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DIRECT TESTJtOfY Of SCX>TT SEERY 

0 Pltast state your n ... and bustntss address. 

A "'Alii ts Scott Sttry. ~ business address ts 101 Eas~ 

Gatnts Strttt, Tallabasset, Flortda, 32399-0850. 

0 By .e.aa art you fiiPloytd and tn what capacity? 

A I .. .-ploytd by tht Flortda Pu~ltc Strvtct Colatsston as 1 

regulato~ analyst 1n tht lurtau of Ftnance. 

0 Please outltnt your tducattona1 qua11ftcattons and 

txptrtenct. 

A I rtcttvtd a Bachelor of Scttnct degree tn Bustntss 

Adltntstratton, wtth honors, tn 1976 f ro. Nest Ytrgtn1a 

Untverstty and 1 Master of Bustntss Adatntstratton degree wtth 1 

conctntratton tn F1nanct f~ the Un1vtrstty of South Flortd1 1n 

1915. 

Prtor to accepttng ~ current posttton with the Flor1da 

Public Strvtce C0..1sston tn January of 1986, I was .-ployed as 

a buyer for Mtrcant11t Storts Collpany Incorporated. My 

responstbtlittts tncludtd purchastng, tnventory control, and 

salts supervtston. 

Shortly after obtatntng IIY MBA tn Ftn1nce, I bEgan 

.-plo,..nt as a regulatory analyst wtth tht Flortdi Pub11c 

Servtct COIIdsston, vhtre •.Y prtaary rt sponstbtltttts have 

conshttd of analyz1ng and evaluating ftnanctal, tconoa1c, and 

stattsttcal data rtlattng to rate of return testtaony tn ut111ty 

rate procttdtngs and prtpartng and prtstnttng reca.aend1ttons to 
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tht eo..tsston based upon thts d&t& . I have also researched 

2 other rtlattd toptcs and h&vt prevtously presented cost of 

3 equtty t tstt.any before tht CO..tsston. 

4 I .. a ..-btr of the Ftnanctal Manag.-.nt Assoc1at1on 

5 and tht Mat10ft&1 Soctaty of Rate of Return Analysts . 

6 0 Mhat ts tbe purpose of your ttstt.any? 

7 A The purpose of ~ testt10ny ts to establtsh the appropriate 

8 cost of COIIOft equtty capttal for Gulf Pover Company <Gulf 

9 Pover> for ust tn deter.tntng an approprtate alloved rate of 

10 return for Gulf Power. 

11 My testt80ny w111 also address the appropriate 

12 regulatory treatMnt of non-uttltty related assets, ttiiJ)Orary 

13 cash tnvest.tnts. and conttnutng cash balances when reconciling 

14 rate bast and capttal structure. 

15 0 Nhat prtnctples provtdtd the le~al fr ... work for your 

16 detor.tnatton of a fatr rate of return? 

17 A Tht prtnctplts tstabltshtd by the Supr ... Court of the 

18 Untttd Statts tn llutfttld Hattrworts and IIQrOytlfnt Company v. 

19 pybltc Stry1ct Qnee1sston of Htst ytrgtnta, 262 U.S. 679 (1923) 

20 and FldtraJ pPwtr CQeetsston v. Hope Natural Gls Colgany 320 

21 U.S. 591 (1944) provtdtd tht prt•ry legal bash for • Y 

22 analysts. The Supr ... Court held tn both the HQQI and Bluef1eld 

23 dectstons that the ·return to the equtty owner should be 

24 ca..ensurate wtth returns on tnvestlents tn other enterprises 

25 havtng correspondtng rtsks. The return, .artover, should be 
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1 sufficient to assure confidence 1n the f1nanc1at 1ntegr1ty of 

2 the tnterprtst so as to ~&1nta1n cred1t &nd attract capttal. 

3 0 In additton to the prtnctplts tstab11 shtd by thJ HQD1 and 

4 Blutf1tld decisions, what other guideltnes dtd you cons1der1 

5 A Blstd upon •Y understanding of the HQDJ and Bluefield 

6 dectstons. & regulated uttlity should be al lowed to recover all 

7 costs prudently tncurrtd tn the provtston of uti11ty ~erv1ce, 

8 tncludtng an appropr iate return on ca.~an equity caottal. 

9 Recovery of all prudently incurred costs . tncludtng capital 

10 costs, tfftcttvely balances the tnterests of investors and 

11 ratepayers . Investors art provided wtth a return c~nsurate 

12 vtth returns on 1nvtstlents of ca.parab1e r1sk, wh11e ratepayers 

13 pay the true cost for tht strvtces provided. 

14 0 How dots the allowed return on ca.mon equtty relate t~ a 

15 b&1anctng of the interests of investors and ratepayers? 

16 A Tht adequacy of txptcttd earnings can be deter.tned by a 

17 ca.partson of tht .. rktt price of a fira' s ca.-on stock to 1ts 

18 book Y&lut. If the expected return on ca.~an equtty equals 

19 tnvtstor requtr ... nts. the .arket-to-book ratto can be expected 

20 to &pproxt .. tt one over the long run. If the expected return on 

21 book equity txcttds the cost of ca.~en equtty investors w111 b1d 

22 the prtct of tht stock up, such that the .. rktt price per share 

23 txcttds tht book value per share, resulting in a aarket-to-book 

24 rat to abovt ont. Tht Rrktt prt ce wtll .ove up or down 1 n 

25 response to the level of the uttltty's expected returns relattve 
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to tht investor's rhk drhtn, required ntt of return. To the 

extent utility rates reflect a return above that required by 

investors ratepayers art overcharged. Conversely. 1f a 

utility's .. rktt-to-book ratto ts less than one. external 1ssues 

of co.on stock will conftscatt shanho 1 ders '' wea 1 th through the 

dtlutton of tarntngs per share and book valut per share. 

Therefore. regulators should strtve to set author1zed rates of 

return that result in .. rktt-to-book ratios of approx1 .. tely 1.0 

over tht long run. 

0 How dots your an&lysts of a fatr rate of return on Gulf 

Power's c0110n equtty capttal .. et thtst bast e legal cr1ter1a1 

A "'analysts of an appropriate rate of return on Gulf Power's 

c0110n equity capttal is based upon an evaluation of return 

requir ... nts :or c~rablt risk co.10n equity i nvestments as 

dtter.tntd through the dtrtct application of capital market 

valuation IOdels to current ftnancial and tcon~tc data. In my 

optnion. a .. rktt based equtty pricing analysts sattsftes the 

t()llparablt returns. capital attraction, and financial integrity 

gutdeltnes tstab11shtd by HQRa and BJutfltld for determ1n1ng a 

fair and reasonable rate of return on com.on equity cap1ta1 . 

