocking a certain nunber of rate increases over a
12 four-year period, which is nore or |ess risky?
13 A Well, I wll say again all el se being equal,
14 having the ability to understand what revenue recovery
15 w Il be reduces uncertainty. But as |'ve said in ny
16 testinony, one of the issues that arises, especially in
17 this capital market with a nulti-year plan, is the
18 uncertainty surrounding increasing capital costs going
19 forward.
20 In ny view, that's a risk that investors are
21 keenly aware of.
22 Q On Page 37, you list a variety of
23 consi derations that you think may be reason to consider
24 a cost to equity outside of the range of results on
25 your analysis. No. 5, on Line 10, there is the
Premier Reporting (850) 894-0828 Reported by: Lisa Gainey
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1 potential for the increase in the cost of equity over
2 t he conpany's proposed four-year rate period.

3 A And | just want to say | don't quite agree
4 wth your prem se of your question.

5 Q Pl ease go ahead and characterize it the way
6 you w sh.

7 A Thank you. Wen I | ook at these factors,

8 these are factors that | think ought to be taken into
9 consi deration and understandi ng where the range of

10 returns likely Iies and within that range where the

11 return ought to be.

12 It's not an exercise of trying to push the
13 ROE above a range. It's trying to figure out what the
14 range i s and where we set the return wthin that range.
15 Q Well, that's good to hear because | was

16 going to ask you do you think that the potential for a
17 decrease in the cost of equity over a proposed

18 four-year plan would be sonething that this Conmm ssion
19  shoul d consi der?

20 A Wll, | think that's true. | think if that
21  were a likely possibility, but all we can do at this
22 point is to |l ook at what the market is telling us.

23 We can | ook at economist's projections and
24 see quite clearly that they expect interest rates to

25 I ncrease, and we can |look at forward i nterest rates and
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1 see themincreasing. W can |look at the relative

2 values of puts and calls on governnent bond indices and
3 see if the market expects interest rates to increase.
4 Just on an intuitive bases when interest

5 rates are | ow and have been kept | ow because of

6 government policy, and the governnent has stated its
7 Intent to nove to a nore normal policy, | think it's
8 fair to conclude that over tine, interest rates are

9 nore likely to increase than decrease.

10 Q So, you think that there is a greater risk
11 that the cost of equity would increase over the next

12 four years than decrease?

13 A If you ook at the -- let's go back and

14 break it down. | don't want to bel abor the point, but
15 It was actually a fairly conplicated question.

16 When you | ook at the cost of equity, it's a
17 function of many things. Interest rates are one of

18 them Gowth rates are another one of them

19 Volatility is another one of them

20 If we look at the fact that interest rates
21 are low -- and we all know they are | ow right now --
22 and they are | ow because of the effect of Federal

23 policy and we know that Federal intent is to nornalize

24 I nterest rates, we reasonably can concl ude that
25 Interest rates will go up. And as interest rates go
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1 up, generally speaking, the cost of equity will go up.
2 As the Federal Governnent begins to
3 normal i ze policy in anticipation of higher growh
4 within the overall macroeconom ¢ econony -- wthin the
5 overal |l econony, again, we can see the potential for
6 growt h which would tend to increase the cost of equity.
7 When we | ook at all of those variables and
8 we see what the nmarket is saying about those vari abl es,
9 | think we can conclude, on bal ance, the market sees
10 those factors as nore |ikely increasing than
11  decreasing.
12 Q | appreciate your thoughtful qualification.
13 s that a qualification to a yes or a no?
14 A It's a yes.
15 Q Then can | not draw a concl usion fromthat
16 that a four-year plan is a riskier proposition than a
17 one-year rate decision?
18 A I think that is a judgnent that people have
19 to weigh. There are certainly benefits associated with
20 a four-year plan. There's rate stability. There's
21 predictability. There's efficiency in the prosecution
22 of events such as these.
23 There is the ability of the conpany to focus
24 on operations. There are |ots of benefits associ ated
25 wth a four-year plan. And | recogni ze that and
Premier Reporting (850) 894-0828 Reported by: Lisa Gainey

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



2241

1 appreci ate those.

2 But | think we al so ought to recognize the

3 fact that utilities are capital-intensive enterprises.
4  And because they are capital intensive, they depend

5 very, very heavily on external capital. And because

6 that's the case, | do think we need to take into

7 account the fact that these costs nay rise in the

8 future.

9 So, | do think it's a judgnent.

10 understand that there's benefits associated with the

11 four-year plan, but | also think that we ought to

12 consi der the other side. W ought to consider the

13 potential for increasing capital costs.

14 Q So, assunming -- and | don't believe that the
15 evi dence supports this, but assumng that there's going
16 to be a rate increase as opposed to a rate decrease as

17 aresult of the --

18 MR. LI TCHFI ELD: (bjection to counsel

19 characterizing the outcone or predicting any

20 particul ar outcone which otherw se testified.

21 CHAI RMAN BROWN: | didn't hear that --

22 MR. COFFMAN: | sinply said that |I' m not

23 concedi ng that the evidence supports a rate

24 increase in this case, but assumng that there

25 was - -
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1 CHAI RMVAN BROAN:  (bj ecti on overrul ed.

2 BY MR COFFMAN:

3 Q Assum ng that there will be a rate increase
4 as aresult of this case, would you be telling this

5 Comm ssion that if it is going to approve a series of
6 rate i ncreases over a nunber of years that the

7 authorized return on equity should be higher than if

8 they were approving only a one-year rate increase?

9 A I think ny recomendation, ny 11 percent

10 recommendati on, takes into consideration the fact that
11  over the course of four years, interest rates likely
12 wll increase. As to what ny recomendati on woul d be
13 absent a four-year plan, | couldn't tell you. 1've not
14 real ly done that.

15 Q So, you haven't even consi dered that

16 possibility.

17 A |'"ve | ooked at the four-year plan, and |I've
18 thought about it in the context of the four-year plan.
19 |'ve | ooked at the likelihood that rates will increase
20 over the course of that four-year plan.

21 And to be clear, ny 11 percent

22 recommendation takes into account the |ikelihood of

23 those increases. It also takes into account the fact
24 that the conpany foregoes the option to seek a rate

25 relief over the course of those four years.
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1 So, would ny recomendation be lower if it
2 were a one-year plan? Perhaps. But ny recommendati on

3 takes into consideration the fact that it's a four-year

4 pl an.

5 MR. COFFMAN.  Okay. Thank you very nuch.

6 That's all | have.

7 CHAl RMVAN BROWN:  Thank you. It |ooks Iike

8 we're at 4:00 right now Let's take about a

9 five-mnute break and let the court reporter rest
10 her hands and stretch. So, we'll reconvene at

11 4: 05.

12 (Brief recess.)

13 MR. LI TCHFI ELD: Madam Chai rman, we are

14 willing to stipulate that M. Smth -- this was
15 OPC s witness that had travel constraints.

16 Therefore, it would be unnecessary for himto

17 travel at all. W're wlling to take M. Steve

18 Chris, the Wal-Mart wi tness, the other constrained
19 W t ness, out of order sonetine Wednesday

20 afternoon. He'll arrive apparently around 1:00 on
21 Wednesday.