0 Hhat have you concluded ts the cost of common equ1ty cap1ta1 

for Gulf Power? 

A Bastd upon the results of ~ analysts. I conclude the 

current cost of c0110n equtty capital for Gulf Power 1s 12.101. 

25 0 Mould you dtscrtbt your general approach to aeasur1ng Gulf 
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Power' s equ1ty cost rate? 

A In order to properly evaluate the i t turns obtained through 

use of a .. rktt based equtty prtctng analysts. I 1irst exa.tned 

general tconoltc condtttons. as veli as tndustry and company 

factors. vhtch drtve capttal .. rktt return requtr ... nts . I then 

applttd two generally accepttd .. rktt rate of return IOdtls to 

an tndex of COIP&rablt ca.pantes as a .. ans to esti .. te Gulf 

Powtr•s cost of c0110n equtty capttal. 

0 How do tcono.tc condtttons t.,act capital aarket return 

requtr ... nt sl 

A The tntt rrtlattd factors of tnflatton and interest rates 

have a stgniftcant t.,act on tnvestor return requtre .. nts. 

0 Please elaborate. 

14 A Incrtasts tn the general ll'vtl of prtces affect interest 

15 rates because investors art unvtlltng to ca..it their funds 

16 unless they art adequately protected against future losses tn 

17 purchastng paver. If tnvestors anttctpatt a higher rate of 

118 tnf1at1on they vtll adjust thtt r return requt re .. nts upward to 

19 guard agatnst the eroston of purchasing power . 

20 In addttton. acctltrattng tnflatton and rtstng interest 

21 rates tncrtast tht uncertainty surroundtng a fin1's earnings and 

22 dtvtdtnds . Htstortcally, the uttltty tndustry has been 

23 particular ly vulnerable to the effects of htgh inflation and 

24 htgh tnttrtst rates . Durtng pertods of acctl t rattng tnflatton . 

25 earntngs dtttrtoratton has resulted f~ rtstng labor and other 
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1 operating expenses and also fro. the substantial tmpact of 

2 increasing plant costs and the assoctated ftnanctng due to the 

3 capital intenstve nature of the uttltty tndustry. 

4 Q Have you ex~ntd changes tn inflatton rates? 

5 A Yes, I have. Schtdu1e 1 shows the level of tnflatton as 

6 .. asurtd by the ConsUIIr Price Index. 

7 Q Have you txl8tntd changes tn tnttrtst rates? 

8 A Yes, I have. Page 1 of Schedule 2 ts a graph for yt•lds on 

9 seasoned •A• rated uttltty bonds. These bonds averaged 

10 approx11ltt1y 9.771 dur1ng 1989 and 10.491 tn 1988. The monthly 

11 average for March was 9.851. The yteld on the bellwether 

12 30-year Treasury bond averaged 8.441 during 1~89. The current 

13 yte1d on tht 30-year Treasury bwnd ts 8.961. 

14 0 Please dtscuss the current econo.tc envtro~nt and current 

15 expectattons regarding tnflatton and interest rates . 

16 A Tht U.S. tc~ slowed appreciably tn the four·th quarter of 

17 1989, t.pacttd by such factors as the earthquake tn Caltfornta. 

18 a strtke at the Bottng co.pany, and a reduction tn consu.er 

19 spendtng. Recently, however, the econ~ has begun to show some 

20 stgns of rentwtd vtgor. 

21 In March of thts year, the ctvtltan un.-plo~nt rate 

22 fell to 5.21 after r ... tntng at 5.31 for ntne consecutive· 

23 10nths . AlthoUgh payrolls grew by a IOdest 26,000 people· tn 

24 March, tiPloyers htrtd over 700,000 new workers tn the ftrst two 

25 IOftths of thts year. 
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1 Tht rttatl sector accounts for approx1.at ely one th1rd 

2 of the nation's tc~ic activity. Retatl s: les fell by 0.61 1n 

3 March after dtcltntng 0.31 tn February. Hovever, excludtng 

4 aut.,.,tlt salts. wh1 ch r..at n troub 1 tsOIIt. ret at 1 sales vere up 

5 1.11 tn January, 1. 5l tn february, and down 0.41 tn March . 

6 Gtven the strong gains posted tn both January and February, most 

7 tconoatsts do not find tht slip in March alar.tng. Further, 

8 desptte recent surveys that indtcate a dtcltne tn consu-.r 

9 conftdence, .any econ01ists belteve consu.tr spendtng re.a1ns 

10 strong enough to sustatn conttnued econa.tc grovth. 

11 Industrial production increased by 0.71 in Mlrch 

12 followtng a 0.61 tncrease tn february . Industrial capacity 

13 utt11zatton rose tn March to 83.31 fr01 the 82.91 level recorded 

14 tn february. Analysts satd a return to nonaal temperatures. 

15 foll~ng an unseasonably van. Ftbrutry, caused a surge tn 

16 utt1tty output, whtch, tn conjunction vith increased automobtle 

17 productton, tccounted for the tncreastd productton tn March. In 

18 addttton, tht ltttst eo..trct Otpart .. nt report tndtcates that 

19 bustntss inventories dtcretstd by 0.41 in February, at the same 

20 tt .. s salts tncreased by 1.31, keeping tnventortes at .anageable 

21 ltvtls . 

22 As tt has for .uch of the recent past. the s~ecter of 

23 tnf1atton r ... tns on tht hortzon postng a threat to conttnued 

24 tconoatc expansion. OYer the past 12 .anths, producer prtces 

25 have tncrtastd by 4.41. However, txcludtng the typtcally 
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vo1att1e food and energy costs. prtces grew at a ~re aodtrate 

3.11 pact over the past year. A ~re wtdtly followed -.asure of 

tnflatton. the Consu.tr Prtct Index tncrtastd by 0.51 tn March, 

the sut rate as tn February. Tht March tncreast pushes the 

rate of tnflatton for the ftrst quarter to an 8.5l annual rate, 

tht htghtst quarterly rate stnct the f trst quarter of 1990. 

Many econo.tsts be11eve tht latest nuabtrs tndtcate that 

tnflatton r ... tns a perststent probl ... 

Many analysts be1ttvt the latest tnflatton nuabers w11 1 

prtv~t any tastng of tnttrest rates by the fed . Over the past 

year. the ftd has bttn kttptng tnterest ratts h1gh 1n an tffort 

to curb d,..nd and reduct upward pressure on pr1ces . Although 

htgher tnttrtst rates have servtd to slow the tcono.y, .. ny 

tcono~tsts bt11eve tht Ftd has ~dt progress 1n contro111ng, but 

not rtductng. tnflatton. 

0 What other econoatc factors have you constdered? 

A The trade and budget dtftctts conttnue to overshadow the 

perfon~ance of the U.S. ec~. The trade def1c1t narrowed by 

$2 .83 b1111on tn February. to $6.49 bt11ton . the smallest 

.anthly t~lance since Dtc.-btr 1983. l~rts. wh1ch fe l l by 

7 .6'1. accounted for the Mrktd tiiprovtMnt. Howtver. at the 

s ... tt ... exports fell 11 fro. the record htgh reached 1n 

January. 

A stgntftcant rtductton tn U.S. purchases of foretgn 

otl, refltcttng bot~ a decltne tn prtcts and a reduct1on 1n 

-8-
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vol .. , ltd tht drop tn 111P0rts. AccOIII)anytng tht recent 

2 progress lldt tn rtductng the trade dtftctt has bttn a rtductton 

3 tn the gap tn tht u.s. balance of pay.ents whtch fell to SJ05.88 

4 btllton tn 1919, the lowest level tn ftve years. 

5 Congress tnacttd ltgtslatton tn 1919 allowing the 

6 national dtbt ltvtl to rtst to $3.1 tr1111on, an &~eunt over 

7 thrt t tt .. s the Sl tr1111on .. rt reached tn 1980. Many analysts 

1 belttn tht prospects for ntar-tera 111Prov ... nt tn the budget 

9 deftctt art bleak. However, U.S . Representative D&nttl 

10 Rostenkowskt, Chat~n of tht u.s. House of Atpresentattves Hays 

11 and Means eo-ttttt, recently introduced a dettctt reduction 

12 plan ca111ng for a $511.6 btllton rtductton over five years 

13 (1990-1995). The dtftctt rtductton plan proposes to balance the 

14 budget tn thru yea·rs and achtevt a budget surplus by fhcal 

15 year 1994. 

16 Analysts contend that the continuation of such huge 

17 trade and budget deftctts erodes confidence tn both the dollar 

18 and the u.s. ec~ and, abs:nt producttvtty gatns, w111 reduce 

19 the standard of ltvtng tn the u.s. 
20 The future course of the econo.y and of tnflat1on 

21 r ... tns unclear. In any cast, a COIPOftent of requtred ytelds 1s 

22 caapensatton for expected tnflatton, the level of which directly 

23 affects the cost of debt and equtty. Schedule 3 ts a su..ary of 

24 vartous tnterest rates and tnf1atton rates. Schedule 3 also 

25 shows llut (btp forecasts for vartous .. asures of inflation and 

_,_ 
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tntertst rates. 

2 In su..ary. electrtc stocks r,..in sensitt v• to 

3 tnterest rates and tnflatton. Investor perceptions of high~r 

4 tnterest rates would place downward pressure on electric utility 

5 stock prices. COnversely, a slowtng econo.y and falling 

6 tnttrtst rates could cause tlectrtc uttlity stock prices to r1se 

7 stnce uttltty stocks art generally regarded as dtftns 1ve issues. 

8 0 Mhat ftnanctal .adels dtd you use to dtter.tne the requtred 

9 return on c0110n equtty for Gulf Powerl 

10 A I used a two-stage, annually co.poundtd dt scounted cash flow 

11 <DCF) IOdtl and a rtsk pr .. tUI analysts to dttenatne the 

12 requtrtd return on c0110n equtty. 

13 0 How dtd you apply these .adtls to obtatn Gulf Power' s cost 

14 of c0110n equtty c&~»ttan 

15 A I conducted a DCf and a rtsk pr .. tu. analysts on an tndex of 

16 htgh qualtty tltctrtc uttlttte: and adjusted tnt results for the 

17 dtfftrenct tn rtsk between Gulf Power and the index. Relying on 

18 an tndex of CQIPin1ts, rather than a single ca.pany. helps 

19 •tnt•tze forecasttng errors and should provide .ore reltable 

20 tnfor.atton for tstt .. ttng the cost of c~ equtty. 

21 0 Please dtscrtbt the tnvtstltnt rtsk charactertsttcs of the 

22 CQIIP&ntes that COIIIPrhe your tndex. 

23 A The tnvtstltnt rtsk charactertsttcs for the tndex are: a 

24 YJlut L1nt Safety Rank of 1; I value L1nt beta of .70; an S&P 

25 stock ruktng of A: and an sa.P and a Moody's bond rattng of M 
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and Aa2, rtspecttvtly. Schtdults 4 provtdts tht tnvest.tnt risk 

charactertsttcs for the tndtx. 

0 Brttfly dtscrtbe tht .adtls you used. 

A Tht dtscounttd eash flow .adel ts the .ost c~ly ustd 

.. rket blstd approach for estt .. ttng a uttltty tnvestor•s 

txptcttd return on equtty capHal. In a DCf analysts, the cost 

of equtty ts tht discount ratt whtch equates tht prtsent value 

of txptcttd cash flows aasoctattd wtth a share of stock to the 

present prtct of the stock. 

A rtsk pr .. tu. analysts rtcogntzts that equtty ts 

rtskttr than debt. Equtty tnvestors thus require a •rt sk 

pr .. tUI• over tht cost of debt as ca.ptnsatton for assuatng 

addtttonal rtsk. 

0 Mould you provtdt the equatton and dtftnt the teras for the 

discounted cash flow aodtl? 

A Yts, I wtll . Thts tnfor.atton ts provided on Schedule 7. 

Inherent tn thts baste aodtl art several stapltfytng 

assu.pttons: 1) dtvtdtnds art patd annually and grow at a 

constant rate; 2) the prtce, Po, ts dtttn~tned on a dtvtdend 

p&yMnt date: and 3) dhtdtnds increase once a yur start1ng 

exactly one ytar htnct . 

0 Is Equation (4), Schedule 7, tht OCf aodtl you used to 

dtttn.tne the cost of coaaon equtty capttal? 

A Jlo, 1t h not. Aa Mnttontd lbovt, tht baste OCF aodtl 

assu.es that dtvtdend growth rate ts constant over ttme . If, 

-11-
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however, the future growth rate ts expected to change. a 

two-stage or vartable growth rate .adel should be used . 

Equation (5) on Schedule I, shows a two-stage DCf ~e1 . I~ the 

two-stage 10de1, dtvtdend growth ts estt .. ted on an tndtvtdua1 

basts for an tntttal growth pertod. Dtvtdends art then assu .. d 

to grow tnftnt tely at the expected long-ten~ growth rate . 

0 How dtd you use thts .ad:l to deten~tne the cost of ca.mon 

equtty capital for the tndex? 