22 So, we'd be willing to take hi mout of order
23 during our rebuttal case if that wll acconmobdate
24 the parties and solve a few of our scheduling

25 constraints.
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1 CHAl RMVAN BROAN:  Muy bueno. Any probl enf?
2 M5. BROMNLESS: No, that's great. Thank
3 you.
4 CHAI RVAN BROWN:.  OPC.
5 MR. SAYLER: Yes, ma'am we'll take that
6 stipul ati on.
7 CHAI RMVAN BROMWN:  Thank you all for working
8 together. Mukes it a little nore efficient for
9 us.
10 MR. MOYLE: It was a great five-mnute
11 br eak.
12 M5. BROMLESS: | amso sad to say this, but
13 we do have cross exam nation questions for
14 M. Smth.
15 MR. LITCHFI ELD: | apol ogi ze. They only
16 checked with ne.
17 M5. BROMLESS: And nobody checked with us
18 before now. |If you can give us five m nutes,
19 per haps we can resolve this, please, na'am
20 CHAl RVAN BROMWN:  Absol utely. How about
21 let's give you ten mnutes. |Is that enough?
22 M5. BROWNLESS: That woul d be | ovely.
23 CHAl RVAN BROMN:  Let's reconvene at 4: 20.
24 MR. LI TCHFI ELD: Well, Madam Chair, | was
25 goi ng to suggest that we don't have to have the
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1 deci sion made in the next ten mnutes. W have
2 t he next break.
3 I would also like to take the opportunity to
4 i ndicate that the exhibit, the late-filed exhibit
5 from M. Santos' testinony in response to
6 Conmm ssioners Brise's questions, has been
7 circulated to all the parties.
8 No one has any objections to it being marked
9 and entered into the record, if you would like to
10 do that now.
11 CHAI RMVAN BROWN:  Let's do it now. W are at
12 658. | don't have a copy of it.
13 MR, LITCHFI ELD: And we will circul ate that
14 ri ght now.
15 MR. SAYLER: And Madam Chair, as a way to
16 expedite things, we do have sone exhibits to pass
17 out immedi ately after the Larsons go. So, maybe
18 we can pass out our exhibits at the sane tine just
19 as soon as --
20 CHAI RVAN BROWN:  No.
21 MR. SAYLER: No? Wiit?
22 CHAI RMAN BROWN: A little confusing. Thank
23 you.
24 MR. SAYLER: Trying to be hel pful.
25 CHAl RMVAN BROMWN:  Thank you, though. W have
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1 a lot of paper in front of us. | love the title.
2 This is great. This is great. GCkay. So, we wll
3 mark this as 658. It is titled response to
4 Conmm ssioner Brise, Re: Call Center Metrics,
5 proffered by FPL. Thank you.
6 MR. LI TCHFI ELD: W thought about titling it
7 totally responsive to Conm ssioner Brise, but we
8 went with this.
9 CHAl RMAN BROWN:  All right. Do we have any
10 nore housekeeping itens or can we proceed?
11 M5. BROMLESS: Excuse ne. Wth regard to
12 Exhibit 658, are we noving it into the record now
13 or what are we are doi ng?
14 MR. LITCHFIELD: Yes, | noved it.
15 M5. BROMLESS: And it's an exhibit, been
16 accept ed?
17 CHAl RVAN BROMN:  Yes.
18 M5. BROWNLESS: Sorry. Thank you.
19 CHAl RMVAN BROMAN: | thought that was clear.
20 So, we are on, |looking at the order -- AARP,
21 you' re finished?
22 MR. COFFMAN:  Yes, ma'am
23 CHAl RMAN BROWN: W are on the Larsons.
24 MR. SKOP: Thank you, Madam Chairman, just a
25 few questi ons.
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1 EXAM NATI ON
2 BY MR SKOP:
3 Q Good afternoon, M. Hevert. |'m Nathan Scop
4 representing the Larsons. Just a few questions with
5 respect to your direct prefiled testinony. To begin
6 wth, you would agree that FPL is a strong and
7 financially healthy conpany, correct?
8 A I would agree that the conpany has a strong
9 A-mnus credit rating. Yes, | would agree that's true.
10 Q And you woul d al so agree that its parent,
11 Nexterra, is also a strong and financially healthy
12 conpany, correct?
13 A That's correct, although | would say that ny
14 anal yses are focused on FPL.
15 Q Thank you. Going back to a question that
16 you answered fromone of the intervenors regarding a
17  constructive regul atory environnent, you would agree
18 that under a constructive regulatory environnment, the
19 Comm ssi on woul d be expected to nmake appropriate
20 downward adj ustnments to ROE when the risk-free rate has
21 declined significantly, correct?
22 A No, | would not agree with that.
23 Q So, it's only a one-way street? Wen
24 Interest rates rise, then the utilities should get a
25 hi gher ROE?
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1 A | think your question, at |east as |
2 understood it, was a general proposition. | don't
3 believe that's true as a general proposition. | think
4 that there are circunstances such as we tal ked about a
5 little bit earlier when interest rates are being driven
6 by nonetary policy that is intended to change over
7 time. That's one thing.
8 The next point is that the return on equity
9 and interest rates generally nove directionally, but
10 they don't nove in lock step. So, | don't think I can
11 agree with a general proposition like that.
12 Q So, when Fed policy has been in effect for a
13 nunber of years and the risk-free rate has been
14 substantially |lower than historical |evels, then do |
15 understand your testinony to nean that the utility
16 should then still be allowed to capture a hi gher RCE
17 which includes a higher market prem unf
18 A | think there's a fewthings in there that
19 I'"d like to address. One is when you say a market
20 prem um | assune what you' re tal king about is the
21 difference between the cost of equity and interest
22 rates.
23 And if your question is as interest rates
24 fall should that prem umincrease, the answer is
25 unequivocally yes. That's been proven many tines over
Premier Reporting (850) 894-0828 Reported by: Lisa Gainey

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



2249

1 by many studies. As interest rates fall, the equity

2 ri sk premumincreases. There's no doubt about that.
3 So, the equity risk premi umwoul d expand as
4 I nterest rates decrease, generally speaking. | think

5 that's especially the case when you have, again,

6 I nterest rates that are being so driven by nonetary
7 policy.

8 And t here have been tines when interest

9 rates fall, and they fall because investors are just

10 skittish. They're afraid. They want to nove into a
11 security that has a |lot of security such as Treasuri es.

12 VWhat that neans their | evel of risk aversion has

13 I ncreased, and they require a higher return.

14 So, there are lots of reasons why as

15 interest rates fall, the cost of equity could go up,
16  but certainly as interest rates fall, the equity risk

17 prem um goes up.

18 Q kay. To expand on that a little bit, when
19 Fed policy results in a risk-free rate that is |ow,

20 consuners also feel that lower rate in terns of

21 I nterest rates that they would receive on savings,

22 correct?

23 A Yes, | agree with that.

24 Q So, if | understand, your testinony is that

25 when interest rates fall, the utility's ROE should be
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1 hel d constant; is that correct?

2 A | don't knowif it's constant. It depends
3 on the circunstances and it depends on the |evel, but

4 the propositionis this and it extends beyond

5 utilities: As interest rates fall, the prem umthat

6 equity investors require increases.

7 Q If I could ask you to turn now to Page 10 of
8 your testinony through Page 12, begi nning on Page 10 at
9 Line 11 and continuing to Page 12, Lines 1 through 2.
10 A Yes, |I'mthere.

11 Q And in that passage of your direct prefiled
12 testi nony you speak about the Bluefield and Hope

13 deci sions and the principals that came out of those

14 Suprene Court decisions, correct?

15 A Yes, that's right.
16 Q And on Page 12, Line 1 continuing to Line 2,
17 | guess the take-away fromthe Bluefield and Hope

18 cases, anongst other things, is that the return needs
19 to be set appropriately -- it needs to be adequate to
20 mai ntai n and support the conpany's credit and to

21 attract capital, correct?

22 A I think that's right. Wat | would say is
23 this is ny, again, layman's interpretation. 1| rely on
24 | awyer's interpretation on the Hope and Bluefield

25 standards. There are three parts to it: The
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1 conparabl e risk/conparable return, the capita

2 attraction and financial integrity portions. So, in ny

3 view, | | ook at Hope and Bl uefield as addressi ng those

4 three issues.

5 Q And you have no reason to doubt that FPL

6 fromthe period of 2010 when the rate case and the

7 settlement was decided to present day has any probl ens

8 in raising capital or attracting capital, correct?

9 A I've no reason to believe that FPL has had a
10 hard time attracting capital, and | think it's in large
11 nmeasure due to the conpany's financial position that it
12 has devel oped and has been part of the constructive
13 regul atory environnent.

14 Q And you woul d al so agree that since 2010,

15 FPL has made billions of dollars of additional

16 investnment to rate base, correct?

17 A Ch, vyes.

18 Q But since 2010, FPL has nmade that investnent
19 at a md point ROE of 10.5 percent, correct?

20 A | agree with that, yes.

21 Q And you have no reason to doubt that FPL's
22 parent conpany, Nexterra Energy, has the ability to

23 attract capital, would you?

24 A |'"ve no reason to doubt that, but again, ny
25 analysis is focused on FPL, not the parent conpany.
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1 Q Very well. Thank you. |If | could ask you
2 now to turn to Page 16 of your testinony, Lines 12
3 through 16. |In that passage of your testinony, you

4 I ndi cated that you did not include Nexterra Energy,

5 Inc., in your analysis, correct?

6 A That's right. This has been ny

7 | ong- st andi ng practi ce.

8 Q Al right. Thank you. If | could ask you

9 now to turn to Page 19 of your testinony which

10 generally addresses the Capital Asset Pricing Mde

11  Anal ysi s.

12 A Easy for you to say. No, that's right.

13 Q As you can see in your testinony, it

14 provi des the mathematical fornmula and the beta, the

15 risk-free rate, the required return on the market as a
16 whole as well as the required market cost of equity.

17 So, the question | have on Page 19, what did
18 you utilize for the risk-free rate of return in your
19 anal ysi s?

20 A | used three neasures. | used the current
21 risk-free rate. | used the projected 2017 risk-free
22 rate, and a projected 2020 risk-free rate. And |I'm

23 sorry, | should be clear. Those all are based on the
24 consensus projections provided by Blue Chip Econom cs.

25 Q Hi storically what has been the average
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1 risk-free rate?

2 A Goi ng way back?
3 Q Yes.
4 A Well, if you were to | ook at the source that

5 a |l ot of people use for historical analyses of this

6 type of work, they'll ook at the long-term risk-free
7 rate as being about 5.2 percent.

8 The one thing I would say is that

9 5.2 percent relates to a 20-year, as | understand it,
10 Treasury security. Here we're using a 30-year treasury
11 security, so it would be sonewhat higher, but it's

12 about 5.2 percent for the 20-year Treasury.

13 MR. SKOP: May | have a nonent, Madane
14 Chair?
15 CHAI RVAN BROWN:  Sur e.

16 BY MR SKOP:

17 Q So, you would disagree that the historica
18 risk-free rate of return is approximately 3.5 percent,
19 correct?

20 A If you're looking at a real risk-free rate
21 at 3.5 percent and you figure inflation historically
22 has been sonewhere around 2 percent, that m ght cone
23 close, but the long-termhistorical risk-free rate |
24  woul d not agree has been 3 percent.

25 And just one thing. Wen | say long-term
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1 historical, I'mtal king about a very long-termtine
2 series. | don't know what period you're | ooking at.
3 Q | believe ny tine period was into the
4 thirties, but maybe ny recollection has failed nme in ny
5 ol d age.
6 If I could ask you to turn to Page 20 of
7 your testinony.
8 A ' mthere.
9 Q And it discusses at Lines 12 through 18,
10  your use of the risk-free rate. You | ooked at the
11 current rate on 30-year Treasury bonds, which is
12 subject to check, on Line 16, 2.96 percent. And then
13 you al so | ooked at 30-year Treasury yields as reported
14 by Bl ue Chip Financial Forecast for the proposed period
15 In 2017 which is 4 percent. And | believe you stated
16 4.8 percent in 2020.
17 Did you only consult Blue Chip Financia
18 Forecast for the out-year projections?
19 A I"msorry. |s your question is Blue Chip
20 the only source that | | ooked at?
21 Q Yes.
22 A Yes, Blue Chip is the source that |
23 consistently use. It's comercially available. And in
24 nmy view, it's used quite a bit by the investing
25 communi ty.
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1 Q | believe you stated in response to

2 questions fromintervenors about the Fed policy and

3 their desire to nornmalize interest rates. You can't

4 say wth any certainty when that will happen, correct?

5 A That's a good point. W cannot say with

6 certainty. Wat we can do is | ook at what the market

7 Is saying. For exanple, the Chicago Board of Options

8 Exchange has a nethod that they can use to calcul ate

9 the inplied probability of a Federal funds increase

10 based on options on Fed funds futures.

11 When | |ast | ooked at it, the probability --
12 what the market is telling us is that there's about a
13 two-thirds chance of a rate increase over the com ng

14 year, and that rate increase could be 25, 50, 75 basis
15 poi nt s.

16 So, when we | ook at the market, the market
17 Is telling us that even within a year, it's nore likely
18 than not that there will be an increase in the Federal
19 funds rate.

20 Q Thank you. Going back to Page 19 of your

21 testi nony, you on Page 11 identified the beta for the
22 use in the Capital Asset Pricing Mdel. Wat was the
23 beta used in your cal cul ati on?

24 A There were two sources of beta coefficients
25 that we used. One is fromValue Line. The other is
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1 from Bl oonberg. W choose those two sources because

2 again, | think they're very frequently and w dely used
3 in the financial community.

4 If you ever watch CNBC or Squawk Box, you

5 see a bunch of people sitting behind a Bl oonberg

6 term
7 t hat
8

9 t wo.
10 over

11 two-year period. There are other subtle differences,

12 but t
13

14

15 check and make sure. Yes, that's right.

16

17 reframe this question. FPL stock is not individually

18 traded, correct?

19 A Yes, that's correct.

20 Q If we have excluded its parent conpany and
21 its stock is traded at its parent conpany |evel, then
22 shoul dn't --

23 MR. LITCHFI ELD: (bject to the question.

24 It's vague. Counsel said "its stock” in the sane
25 sentence as Nexterra. |It's not clear to ne whose

hat's the principal one.
Q Thank you. And that is on RBH 7, correct?
A | believe that's right. |I'mjust going to

nal. So, we think that's a pretty good i ndication
it's widely used.