A The current stock prtce <P
0
> was deten.tned by averaging 

the htgh and the low stock prtet for March 1990 of t&ch 

COIPIDY. I ftrst assu.ed an tntttal growth pertod based upon 

Yalyt ltnt ' l expltctt dtvtdend forecasts (n) . I used Yllut 

Ltne•s forecast of dtvtdends for 1990 and 1993. and assu-.d a 

constant rate of growth tn between to estt .. te the expected 

dtvtdends (Dt> durtng the tntttal growth pertod. The 

long-tenl constant rate of growth expected after 1993 (gn> was 

calculated by the tarntngs retention .. thod <b x r approach> 

ustng yalyt Ltnt's expected return on equtty <r> and expected 

retention rate (b) for 1993. 

0 Dots you DCf calculation tnclude an allowance for 1ssuance 

costs? 

A Yes, tt dots. Htstortcally. uttltty underwrtt1ng expenses 

assoctattd wtth tssutng ca.100 stock have averaged 3 to 4 

perctnt of gross proceeds. Therefore. I btlteve a 3l adjust8tnt 

to the DCF calculation to account for tssuance costs ts 
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appropriate. <Stt, Pettway. R.H •• •A Note on tht Flotation 

Costs of Ntw Equtty C@pital Issues of Electric eo.pan1es• . 

Public UttlttJts fortnightly, March 18, 1982 pp. 68-69.) 

Equatton (6), Schedule 8, includes the adjust.ent for issuance 

costs. 

0 Nhat 1s tht cost of c0110n equtty for tht tndex ca.pan1es 

based upon your two-stage, annual ly CQIPOundtd OCF 80dtl? 

A Solvtng Equation (6) on Schedule 8, products a cost of 

COIIOn equity for the tndex of 11 .00l. Schedule 9 contains the 

tnputs and results of~ analysts. 

0 Please descrtbe the risk pr .. tu. analysts . 

A The juntor pos1tton of equtty rtlattve to debt adds 

addtttonal uncertainty to the return of equtty owners . Equity 

owners require ca.pensatton for thts added r1sk. A risk premium 

analysts quantifies this addtttonal c~ensat1on and adds it to 

the cost rate of debt to then estiaatt the cost of common 

equtty. The equat1on exprtss1ng the baste risk pre•iu• .adel 1s 

contained on Schedule 10. 

0 How d1d you begtn the rtsk pr .. tu. analysts? 

A I re11td upon the rtsk pr .. tu. study prepared by the staff 

of the Ftnanct Bureau. The analysts ftrst uses the DCF 

.. thodology dtscusstd above to estt .. tt the expected aarket 

return for tht Index for each .anth fro. Apr11 1980 through 

March 1990. 

0 How ts the equtty-debt rtsk pr .. tu. .. asured? 

- 13-
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A For eath .anth of the pertod. the expected return on ca.~Cn 

equtty was COIIPartd to the then current yttld on long~-tt.-. 

goverMtnt bonds. u rtporttd by Moody's. to dett.-.1 n1t the r1 sk 

preei• for c~ equtty over the yteld of long-ttra governHnt 

bonds . 

0 Nhat ts your estt .. te of the equtty-debt r tsk pr .. iu• for 

the tndell 

A As shoMn on Schedule 11. the equtty-debt rtsk pr .. tu• for 

the tndea average ).1911 over the pertod 1980-1990. 

0 Nhat .. asure of debt cost dtd you add to tht rtsk pre•tu• to 

deteratne the cost of equttyl 

A I ustd the Aprt1 1. 1990 llut Cb1D ftnanctal forecasts' 

Cllue Chtp) consensus forecast for 1ong-tenl govtrn.ent bond 

ytelds for the ca~tng year of 8.2601. 81ue Ch1p ts a 

pub1 tcatton that provtdes tnterest rate forecasts fro. 50 

leadtng ftnanctal forecasters. 

0 Nhat ts the rtsk pr .. tUI cost of c~ equity for the index? 

A As shown on Schedule 10. cOibtntng tht average expected 

yteld on 1ong-tera govern.ent bonds of 8.2601 w1th the 

equttY-dtbt rtsk pr .. t• of 3.1911 results tn a rtsk pr,.iu• 

cost of equtty of 11.501 <rounded) for the tndex. 

0 lastd upon your DC£ analysts and your rtsk pr,.tu. analysts, 

vhat ts your concluston 11 to the cost of c~ equity for the 

tndex? 

A Bastd upon ~ DC£ and rtsk prt•tu. analysts, I believe the 
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cost of c~ equtty for the tndex h wtthtn the range of 

11.001 to 11 .501. 

Q Is thts result an approprtate .. asure of the cost of c~n 

equtty to Gulf PcMr? 

A lo, tt ts not. The cost of c~ equtty for an tndex of 

ca.pantes possesstng the rtsk charactertsttcs dt scussed etrlter 

and tllustrattd on Schedule 4 ts, tn -r estt .. te, between 11 .001 

and 11.501. Howtver, tn -r optnton, Gulf Pover 1s rtskter tii~n 

the tndex and should therefore bt allovtd a htgher cost of 

equtty. 

0 Have you ex~ntd the tnvestltnt rtsk charactertsttcs of 

Gulf Power? 

A Yes, I have, Schedule 6 shows Gulf Power' s earned returns, 

coverage rattos. percent AfUDC to net tnc011 rattos and percent 

tnternally generated funds rattos for the last ftve yetrs . 

Schedule 5 pro.tdts ftnanctal rattos for •A• rated e1ectrtc 

uttltttes and Schedule 4, page 2 of 2, provtdes the tnfonaatton 

necessary to ca.pare the AA/Aa tlectrtc tndex t~ Gulf Power vtth 

regard to debt leverage, return on equtty, coverage ratto, 

percent of AFUDC to net tnca.e, and percent of tnternally 

generated funds. 

0 In general, how dots the tnvestlent rtsk of Gulf Power 

ca.pare to that of the e1tctr1c tndex? 

A Gulf Power ts r tskter than the elect rtc tndex. It has a 

lower bond rattng, A/A, as CCIIIPirtd to an average Aa/AA for the 

-15-
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tltctrtc tndex. Thts rattng ts afftcttd by such factors as debt 

1evtrage and tnterest coverage. As shown on Schedules 4, s. and 

6, Gulf Power has stgntftcant1y htgher debt leverage and ~ch 

lover tnterest coverage rati"s than the tndtx . Additionally, 

Schedule 5 shows the equtty ratto, dtbt leverage, coverage 

ratto, and net cash flow to capttal spendtng for Gulf Power and 

ca.parable •A• rated eltctrtc uttltttes. Relat1ve to co-parable 

•A• rated uttltttes Gulf Power has a lover equity ratto. h1gher 

debt leverage, and a lower coverage ratto. 