There are slight differences between the
Val ue Line calculates their beta coefficients

a five-year period of tine; Bloonberg over a

Q But to determ ne appropriate -- well, let ne
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1 stock he's referring to.
2 MR SKOP: | wll reframe. Thank you.
3 CHAI RVAN BROMWN: Pl ease.

4 BY MR SKOP:

5 Q So, you indicated the FPL stock for the

6 regul ated utility is not traded on an individual basis,
7 correct?

8 A Correct.

9 Q Al right. And so, FPL is a wholly-owned
10 subsidiary of Nexterra Energy, Inc.; correct?

11 A Yes.

12 Q So, Nexterra Energy, Inc., subject to check,
13 I's traded under the stock ticker synbol NEE on the New
14 York Stock Exchange, correct?

15 A Correct.

16 Q So, in ternms of determning the beta to use
17  for CAPM RCE analysis, wouldn't the beta of the parent
18 conpany cone into play?

19 A No, for the follow ng reason: One is what
20 we're doing here when we | ook at the cost of equity,

21 it's based on the principle of opportunity costs.

22 Qpportunity costs is the return that you would get on
23 an investnent of conparable risk. |t goes back to Hope
24 and Bl uefi el d.

25 That's the way we | ook at rate of return.
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1 That's the whol e purpose of establishing proxy groups.
2 W want to establish a group of conpanies that are
3 publicly traded that are fundanentally conparable to
4  the subject conpany. W use their nmarket data as a
5 proxy for the subject conpany's data.
6 We don't use the parent conpany because, as
7 | said in ny testinony, there would be an el enent of
8 circularity, but | think, nore inportantly, the issue
9 I S using proxy conpanies is nore consistent with the
10 Hope and Bl uefield standards. |It's nore consistent
11  with the principle of opportunity costs which really
12 underlie the cost of equity.
13 Q Thank you. So, generally on your Exhibit
14 RBH 7, you list a group of proxy conpanies. Each of
15 those has their own stock ticker synbol, correct?
16 A Yes, that's correct.
17 Q So, unlike FPL, the regulated utility, these
18 are sonewhat different because FPL's stock, as you
19 testified to, is not publicly traded, correct?
20 A That's right. And that's why we go through
21 a whol e exerci se of screening conpanies out so that we
22 can get conpanies that we think are nost fundanentally
23 conparable to FPL.
24 Q And FPL, you would agree, has a very strong
25 Dbal ance sheet, correct?
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1 A Well, again, | think if you neasure that by
2 reference to its credit rating at an A-mnus rating, |
3 would consider that strong, yes.

4 Q So, having a strong bal ance sheet woul d

5 otherwse inply less risk, correct?

6 A For the perspective of a debt-holder. W

7 were talking a little bit earlier today about the

8 di fference between debt and equity and about the issue
9 of residual risk to equity holders. | think we can say
10 that generally there's a relationship between credit

11 rati ngs and overall risk but only to a point.

12 I think if you were to | ook at, for exanple,
13 conbi nati ons of ROE estimates and credit ratings,

14 there's not often a strong relationship between the

15 two. So, | do think that credit ratings are hel pful in
16 establ i shing proxy groups, but | don't think we can use
17 credit ratings as a neasure of the cost of equity.

18 Q Thank you. Continuing on Exhibit RBH 7, you
19 list the nmean for the proxy group conpanies and the

20 co-efficients from Bl oonberg and Val ue Line. Can you
21 explain why the coefficients are substantially

22 different between the two?

23 A ["'msorry, | didn't nmean to interrupt. Was
24  there sonething you needed to finish?

25 Q No, | just was asking if you could explain
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1 the difference between the coefficients for the proxy
2 group between Bl oonberg and Value Line in terns of the
3 mean val ues.

4 A Sure. | nentioned a little bit ago that

5 Value Line calculates their beta coefficients over five
6 years and Bl oonberg cal cul ates their beta coefficients
7 over two years. Let's first -- | can go back and just
8 give you a general sense of what these statistics are
9 nmeant to represent.

10 They are neant to the represent of relative
11 risk of a conpany to the market. So, if the market

12 noves by 10 percent and the conpany had a beta

13 coefficient of one, it would nove by 10 percent. |If
14 Its beta coefficient were .8, it would nove by

15 8 percent.

16 That's, generally speaking, what these

17 coefficients calculate. It's what they neasure,

18 rather. The way they're calculated is by | ooking at
19 returns on the security relative to return on the
20 mar ket over a long period of tine. |It's a regression
21  anal ysi s.
22 Now, Bl oonberg calculates it over two years;
23 Value Line over five. Over the nost recent two
24 years -- and | would say fromlate 2015 into the early

25 perhaps md part of 2016 -- we saw the utility sector
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1 trade up in value to the point that it was in excess of
2 the market on a price-to-earnings ratio.

3 VWhat that neant was that it becane |ess

4 correlated with the whole market. W were talking

5 about one of the equations earlier, and we can go

6 through that, but the point is during that period, the
7 utilities did not nove as nuch in the sane direction as
8 the rest of the market. So, the beta coefficient was
9 | ower .

10 | think -- and I've said in ny testinony --
11 that that period of tinme is a function of Federal

12 policy, the Federal Reserve's intervention in the

13 market. | don't think we can take those results and

14  consider themto be a very neani ngful representative of
15 I nvestors' expectations |ooking forward, but the

16 principal difference is the cal cul ati on peri od.

17 Q So, followi ng up on what you just said, are

18 FPL custoners investors?

19 A | don't know which FPL custoners nmay be
20 I nvestors in any of these conpanies.
21 Q Al right. Do you know the average

22 risk-free rate of return in the market fromin January

23 of 2010 to present? Do you have an average val ue for

24 t hat ?
25 A Do | know the average of fhand? No, | don't
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1 know t he average offhand. | know that at points in
2 2012, it was about the sane level. If we ook at the
3 30-year Treasury yield, it was about the sane |evel it
4 Is now. It had gone up, and it had gone down.
5 | could not tell you offhand what the
6 average has been. It's been quite volatile over that
7 peri od.
8 Q But | ower than historic nornms, correct?
9 A Ch, | certainly would agree with that for
10 all the reasons that we tal ked about earlier.
11 Q So, going back to your contention that
12 because of Fed policy, you know, with respect to the
13 low risk-free rate, effectively you're stating that
14  that should not be considered because over a six-year
15 period that's an outlier, correct?
16 A | don't think I'm saying exactly that.
17  You'll see that all the data | have in here is based on
18 the current market, and the current market reflects the
19 Federal Reserve's policies.
20 I think what we have to be careful about is
21 under st andi ng each of the nodels in their assunptions
22 and whet her or not an assunption that, for exanple, the
23 current market conditions, including the Federal
24 Reserve's intervention in the market, is going to stay
25 in place in perpetuity.
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1 | think those are the types of observations
2 that we have to make in some of the eval uations we have
3 to make. So, I'mnot saying that we don't take into

4 account the current market conditions. Al of ny

5 analyses do reflect current data. W just have to be

6 very careful in howwe interpret it.

7 Q So, unlike consuners that are affected by

8 Federal policy, FPL should be insulated fromthat,

9 correct?

10 A "' mnot saying that they should be insulated
11 fromanything. |1'msaying that the cost of equity

12 ought to reflect investors' requirenents and it ought
13 to reflect investors' expectations. And | don't think
14 I nvestors expect Federal policy to remain in place

15 forever, which is essentially what sone of these nodels

16 assumne.

17 Q Referring back to what's been nmarked as

18 entered in evidence as Exhibit No. 368. I'mgoing to

19 ask -- I"'msorry, 638. | appear to be a bit dyslexic

20 today. I'msorry. | recognize you mght not have the

21 It --

22 CHAIl RVAN BROWN: Do you have a copy of that?

23 THE WTNESS: |'Il see. There's a stack

24 her e.

25 MR SKOP: If not, | wll ask a general
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1 guestion which may not require --
2 CHAl RVAN BROWN: M. Skop, did you say 6387
3 MR, SKOP: Yes, ma'am
4 CHAl RMVAN BROMN:  That is an excerpt from NEE
5 2015 annual report, correct?
6 THE W TNESS: Correct.
7 MR. SKOP: Looks |ike soneone broke the
8 rules. It's not up here, but | would appreciate
9 seeing it, if we could.
10 CHAl RMVAN BROMAN:  Absolutely. W' re having
11 themget it to you.
12 BY MR SKOP:
13 Q If I could ask you to turn to Page 56 of the
14  docunent.
15 A Yes.
16 Q At the top right-hand corner, it lists the
17 breakdown for FPL for the various years endi ng
18 Decenber 31st?
19 A Yes, | see that.
20 Q And if | could ask you to |l ook at the entry
21 for 2015.
22 A | see a colum for 2015, yes.
23 Q And do you see under the header sources of
24 cash, cash flow fromoperating activities for FPL for
25 20157
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1 A Yes, | do.

2 Q And you woul d agree, would you not, that

3 that's in excess of $3.3 billion?

4 A I would. The other point | would nmake from

5 thisis if you |look down the colum a little bit nore
6 to uses of cash, you see capital expenditures of about
7 3.6. That neans that the conpany's internal cash flows
8 were not sufficient to cover its capital expenditures.
9 And again, this goes back to the point nade
10 alittle bit earlier about the need to ensure that the
11 conpany has the flexibility and the ability to access
12 external capital because right here, 2015, on a free
13 cash flow basis -- free cash fl ow neani ng cash fl ow

14 fromoperating activities |l ess capital expenditures --
15 it was in a negative position.

16 Q Do you see the colum net increase in cash
17 and cash equivalents just below that?

18 A Yes, I'msorry. | see that.

19 Q And for 2015, there was a net increase in

20 cash, correct?

21 A Yes, right.
22 Q And that's after FPL and its parent had paid
23 or after -- excuse ne. There's an entry for dividends

24 t here, correct?

25 A Yes, It iIs.
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1 Q And obviously, FPL is not paying dividends
2 directly because its stock itself is not publicly

3 traded, but that net increase in cash for FPL is after
4 a reduction for dividends, correct?

5 A That's part of it, that's right. It was

6 after dividends, after |ong-term borrow ngs, after

7 capital contributed from any ot her sources.

8 MR. SKOP: Mving on, | just have a few nore
9 guesti ons, Madam Chair.

10 CHAI RMAN BROWN:  Al'l right.

11 Q On Page 39 of your testinony, Lines 5

12 t hrough 10, you discuss naintaining financial integrity
13 in a variety of econom c and capital market conditions.
14 You see that?

15 A ['"'msorry, that was -- | see, yes. Lines 10

16 and 11?2

17 Q Ni ne and ten.
18 A l"msorry. Yes, |I'mthere.
19 Q And basically, it says to maintain its

20 financial integrity in a variety of economc and

21 capital market conditions, correct?

22 A Yes, that's right.

23 Q Do you have any reason to doubt that from
24 2010 to present where FPL has made billions of dollars

25 In investnments at a 10.5 percent ROE, that it has not
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1 been able to maintain its financial integrity under a
2 variety of econom c and capital market conditions

3 I ncl udi ng the greatest recession since the great

4 Depr essi on?

5 A Wll, | think if your question is since 2010
6 has the conpany been able to naintain its econonic

7 condition, | agree with you. And | also think that

8 when we saw the great capital nmarket contraction in

9 2008- 2009, conpani es such as FPL that were financially
10 strong were able to go into the markets.

11 That's the point. Financial flexibility/

12 financial strength enables you to go into the narkets
13 during those really different periods, during those

14 tough tines. 1'd certainly defer to M. Dewhurst on

15 this, but in my own experience raising capital, | never
16 had to deal with a situation |ike 2008-2009. And stil
17  there were tinmes at which markets becane constrai ned,
18 and | was thankful that the conpany | worked for had a
19 strong A credit rating.

20 So, when | say a variety of capital market
21 conditions, it includes those very difficult periods of
22 constraint in |ike 2008-2009.

23 Q Are you famliar wiwth the Conm ssion's

24 decision in the 2009 FPL rate case?

25 A Yes. Cenerally, yes.
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1 Q And you woul d agree that during the rate
2 case, one of the issues that FPL raised would be its
3 inability to attract capital if the rate request was
4 not approved?
5 A | cannot speak to that offhand.
6 Q Subj ect to check, would you agree in the
7 wake of the 2009 FPL rate case decision, that FPL
8 reported strong earnings since that tinme?
9 MR, LITCHFIELD: 1'mnot sure how he's going
10 to get the witness to agree subject to check, a
11 contention that M. Skop apparently has no
12 interest to put in front of him
13 MR SKOF: | wll reframe. Thank you,
14 M. Litchfield.
15 BY MR SKOF:
16 Q You woul d agree that FPL has reported strong
17  earnings since the Conmm ssion's decision in the 2009
18 FPL rate case where the majority of the FPL rate
19 I ncrease was deni ed, correct?
20 A " mnot sure how you calculate --
21 MR, LITCHFIELD: 1'll object to the
22 predi cate that M. Skop is laying. For one, it
23 omts a very inportant part of that tinefrane
24 including a settlenent that allowed FPL to be
25 restored to a sonewhat acceptabl e or reasonably
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1 adequate position to bridge it through to the next
2 rate case. That testinony has been submtted in

3 this case, so | resist M. Skop's attenpt to

4 recharacterize history for purpose of making a

5 very personal point here.

6 MR. SKOF: Thank you, M. Litchfield. Mdam
7 Chair, I wll withdraw that question and ask a

8 very different one.

9 CHAI RMAN BROWN:  Thank you.

10 MR, SKOF: Yes.

11 BY MR SKOP:
12 Q Since the 2010 settl enent that was approved
13 by the Florida Public Service, FPL has reported strong

14 ear ni ngs, correct?

15 A | don't know what you nean by "strong
16 earnings.” | would say FPL has reported earnings, and
17 FPL has maintained its credit quality. | don't know

18 what you nmean by strong earnings.

19 Q Record earnings, quarter to quarter and year
20 to year from 2009 to 2010.

21 A Excuse ne. | don't know about the record

22 quarter to quarter earnings.