0 Nhat adjustllnt have you .. de to reflect the d1fference 1n 

rtsk between Gulf Power and the tndex? 

A Ftrst, I used a bond rattng dtfferenttal to estt.ate the 

addtttonal return requtrtd by an •A• rated electric ut11ity over 

the •AA• rattd tndtx. As tndtcattd on Schedule 12, the average 

spread betveen •AA• and •A• bonds has been approximately 30 

bists points over the past 60 .anths. Addtng this spread to the 

tndex•s cost of equtty range of ll.OOl to 11.501 results in a 

cost of equtty range of 11.301 to ll.&Ol. I believe that. 

generally, a bond yteld dtfferenttal ts a reasonable method to 

estt .. te the dtfftrenct tn the cost of c~n equity when 

ex .. tntng ca.pantes of dtfferent bond rattngs. However. gtven 

Gulf Power's lower equtty ratto. htgher debt leverage. and lover 

coverage ratto relattve to ca.parable •A• and •AA• rated 

tltctrtc uttltttes, I belteve an addtttonal pr .. iu., fro. the 

top of the adjusted range. ts warranted to arrtve at Gulf 
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Power's cost of ca..on equtty. 

As s.._. on Schtclult 14, apply1ng a 12 .10l return on 

ca..on equtty, 30 basts potnts &bovt tht top of the adjusted 

rangt, results tn a pretax tt .. s tntertst earned <TIE> ratto and 

pretax cost of capttal cQiplrable to that vh1ch would have been 

tncurrtd by Gulf Power tf thetr debt leverage and equtty ratto 

wtr stat lar to the average of the uttttttes ca.prtstng the •A• 

rattd tndex. The resulttng TIE ratto also coaparts favorably 

wtth other MA• rated electrtc ut111 t 1ts and vtth the benchmark 

gutdeltnts provtded by S&P. 

0 Mhy dtd you use annually co.poundtd, rather than quarterly 

coapoundtd, aodtls tn your analysts to detenatne the cost of 

c01a0n equtty capttal to Gulf Power? 

A In Docket No. 880558-EI. the CO..tsston expressed thetr 

optnton that tht spectftctty obt a1ntd by recogntztng the effects 

of coapoundtng to dttena1nt the cost of equtty was an 

unnecessary reftn ... nt. Therefore. I have conducted an a~alys t s 

ustng annually coapounded aodtls. the results of whtch, tn •Y 

optnton. approxt .. tt the approprtate potnt at wh1ch rates should 

bt stt to .. ,t tnvestor return requ1rtatnts . 

0 Pltast conttnut. 

A In ., optnton. tht ust of aodels that accurately reflect the 

rtcetpt and ttatng of cash fl0W1 provtdts a better tstt.ate of 

tht cost of equtty. However. ustng the results dertved fro. a 

quarterly OCF aodtl wtthout aaktng a rattalktng rate of return 
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adjustltnt ts tnconststtnt. Tht rat..aktng rate of return 

adjustltnt recogntzts tht tt .. value of aonty associattd wtth 

tht Colpany•s .anthly rtcttpt of rtvtnuts. It ts tnconststtnt 

to stltcttvely recogntzt the tt .. value assoctattd wtth the 

investor's quarterly rtcttpt of dtvtdends, through use of a 

quarterly IOdtl, and then not recogntze the tt .. value 

assoctattd vtth the COipany•s .anthly recttpt of revenues. 

Ignoring the Colpany•s 10nthly rtcetpt of revenues, as reflected 

tn the l~th average equtty balance, ovtrtstt .. tes t t.t potnt 

at ~tch rates should bt set. 

0 Nh&t ts your rtc~ndatton regarding tht appropriate 

regulatory trtatltnt of non-uttltty related property and 

non-regulated substdtartts? 

A I rtc~nd non-uttltty property and non-regulated 

substdtartts bt r.-ovtd fro. tht capttal structure dtrectly from 

equtty unless tht to.pany can show, through coapettnt evtdence, 

that to do othtrwtse would result tn a 10rt equttablt 

dtter.tnatton of tht cost of capttal for regulatory purposes . 

0 In ..ttng thts ~•c~ndatton are you assu•tng the 

tnvtstlent tn non-regulated assets can be traced dtrectly to 

equtty funds? 

A No. Assets cannot bt assoctated vtth spectftc sources of 

funds. Funds art fungible. 

0 If funds cannot bt tractd, why do you reca.mend , 1n the 

absence of ptrsu&siYe evtdenct to the contrary, non-regulated 

-18-
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1 property and non-regulated substdtartes be removed frOG equ1ty? 

2 A I reca..end thts treatllnt for two rea~ons. The ftrst 1s 

3 the baste prtnctple that tht cost of capttal allowed for 

4 rat..attng purposes should bt the cost of cap1ta1 assoctated 

5 wtth the provhton of uttltty urvtce. Tht :econd rtlatu to 

6 the stgnals and tnctnt1vts sent to the ca.pan1es. 

7 0 Please conttnut. 

8 A The cost of capttal h the •tnt- rate of return1 necusary 

9 to attract capttal to an tnvest .. nt. It t s a funct1on of the 

10 rtsk of the tnvtst.lnt. Tht greater the r1sk the greater the 

11 return tnvtstors requtre. 

12 Regulated tnttttts art of rtlattvely low risk and have 

13 corrtspondtngly low costs of capttal. There are very fev 

14 tnvtstltnts a regulated COIPiny can 8lkt that art of equal or 

15 lower rtsk. Therefore, tnvest..nts 1n non-regulated 

16 substdtartts wtll &l-ast ctrtatnly increase a regulated 

17 uttltty•s cost of capttal. The effects 81Y be dtfficult to 

18 quanttfy, but tht fund&8tntal rtsk-rtturn relationship points to 

19 thttr extsttnct. It ts t.,ortant that these effects be re.aved 

20 fro8 the C08pany•s overall cost of capital 1n order that 

21 ratepayers art charged only for the cost of capital associated 

22 wtth the provtston of regulated servtce. 