23 Q Al right. W'Il nove on. You stated that
24  one of the factors that you considered in your analysis

25 was a geographic risk, correct?
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1 A Yes, that's right.

2 Q You woul d agree that geographic risk to the
3 extent considered in an RCE analysis if -- excuse ne.
4 "' m m sreading ny question. Sorry.

5 To the extent that geographic risk is

6 consi dered an RCE anal ysis, you woul d agree that that

7 risk would be mtigated if the Conm ssion has a proven
8 track record of allowing the tinely recovery of

9 prudently-incurred stormrecovery costs, correct?

10 A | think it's mtigated to sone degree, and
11 this goes back to the financial flexibility issue we
12 were tal king about a m nute ago.

13 When you have | arge storm cost recovery

14 needs, those cash flow needs are imediate. As a

15 consequence, you need the inmmedi ate financi al

16 flexibility. You need the liquidity to be able to dea
17 with those issues.

18 If you can gain recovery later, that's

19 certainly a benefit, but in the near term you need to
20 be able to pay out of cash flows and out of short-term
21 sources of liquidity to be able to deal wth those

22 expenses that arise.

23 So, it's that issue of financial flexibility
24 that | think is in the period between when the

25 restoration activities begin and the recovery begins
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1 that's an inportant consideration.
2 Q Now, with respect to your recomrended range
3 of ROE for a mdpoint, | believe it was 10.5 percent to
4 11 percent but with a recommended m d point of 11,
5 correct?
6 A 10.5 to 11.5 with 11 as the recommendati on.
7 Q Do you have any reason to believe that FPL
8 would not be able to nake additional investnents if
9 this Comm ssion were to set the ROE at 10.5 percent.
10 A | think anything within ny range is
11 reasonable. That's why | said it that way. M sense
12 Is that it becones nore likely to be the best estimate
13 of investor-required returns towards the md point, but
14 that said, |I think anything within ny range is a
15 reasonabl e esti mate.
16 Q | just have one final question. Do you know
17 off the top of your head the beta for Nexterra Energy
18 st ock, NEE?
19 A No, | don't because it's sinply not part of
20 ny anal ysi s.
21 MR. SKOF: Thank you. No further questions.
22 Thank you, Madam Chair.
23 CHAl RMVAN BROMAN:  Thank you, M. Skop. Now,
24 we're on public counsel. M. Sayler, nowis a
25 good tinme to pass out those exhibits. Staff, can
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1 you assi st him please.
2 MR. SAYLER: Thank you, Madam Chair. There
3 are quite a nunber of them so it will take a few
4 nonment s.
5 CHAl RVAN BROMN:  Sure
6 MR. SAYLER: And these exhibits consist of
7 excerpts fromM. Hevert. Did | get that right,
8 Hevert ?
9 THE WTNESS: | know who you nean.
10 (Laughter.)
11 MR. SAYLER: There are quite a few, so |
12 have a summary page, just a quick way to organize
13 themin short titles and things of that nature.
14 CHAl RMVAN BROMN:  There nust be a |ot.
15 MR. SAYLER: And they are all organized in
16 order, and there's two boxes.
17 CHAl RMVAN BROAN:  Very nice, thank you.
18 MR. SAYLER: | took your adnonition to heart
19 to organize it ahead of tine.
20 CHAl RMVAN BROMWN:  Thank you. Let's take a
21 five-mnute break. It looks like they are trying
22 to figure it out. Five-m nute break.
23 (Brief recess.)
24 CHAl RMVAN BROWN: M. Sayl er.
25 MR. SAYLER: Thank you, Madam Chair. |
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10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

apol ogi ze for the confusion. The |arge packet
that is in the binder clip are on ny list here
Exhibits 1 through 12.

CHAI RMVAN BROAN:  Ri ght .

MR. SAYLER: And then the next four that
came out should be in the order as shown here, 13,
14, 15 and 16.

CHAl RMVAN BROWN:  CGot it all organi zed.
Before you go, | just wanted to note for the
record that Sierra Cub has been excused for the
rest of the evening but will be back tonorrow.

Al so, staff has an announcenent.

M5. BROMLESS:. Yes, nm'am we can stipulate
to excuse M. Smth.

CHAl RMAN BROWN:  Ckay. Thank you. And any
guestions before we begin? |It's official. He is
excused.

Pl ease proceed.

MR. SAYLER: Al right.

CHAl RVAN BROWN: Wbul d you like to | abe
these at this tine?

MR. SAYLER Yes, | was going to suggest
t hat .

CHAl RVAN BROAWN: We're at 659. So, would

you like to do it in the order that you have it
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1 li sted?
2 MR. SAYLER: Yes. No. 1, Oter Tail Power
3 Conpany testinony in South Dakota woul d be 659.
4 CHAl RVAN BROWN: We will do that.
5 MR. SAYLER:. 660 will be SCEGS testinony in
6 Sout h Carolina.
7 CHAI RMAN BROWN: 660, okay.
8 MR. SAYLER. 661 woul d be TECO testi nony.
9 CHAI RMVAN BROAN:  Ckay.
10 MR. SAYLER: 662 is 30-year Treasury Rate.
11 CHAl RVAN BROMWN:  Ckay.
12 MR. SAYLER 663, recent V-1-X or VIX 664,
13 New Mexi co testinony.
14 CHAI RVAN BROWN:  Uh- huh.
15 MR. SAYLER: 665, New Hanpshire testinony.
16 CHAl RVAN BROMWN:  Ckay.
17 MR SAYLER:  666.
18 CHAl RMVAN BROMN:  You said it.
19 (Laughter.)
20 MR. SAYLER: Poor Kansas. That's KCP&L in
21 Kansas testinony. 667, KCPL operations in
22 M ssouri testinony. 668, KCPL credit rating.
23 CHAl RVAN BROMWN:  Ckay.
24 MR. SAYLER: 669 is PSCNC testinony in North
25 Carol i na.
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1 CHAl RMVAN BROAN:  Ckay.
2 MR. SAYLER: 670 is historical Hevert market
3 ri sk prem uns.
4 CHAI RMVAN BROAN:  Ckay.
5 MR. SAYLER: 671 will be the June 2014 CQ
6 as in Col orado, and Decenber 2014 NM as in New
7 Mexi co, testinony conparison.
8 CHAI RMVAN BROAN:  Ckay.
9 MR. SAYLER. 672, Hevert 2014 KCPL in
10 M ssouri .
11 CHAl RVAN BROMWN:  Ckay.
12 MR. SAYLER:. And 673, four -- No. 15 wll be
13 673, four 2016 Hevert testinonies.
14 CHAI RMVAN BROAN:  Ckay.
15 MR. SAYLER. And last for 16 wll be 674,
16 Hevert DCF and CAPM results, 2008-2016.
17 CHAl RMVAN BROMN:  Ckay. We will mark all of
18 those exhibits as you have identified in the
19 order. | hope our court reporter has those all
20 correctly.
21 And with that, M. Sayler, seeing a nod, you
22 may proceed.
23 MR, LITCHFIELD: |'msorry. Mdam Chairnan,
24 we m ght have m ssed a couple of those
25 designations. May | ask a couple of clarification
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10

11

12

13

14

15

16

17

18

19

20

21

22 BY MR SAYLER

23

24

25

poi nts?