23 Rt80vtng tht tfftcts of tnvtstDtnts in non-u,ti11 ty 

24 property can present a .art dtfftcult problN. For t·xuple. 1t 

25 81Y bt dtfftcult to quanttfy tht cost of capttal effects 
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aasoctattd wtth a uttltty offtctr's purchase of an automobile 

for personal use. In thts ctrcu.stanct, I btlteve the stgnals 

and tnctnttvts assoctattd wtth tht CO..tsston's poltctts should 

bt of prt .. ry concern. If a utt1tty can ftnanct non-ut111ty 

property at the uttltty's cost of capttal rather than at aarket 

rates, tt w111 have !Ytry tcono.tc t ncenttve to dn so. If thts 

ts allowed to occur, ratepayers wt l l bt subs1dtz1ng, thro~gh 

capttal costs, tnvestllnts not necessary for the provtston of 

regulated strvtce. 

0 Nhat ts your posttton as to tht approprtate regulatory 

treat-tnt of cash and te.porary cash tnvest .. nt balances1 

A In ~ optnton, the appropriate regulatory treat .. nt of 

etther conttnutng cash balances or te.porary cash tnvest~ents 

should depend upon thetr prudency. If the ut111ty can 

d..onstrate, through ca.petent evtdence, that thetr cash 

balances or t.-porary cash tnvestllnts are necessary for the 

provtston of regulated uttltty strvtce they should r..atn tn 

ratt bast and tarn at tht uttltty's dYtrall rate of return. Any 

tarntngs generated by these funds should then be used to offset 

rtvtnut requtr ... nts . In general, short-ten. tnvestaents can be 

txptcttd to tarn ltss that tht ut111ty•s overall cost of 

capttal. Thtrtfort, a blanket poltcy of excludtng temporary 

cash tnvestllnts fro. ratt bast could result tn an asset, 

pottnttally necessary for tht provtston of regulated servtce , 

tarntng ltss than a fatr rate of return. 
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Howevtt, H tht utt11ty f&tls to de1110nstnte the 

prudency of etther thetr t.-porary cash tnvest•tnts or 

conttnutng cash balances, they should be r..oved dtrectly from 

equtty when reconctltng the captta1 structure wtth rate ban. 

Such treat.ent r..oves the captta1 structure t•pltcat1ons of 

excesstve cash or t.-porary cash tnvestlents . In a ca.pettttve 

envtron~ent the cost of poorly .. naged cash resources cannot be 

passtd through to custo~trs, tnstead, shareholders btar tht 

cost. St•tlar treatlent by the CO..tsston would •trror the 

co.pettttve envtron.ent and send approprtatt stgnals to ut111ty 

owners and .anagers regarding cash balances and working capttal 

allowances. 

0 Pltast s~rtzt your testt.any. 

A The purpose of ~ testt.any was to dett,.tne the appropr1at~ 

cost of c0110n equtty capttal for Gulf Power to use tn 

deten~tntng an approprtate allowed over1ll rate of return . I 

also dtscusstd the appropriate regul1tory treat .. nt of 

non-uttltty property and non-regulated substd1ar1es, temporary 

cash tnvest .. nts, and conttnutng cash balances when reconc111ng 

r1te bast and c1ptt11 structure . 

Ustng the vtdely accepted dtscounttd cash f low and ri sk 

pr .. tua .. thodologtes I estt .. ted 1 cost of c~n equ1ty range 

of 11.00l to 11.50l for an tndex of •Aa/Aa• rattd t1 ectr1c 

uttltttes . I then adjusted tht s range to Iecount for the 

dtfftrenct tn rtsk between Gulf Power and the 1ndex. I 

-21-
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1 detenatned that Gulf Power's cost of ca..on equtty fell v1 t h1n a 

2 range of 11.~ to 12.101. Gtven Gulf Power's h1gher debt 

3 ltvtragt, lower equtty ratto. and lower coverage ratto relattve 

4 to both the •AA• and •A• tndtcts I exl8tntd. 1t ts ~ op1n1on 

5 that tht top of tht range. 12.101 best represents Gulf Pover's 

6 cost of c~ equtty capttal . Schtdult 15 s~rtzes •Y 

7 conclustons rtgardtng the cost of ca..on equ\ty capttal. 

8 I also rtca..tnd that non-uttltty property and 

9 non-regulated substdtartes bt r.-ovtd froe the capttal structure 

10 dtrectly froe equtty un1ess tht co.pany can show. through 

11 COIPftent evtdtnce. that to do othtrvtst woul d result 1n 1 more 

12 equttable detenatnatton of tht cost of capttal for regulatory 

13 purposes. In addttton. I rec~nd that. absent a shov1ng of 

14 thetr prudtncy. te.porary cash tnvts~nts and cont1nu1ng cash 

15 balances be r.-oved dtrectly froe equtty vhtn rtconct11ng the 

16 capttal structure vtth rate bast. 

17 0 Dots thts conclude your ttstt.any? 

18 A Yes. tt dots . 

19 

20 

21 

22 

23 

24 

25 
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CQBSpm PBI(;I IliJ)I]( 

ANNUAL PIVB YBAR 
XIIB &YAMI IIOVDIC &Zi 1 

19908 4.4 3.8 
1981 4.8 3.6 
1988 4.1 3.5 
1987 3.7 3 . 4 
1186 1.9 3 . 9 
Ut85 3.6 !5.6 
1114 4.4 7 . 5 
1.113 3.2 8.9 
1112 6.2 9.8 
1111 10.4 9.9 
1910 13.5 8.9 
1971 11.3 8.1 
1971 7.6 8.0 
1977 6 . 5 7 . 7 
1976 5 . 8 1.0 
1975 1.1 6.7 
1974 10.1 6.1 
1173 6. 2 
1972 3.3 
1971 4.3 
1970 5.9 
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AYIRA(il XIIIM Olf A-RA'l'IQ PUBLIC QTILITX BONDS 

XUB 
1989 
1988 
1987 
1986 
1985 
1984 
1983 
1982 
1981 
1980 
1979 
1978 
1977 
1976 
1975 
1974 
1973 
1972 
1971 
1970 

ANNOAL 
A!DNil 
9.77t 

10.49t 
10.10t 
9.51t 

12 •• ,. 
14.03t 
13.66t 
15.86t 
15.95t 
13.34t 
10.49t 
9.29t 
8.61t 
9 .29t 

10.09t 
9.50t 
7.84t 
7.72t 
8.16t 
8.69t 

SOURCE: MOODY 1 S BOND SURVEY 

FIVE YEAR 
MOVJMG AVG I 

10.48t 
11.33t 
11.97t 
13.12t 
14.39' 
14.57t 
13 .86t 
12. 99t 
11.54t 
10. 20' 

9 . 55t 
9.36t 
9 . 07t 
8.89t 
8 . 66t 
8.38t 
7.99' 
7.'l2t 
7.35t 
6.80' 
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Aa/M BATID ILJC'l'RIC QTILITIES 

Sourcea: 
Standard ' Poor'• Stock Guide, 4/tO 
Standard ' Pcor•a Bond Guide, 4/tO 
Moody'• PUblic Utility Kanual, 1tl9 
Value Line Ratinc)a aft4 Report, ld.l - 3/23/90, 24.5 - 4/ 20/ 90, 

and Ed. 11 - 3/2/ 90 
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Aa/AA Botld llegtric utility Quality Ml••uraatntl 

APUOC Percentage 
Total Debt/ Return TIB a• a ' Internally 

Total on without ot Generated 
c:apihl lqyity APQDC Nat lnCOJII Pund,l 

All8(Jheny Power. ... 3.0t 12 •. !St 3.98X l.!St 76.8t 
Bal tbtore GB 46~3· 12.0t 3.29X 12.!St 56 . 7t 
Contolldated Ed. , .... 12. !St .& . 82X l.Ot 89.lt 
Duke Power .&O.tt 13.!St 3.81X 20.!St 45.9t 
Iowa-Ill. G'E 50.3t ll.Ot .&.17X !S.Ot 83.0t 
I PALCO "'·"' 13.5t 3.97X 2.0t l27.5t 
l<an8al P'L .... ,. 11.5t 3.28X l.Ot !SO.Ot 
NortheJ:n Statea .&O.?t 13.5t 4.38X 4.0t 64.0t 
Oklahoaa G'B .&9.9t 1.&.5t 3.5f.:'X 3.0t 107.2t 
Orange ' Rockland 52.0t 12.0t 3.05X 3.5t 75.3t 
soutb.,:n ca1. Bd. ,3,8t 14.5t a.eex 2.0. 84.8t 
Southvatt P.S. 44.0t 15.8t 4.29X l.Ot 218.8t 
Tampa Electric · •o,n 14 I'' 4 1 16X ~ 94.0t 

Average ,,,,, 13.33t 3.81X '·''' 90.24\ 

Gulf Power 53.6t 10.81t 2.72X (1.60t) lOS. lOt 

Source: 
yalue Lint Bating• •n4 ~ - Bd.l, 12/22/89, Ed. !5, 1/19/90, 
£4. 11, 3/2/90 - tor period ending 12/31/89. 
Stan4•r4 an4 Ppqr'• credit llyiwv - · 10/20/89 - tor period ending 
6/30/89. ' 
Gulf Power KPRS 
FPSC Sgrveillanoa Report• 
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AlA Ratld, IJ,ect;rig Qt;iJ,ity Pinancial Ratio Snpary 

" ca.aon Equity/ Total Debt/ Pretax 
Total Total Intar .. t 

capital. capit;al. Cgyeragt** 

Appalachian Pvr. 43.9t 47 . 8t 3.39X 
Carolina Pvr. 41.6t 51.74 3. 07X 
ceo. La. Blec. 42.1t 53.5t 2.75X 
Dllurva Power 41.9t 51.5t 2.71X 
Blip. D1•tric ·a1 50.0t 46.1t 3 . 53X 
Gen. Pub. Util••* ...... 46.2t 3.44X 
Iclabo Power 47.4t 47.1t 2 .93X 
Iowa P i L Co . 36.14 61.6t 3.14X 
Kan. City PiL 41. 64 !53.5t 2.64X 
otter Tail Pvr. !51.9t 31.6t 5.15X 
Pac ificorp 43.3t 52.!54 2 . 77X 
Pac ific o•• 44 . 0t 48.8t 2.63X 
Portland General 43. 0t ••• 3. 3.0 6X 
PUget Sound PilL 42.7t 49.1t 2 . 79X 
south car. &iG 44.1t !SO.tt . 3.07X 
Union Blectric 41.4t 52.1t 3.77X 
va. Bl. POwer 37.44 !52.8' 2.59X 
Wa•h. wtr. Pvr. fl. It 48.8' l.OOX 

Avera9e tl.lt 50.1t l.ltX 

Gulf Power 38.94t 53.6t 2.72X 

*Reflect• ooabined operations of electric utility unita. 
**Without APUDC. 

Source: 

Net Ct!ih 
Plow; 

c.apital 
Soendinq 

104.0' 
112.7' 

88 . 0' 
56.0' 
59 . 5' 
69.2' 

107 . 4t 
79.0t 

154 . 8i 
163.9t 
153 . 6' 

76.3t 
163.9t 
112.4t 
69.7t 

197.lt 
66 . 9t 

12J . Ot 

108 . 7t 

105.lt 

Stand•r4 • Ppgr'• crt4i~ peyiew, 10/ 20/lt, period ending 6/30/89 . 
Gulf Power lll'R8 - period ending 12/31/89. 
PPSe Surveillance Rlpozob 
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GULP POWD COMPANY 
QVAIJTX IIIMtlRIIIIN1'S 

1985 1986 1987 1988 1989 

overall &amid 
Rate of Return 9.83t 9.62t 8.74t 8.46t 7.59t 

Return 
on Equity 15.27t 1!S.07t 13.80t 13.64t 10.89t 

Times 
Interest BarnecS 
vi tb APtJDC 3.20X 3.26X 2.98X 2.98X 2.70X 

Tl-
Interut Earned 
without APUDC 2.85X 2 . 16X 2.93X 2.9!SX 2.72X 

Percentave 
AP'UDC/Ifet Inc011e 23 . 77t 26 . 33t 3 . 75t 2 ~ oot (1.60t)** 

Percentav• 
Internally 
Generated Funds 71.52t 83.07t 98.49t 22.00t* 105.10t 

Percentav• 
Lonc)-TU'II Debt/ 
Investor Capital 52 . 77t 52.54t 51.24t 50.54t 50. JOt 

Source: PPSC llontbly surveillance Report. 

* Bxcludlnv the one tiae effect of the buyout of the Peabody 
coal contracta tbe nUaber is 110t. 