CHAIl RVAN BROWN: | can help you with that.

MR. LI TCHFI ELD: Thank you. VWhich nunber is
the historical Hevert market risk prem unf

CHAIl RVAN BROMWN:  That is 670. Do you need a
copy?

MR. LI TCHFI ELD: No, | have one. | think
that was the only one | was m ssing. Thank you
very much.

CHAl RMAN BROWN:  Anyone el se? M. Guyton?

M5. GUYTON: Which one is 668?

CHAI RMVAN BROMN: 668 is KCPL credit rating.

THE WTNESS: Can | ask one?

CHAl RVAN BROMWN:  Yes, please. Into the
m cr ophone.

THE WTNESS: Oh, I"'msorry. Hevert DCS and
CAPM resul ts, 2008-2016.

CHAl RMVAN BROMWN:  The | ast one, 674.

THE WTNESS: 674, thank you.

CHAl RVAN BROMWN:  Let's roll.

FURTHER EXAM NATI ON

Q Good afternoon, M. Hevert.
A Good afternoon.
Q My nane is Eric Sayler on behalf of the
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1 custoners. | believe this is your first tine

2 testifying as the Florida Public Service Comm ssion; is
3 that correct?

4 A It is.

5 Q Wel cone to the PSC

6 A Wel |, thank you.

7 Q | do have a lengthy list of questions, sone

8 general background questions. And if you can answer
9 vyes, no, | don't know first and if you feel you need to
10 do an expl anation, feel free, but |I do have a | ot of

11 cross. Hopefully, we can nove al ong expeditiously.

12 CHAl RMVAN BROWN:  So, | think what he's
13 saying is you can be succinct with your

14 clarification.

15 A Well, vyes.

16 Q Furt hernore, some of these exhibits that

17 were passed out may not necessarily be relied upon,

18 dependi ng upon sone of the answers that you respond.

19 So, even though they are marked, we may not necessarily
20 go through them

21 A Fai r enough.

22 Q A few background hypot heti cal questions.

23 This is about expert witnesses. You' re an expert

24  witness who's testified about ROE-type matters in about

25 150 jurisdictions; is that correct?
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1 A No, in about 150 cases.
2 Q 150 cases. Thank you. And you've been

3 provi di ng expert wtness testinony since 20017

4 A Since 2001. Yes, | think that's about
5 right.
6 Q And in your years of testifying, you' ve seen

7 many expert witnesses testify in this area --

8 A | have.

9 Q -- in your discipline. And you would agree
10 that sone are better than others; is that correct?

11 A It's not ny judgnent to nake.

12 Q And when it cones to the credibility of

13 w tnesses, you would agree sone have nore credibility
14 than others; is that right?

15 A Sane answer. Not ny judgnment to make.

16 Q When it cones to credibility of a wtness,
17 how woul d you define that?

18 A "Il tell you how | focus on ny credibility,
19 and that is based on ny background. |It's based on ny
20 practical experience. |It's based on ny training. |It's
21 based on the way | apply ny approaches, and it's the

22 way | |look at the market.

23 Q Al right. Thank you. And you would agree
24  that providing consistent testinony and anal ysis before

25 different regul atory bodi es hel ps bol ster and reinforce
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1 a wtness' credibility?
2 A | don't want to belabor this and extend it,
3 but when you say "consistent,"” |I'mnot sure what you
4 mean by that.
5 Q Consi stent applications of the various
6 nodel s and anal yses and i nputs and things of that
7 nature.
8 A | don't fully agree with that. As | said
9 earlier today, the application of nodels depends upon
10 the prevailing market circunstances. So, to
11 consistently apply one nodel and to consistently give
12 t hat nodel one weight | don't think is a credible
13 approach, and | should say consistently doing so
14  w thout respect to nmarket conditions.
15 Q And you woul d agree that if a wtness
16 changes their nmethodology fromtine to tine, that could
17 potentially undermne their credibility?
18 A | di sagree.
19 Q Ckay. And earlier today, you testified in
20  your openi ng about the use of judgnent by an expert
21  wtness?
22 A | did, yes.
23 Q And | believe you said that use of |udgnent
24 applies to the nodels, the inputs and interpretation of
25 results; is that right?
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1 A General ly, that's correct.

2 Q And you woul d agree that expert w tnesses

3 are worth the noney they are paid; is that correct?

4 A The market is the market.

5 Q And when it cones to this case, do you know
6 how nmuch your budget is for your fees in this case?

7 A | do not recall offhand. | should have

8 checked that before I got here.

9 Q Al right. Do you know how nuch you' ve

10 billed to date?

11 A To date as a firm | believe we've billed
12 |l ess than $100, 000.

13 Q Al right. And when it conmes to hourly

14 rates, do you have a rate -- one rate and then the

15 different associates in your firmhave other rates?

16 A | do. Typically in these types of projects,
17 because we |like to do themas efficiently as possible,
18 we have a lot of hours put to the | ower-rate people.

19 would say that on average if you | ooked at a wei ghted

20 average billing rate, it's probably in the $240 range.

21 Q And is your hourly rate above that?

22 A It Is, yes.

23 Q And is your hourly rate confidential?

24 A I don't think it is.

25 Q Ckay.
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1 A | would defer to the witness on that one.

2 Q If you don't mnd, what is it?

3 A | believe in this case, it's $375 an hour.
4 Q Al right. And do you have the sane hourly

5 rate in this case as you would in other jurisdictions?
6 A Yes.

7 Q And when it cones to finance, you' d agree

8 that there's a positive relationship between risk and
9 expected returns?

10 A I would say there's a positive relationship
11 between risk and required returns.

12 Q But not expected returns?

13 A Well, to the extent expected returns equal
14 required, then | would agree with you.

15 Q And you woul d agree that no one can

16 accurately predict future interest rates; is that

17 correct?

18 A | agree with that. That's why we | ook at
19 multiple data sources, and that's why we |look at, in
20 particul ar, what the market is telling us.

21 Q And all the RCE experts rely on various

22 nodel s and net hodol ogies to estinmate a reasonabl e

23 return on equity; is that correct?

24 A | agree with that, yes.
25 Q And the main nodels that |'ve noticed in
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1 reviewi ng many testinonies are the di scounted cash flow

2 nodel ?

3 A That' s one.

4 Q O the DCF net hod?

5 A That's correct.

6 Q And with that there are two subsets. That

7 would be the DCF nulti stage and the DCF const ant

8 growh; is that correct?

9 A I would agree with that.

10 Q And then there's the Capital Asset Pricing
11 Model or CAPM net hod?

12 A And there are variants of that that

13 sonetines are used, but yes, that's one.

14 Q And do you use those variants dependi ng upon
15 what -- why would you use different variants?
16 A There are sone jurisdictions, for exanple,

17 I n New York where, by practice, they'll use what's

18 referred to as the Enpirical Capital Asset Pricing

19 Model . W adopt the practice there.

20 Q And then there's the Bond Yield Plus Prem um
21 Analysis; is that correct?

22 A Yes, that's right.

23 Q And it is true that you' ve used these

24  various nodels throughout your career?

25 A | have.
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1 Q And when estinmating return on equities for

2 utilities, you' ve provided testinonies for both gas and
3 el ectric conpanies; is that correct?

4 A Yes, that's right.

5 Q And woul d t he net hodol ogy for cal cul ati ng

6 ROEs for these utilities be pretty nmuch the sanme except
7 for the use of the proxy groups?

8 A No, there could be slight differences in

9 sone of the -- for exanple, sone of the gromh rates

10 that we would | ook at for gas versus electric

11 conpani es, but | would say, generally speaking, we use

12 the sane forns of the nodel. It's just that sone of

13 the inputs may differ.

14 Q kay. And in hel ping you anal yze the

15 utility you're providing testinony for, you often have

16 different proxy groups; is that correct?

17 A Yes, that's right.

18 Q And you're famliar with the termV-1-X or

19 Volatility Index?

20 A | am

21 Q And sonetines called the fear index?

22 A It's a colloquialismthat |'ve heard, yes.
23 Q And you have both current as of today or

24 recently and then there's also a Chicago Board of

25 Exchange I ndex for VIX, is that correct, or futures
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1 VI X?

2 A I think | understand your question, but |et

3 me just restate it to be sure. There is the currently-
4 traded VI X which you can get off of Yahoo Finance, for

5 exanple. And then the Chicago Board Option Exchange

6 provi des what they refer to as the termstructure of

7 wvolatility which is the inplied I evel of the VIX based
8 on options going forward about 18 nonths. So, |'m not

9 sure if that's what you were referring to.

10 Q | believe so. And in the past, you've used
11  that one in sone of your anal yses?

12 A Yes. For one particular analysis, | have,

13 that's correct.

14 Q And do you currently use that analysis

15 today?

16 A | do not for a very good reason.

17 Q Backi ng up to proxy groups, it's inportant

18 to get the proxy group right. You want to have | arge
19 conpanies with | arge conpani es, snmall conpanies with
20 smaller conpanies?

21 A |'ve never used size. |'ve never used

22 mar ket capitalization as a screening criterion. |

23 think fundanentally | agree with you that it's

24 I nportant to get conpanies that are conparabl e,

25 fundanentally conparable, to the subject, but |'ve not
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1 used size as a criterion usually.

2 Q Did you use Duke Energy in your proxy group
3 in this case?
4 A | think originally, I did. I'mjust going

5 to check real quick if you don't m nd.

6 Q Certainly.

7 A No, Duke was not in nmy proxy group here.
8 Q And what about Tanpa El ectric?

9 A No, Tanpa El ectric was not.

10 Q Was that because they were subject to a

11 recent merger?

12 A Yes, that woul d have been the reason.

13 Q And that sane question for Southern Conpany.
14 D d you use thenf

15 A | did not, not in this case. | have in the
16 past, but because of the acquisition of AG, they were
17  excl uded.

18 Q And returning to the VIX or the volatility,

19 where is the market now currently with the volatility

20 I ndex?

21 A The VI X right now currently is trading at
22 about -- it's alittle under 14.

23 Q And in this case, you' re recomendi hg an

24 11 percent RCE with a range of 10.5 to 11.5?

25 A That's correct.
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1 Q And that is based predom nantly on your
2 reliance on the CAPM nodel; is that correct?
3 A | put a lot of weight on risk prem um based
4 nodels in this case, that's correct.
5 Q And did you use the other nodels, the Sanity
6 Check?
7 A | did not really use them as corroborating
8 nmet hods in this case, but | used the range of results
9 of all the nodels.
10 Q And you and | believe Wtness Dewhurst are
11 supporting the conpany's request for a capital
12 structure?
13 A Yes, that's correct.
14 Q And that's for ratemaki ng purposes?
15 A That's ny under st andi ng, yes.
16 Q And that's a 59.6 common equity ratio?
17 A On the basis of investor-supplied capital.
18 Q And you have a proxy group for common equity
19 rati o?
20 A | have a proxy group that | use for both
21 estimating the cost of equity and for | ooking at the
22 common equity ratio.
23 Q Thank you for that clarification. So, it's
24  the sanme unified proxy group for all purposes?
25 A Sane group. The one clarification | would
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1 make is that for the purpose of |ooking at the capital
2 structure, | focused ny review on the utility operating
3 conpanies held by the parent conpanies in the proxy
4  group.
5 Q And when it cones to general questions about
6 the risk of a utility, | believe a couple of ny
7 counterparts asked you questions about hypotheticals
8 about if you keep all things the sane but change one
9 variable, it nakes a conpany relatively riskier or |ess
10 risky. Do you renenber that?
11 A Yes, | do.
12 Q And just a couple of questions al ong that
13 line to fill that out. In a hypothetical jurisdiction
14 If there was a fuel capacity clause that all owed
15 recovery of fuel O&M costs or fuel costs as well as
16 capacity costs, that would nake it less risky than a
17  jurisdiction that didn't have that?
18 MR. LITCHFI ELD: May | ask for a
19 clarification? In this hypothetical jurisdiction,
20 is there an office of public counsel that never
21 opposes any recovery through the cl auses?
22 MR. SAYLER: In hypothetical, yes. The rea
23 world is different.
24 (Laughter.)
25 CHAI RMVAN BROMAN:  Thank you for that levity.
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1 M. Sayler, | also want to rem nd you that sone of
2 this line of questioning that you had previously
3 said they are already facts in the records. So,
4 I f you could streanmline your cross to a new |ine
5 of questions that aren't.
6 | believe your hypothetical is fresh, but if
7 you could just streamine it, it would be great.
8 MR. SAYLER: Ckay. | will just lunp ny
9 hypot heti cal al toget her.
10 BY MR SAYLER:
11 Q If you had a jurisdiction that had a fuel
12 clause, a clause that allowed you to recover any
13 envi ronnmental conpliance costs, allowed you to recover
14 any costs associated with energy efficiency, costs
15 associated with building nuclear power plants as well
16 as a mechanismfor stormcost recovery as conpared to a
17 jurisdiction that didn't have it, would a utility in
18 that jurisdiction be Iess risky than one w thout all
19 t hose?
20 A If everything el se remai ned constant, then,
21 certainly, those issues accelerate the recovery of
22 costs and mtigate the uncertainty associated with sone
23 costs, but holding everything else equal, | think is a
24  very strong assunption.
25 Q And were you aware that Florida is a
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1 jurisdiction that has all those things?

2 A | am aware of that, yes.

3 Q Well now, we turn to the |arge stack of

4 exhibits, M. Hevert. And in all of ny paper, | |ost
5 ny key. | apologize, Madam Chair. Ah, | found it. |

6 apol ogi ze. As you nade an excel l ent coment earlier,

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

8 THE WTNESS: |'msorry, Madam Chair, if
9 we're going to get into the exhibits, | do not
10 have full copies of these. These are excerpts.
11 CHAl RVAN BROWN:  And FPL rem nded t he
12 parties |ast night to nake sure that they
13 provide -- all Intervenors provide themwth
14 copies, full and conplete of the exhibits.
15 M. Sayler.
16 MR. SAYLER: Madam Chair, | provided a copy
17 on CD-romearlier today to M. Butler, and |
18 assunme that was di ssem nated to FPL?
19 CHAl RVAN BROMN:  Yes.
20 (Brief pause.)
21 (Transcri pt continues in sequence in Vol une
22 19.)
23 ok K ok *
24
25
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