**Reflect• PERC deciaion relating to reversal of previously 
accrued APt1DC. 



(1) Po - Dt ----.--
(1+K') 

Where: Dt· 
JC -
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+ ~ + OJ + ------- ............. 
(1+Jt) 2 (1+Jt) 3 

Dividend paid at the 
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. + 0oo __ .., ___ 
(1+1{) 00 

end of period t 

Inv .. tor •• required rate of return 
(the •rut co.t o f equity) 

Tbe current price of the •took 

Aa•uainq a constant qrovtb in di v icSend• and 9 1<, 
Bquation (1) can be rewritten u: 

(2) Po • D1 + 01(1+;) 1 + 01 (1+;) 2 + •• • + D1(1+q)n-1 ----- ---~-.. 
(1+X) (1+JC)2 (l+lt) 3 (l+l<)n 

Which can be reduced to: 

(3) Po • D1 

K-g 

Which, after rearrangi ng teras, reaul ta in the 
faailiar in~inite boriaon, conatant qrovth, annua1 
DCP JIOdel: 

(~) JC • D1 + 9 

Po 



. .._ . ' 

(!S) Po • 

Wbere: 
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TlfO-STAGJ. NJHDAIJ.Y COIIPOtllfJ)ID PCP MOPBL 

n 

~1' 
..,., ____ _ 
(l+K)t 

+ r:~!~~!!~' (_-~--) n 
\ tt-gn ) \ct•x> 

Po • The current atooJt price 

Dt • Tbe dividenda expected during the 
period of non-con.tant growth 

tc • Inveator'• require4 rate ot return 
(the -rut coat of equity) 

n • '1'be yaara of non•eonatant growth 

1;>n • 'l'be dividend expected in year n 

9n • Tbe conatant rata of qrovtb expected 
after year n 

xsSQMca com AI)7JJSTIIIIIT 

(6) n 
P0 (1-PC) - Ji --------

(l+tc)t 

Wberea 

PC • Plotation Coata 
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Tvo-StaC)e, Annually coapounded 
Ditcouota4 cath Ploy Analytil 

EXPECTED AVERAGE 
BXPI!!C"rBD DIVIDEND STOCJ< 

***BXPZC'l'BD DIVIDBNDS*** BPS ROB GJlONTH PRICE 

co~ UJjl 1U.1 lin 1lU. 1lU. 1U.1 111J+ 
ALI.tBGJIBNY POWilR 3 • 2 0 3.30 3.40 3.50 4.60 13.50 1.0323 
BALTIMORE GiB 2.18 2.33 2 . 48 2 .6!5 3.90 13.!50 1.0433 
CONS. BDISOlf 1.82 1.91 2 . 00 2.10 2.90 13.50 1.0372 
DUD POWER 3.20 3.31 3.56 3.76 5.15 13.00 1.046~ 
I OWA ILL. GiB 3.34 3 . 39 3.45 3.50 4.!50 12.!50 1.0278 
I PALCO 1.80 1.88 1.96 2.05 2.75 12.50 1.0318 
KANSAS PiL 1.80 1.85 1.90 1.95 2 . 75 13.50 1 . 0393 
NOR'HIBRH STS. 2.21 2.31 2.49 2.60 3.75 13.50 1.0414 
OKLABOIIA GiB 2.51 2.60 2.70 2.10 3.50 15. 00 1.0300 
ORANGE i ROC1t 2.35 2.45 2.55 2.65 3 . 80 13.00 1.0393 
SCI!! 2.62 2.73 2.84 2 . 95 4.15 1.4 . 00 1.0405 
SOtrrHWBST P.S. 2.20 2.21 2.36 2 . 45 2.75 15.00 1.0164 
~ 1.61 1.zg .1...G LH ~ ;u.~g 1.Qtl§ 
Avera9e 
Dividend a.~. 1..t.l 1.J.I 1.t.AI 1&.11 ~~.1a ~ . g~~~ 

The co•t ot equity it calculated utiJMJ a Tvo-stage, Annually 
Compounded Diacounted caab Plov Modelz 

MAR 2Q 
39.9375 
30.6250 
26.0625 
53.8750 
43.6250 
24 . 8750 
22.6250 
36.6250 
36.1875 
30 . 6250 
38 . 2500 
29.5000 
~ll.lll~~ 

~~.22~i 

P0 * (1-tc) • ~ Dt/(1+k)t + CDn*(1+9n)/(k-CJn) * (1/ (l+k)) 0 

t•1 

Solving the above equation tor k uaing: Po • $33.97, tc • 3,, and 
n • 4 

Providu a coat ot co.aon equity ot: 11, go' 

1. Data obtained or oaloulated froa inforaation provided in Value Line 
Bating• an4 BIRArta,ld• 1, 3/23/90, ld. 5, 4/20/90, an4 Ed. 11, 3/ 2/ 90. 

2. The average atock price it tbe avera9e of the high and low atock price 
tor March 1990, liP lt;Qgk Guida , April 1990. 
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Ke • Ri•k Prniua + Expected Jti•Jt-Pree Rate + Bond Yield Differential 

X. - 3.191 + 8.260 

X. - 11. !5Qt (Rounded) 

1. The expected riak-free rate ia the forecaated long-tera treasury 
yield obtained froa •a1ue Chip Financial Poreca•t•, April 1, 1990. 
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Total Debt/ 
Permanent capital 

Pretax Interut 
Coverage - caah 

Net Caah Flow/ 
Permanent capital 
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Standard ' Poor'• P'iDanclal lenchaarka 

Financial Benchaarka 
tor 

llegtric utility Senior Dlbt Batinqa 

A 

3tt - 46t 44t - 52t 

llore t:baD 
4.5X 3.5X - 5X 2.5X - 4X 

Mora than 
lOt 7t - llt st - at 

sot - set 

1 . 5X - JX 

2.5t - 6t 

Source: Standard ' Poor'• utility Ratii'M)a Update, 
Sapteaber 30,1111 
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Sngery of COlt pf lgllity Analytil 

I 
t Rilk 
I DCP Pre•iua 
I Analyaia Analyais 
I 
I 

COlt of Equity I 
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

I~ re: Petition of Gulf Power Company) DOCKET NO. 891345-£ ( 
for an increase in its ra es and ) 
charges. ) 

~--------------------------------> 
CERTIFICATE OF SE~VICE 

I HEaEBY CERTIFY that a true and cor rect copy of the 

Direct Testimony of Scott See ry has been served by First Class 

U. S. Mail, postage p.repaid, on Edison Holland, Jr., Es qui re 

(Gulf Power Company), Be99s and Lane, Post Office Box 12950, 

Pensacola, Florida 32576 , with copies to the followi ng parties 

of record, this ~7 day of~ ; j} , 19 ~a 

Federal Executive A9encies (FEA) 
Gary A. Enders, USAF 
HQ USAF/ULT 
Stop 21 
Tyndall, AFB FL 32403-6001 

Joseph A. McGlothlin, Esquire 
Lawson, McWhirter, Grandoff 

& Reeves 
522 East Park Avenue, Ste. 200 
Tallahassee, Florida 32301 

Office of Publi c Counse l 
Attn: Jack Shreve, Esquire 
111 West Madison Street 
Suite 801 
Tallahassee , FL 32399-1400 

' 
FLORIDA PUBLIC SERVICE COMMISS ION 
101 East Gaines Street 

(6762L)SBr:bml 

Fletcher Building - Room 226 
Tallahassee, Florida 32399- 0863 
(904) 487-2740 
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