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Ruth Nettles 

From: Lynette Tenace [ltenace@kagmlaw.coml 

Sent: Wednesday, January 07,2009 11:27 AM 
To: Filings@psc.state.fl.us 

cc: jbeasley@ausley.com; keily.jr@leg.state.fI.us; Keino Young; christensen.patty@leg.state.fl.us; Iwillis@ausley.com: 
regdept@tewenergy.com; jmcwhirter@mac-law.com; miketwomey@talstar.com; cecilia.bradley@myfloridalegal.com; 
swright@yvlaw.net 

Subject: Docket No. 080317-El 

Attachments: FIPUGs Motion to Strike Prefiled Testimony 01.07.09.pdf 

in accordance with the electronic filing procedures of the Florida Public Service Commission, the following filing is made: 

a. The name, address, telephone number and email for the person responsible for the filing is: 

Vicki Gordon Kaufman 
Jon C. Moyle, Jr. 
Keefe Anchors Gordon & Moyle 
118 North Gadsden Street 
Tallahassee, FL 32301 
(850) 681-3828 
vkaufman@kagmlaw.com 
imt?u!e~@kagmlaw,cem 

b. 

C. 

d. 

e. 

This filing i s  made in Docket No. 080317-El, In re: Petition for rate increase by Tampa Electric Company 

The document is filed on behalf of Florida industrial Power Users Group (FIPUG). 

The total pages in the document are 61  pages. 

The attached documents are Florida Industrial Power Users Group's Motion to Strike Prefiled Testimony and Exhibits of Susan D. Abbott 
and Gordon L. Gillette. Exhibit A(Index of Hearsay Items), and Exhibit B (DirectTestimony and Exhibit of Susan D. Abbott), Exhibit C (Rebuttal Testimony 
and Exhibit of Susan D. Abbott). Exhibit D (Direct Testimony and Exhibit of Gordon L. Gillette), and Exhibit E (Rebuttal Testimony and Exhibit of Gordon L. 
Gillette). 

Lynette Tenace 

NOTE New E-Mail Address 
lten.ace@kaxm!!wmc 

,Anchors 

Keefe, Anchors, Gordon and Moyle, P.A. 
The Perkins House 
118 N. Gadsden St. 
Tallahassee, FL 32301 
850-681-3828 (Voice) 
850-681-8788 (Fax) 

The information contained in this e-mail is confidential and may be subject t o  the attorney client privilege or may constitute privileged work 
product. The information is intended only for the use of the individual or entity t o  whom it is addressed. If you are not the intended recipient, 
or the agent or employee responsible to deliver it t o  the intended recipient, you are hereby notified that any use, dissemination, distribution 
or copying of this communication is strictly prohibited. If you receive this e-mail in error, please notify us by telephone or return e-mail 
immediately. Thank you. 
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

In re: Petition for rate increase by Tampa 
Electric Company. 

DOCKETNO. 080317-E1 

, FILED: January 7,2009 

FLORIDA INDUSTRIAL POWER USERS GROUP’S 
MOTIOS TO STRIKE PREFILED TESTIRlO?lY AYD EXHIBITS 

OF SUSAN D. ABBOTT AND GORDON L GILLETTE 

The Florida Industrial Power Users Group (FIPUG), pursuant to rule 28-106-204, 

Florida Administrative Code, by and through its undersigned attorneys, moves to strike 

portions of the prefiled direct and rebuttal testimony (and associated exhibits) of Susan D. 

Abbott and Gordon L. Gillette submitted by Tampa Electric Company’s (TECO) in the 

above-captioned matter. Specifically, FIPUG moves to strike those portions of the 

testimony and exhibits that are hearsay and do not supplement or explain admissible 

evidence. Counsel has conferred with all other parties of record, pursuant to rule 28-106- 

204, Florida Administrative Code, and is authorized to represent that this motion is 

supported by the Florida Retail Federation, AARP, Public Counsel, and the Florida 

Attorney General. TECO opposes this motion. 

Introduction 

1. In this rate case, TECO, among other things, is seeking to increase its base 

rates by more than $228 million to become effective May 1,2009. 

2. On August 11, 2008, TECO filed the direct testimony and exhibits of 

Susan D. Abbott and Gordon L. Gillette. 
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3. On December 17, 2008, TECO filed the rebuttal testimony of Susan D. 

Abbott and Gordon L. Gillette. 

4. Portions of this testimony, as detailed below, contain impermissible 

hearsay, must be stricken, and must not be used as a basis for a finding. 

Hearsay 

5. Section 90.801(l)(c), Florida Statutes, defines hearsay evidence as a 

statement, other than one made by the declarant while testifying at the trial or hearing, 

offered in evidence to prove the truth of the matter asserted. In many portions of both 

their direct and rebuttal testimony, Ms. Abbott and Mr. Gillette make statements that 

meet this definition. 

6 .  With certain exceptions not applicable here, hearsay is generally 

inadmissible. Section 90.802, Florida Statutes. 

7. Section 120.57(1)(c), Florida Statutes, addresses the use of hearsay in 

administrative hearings. It provides that hearsay evidence may only be used “for the 

purpose of supplementing or explaining other evidence, but it shall not be sufficient in 

itself to support a finding unless it would be admissible over objections in civil actions.” 

None of the hearsay exceptions applicable in civil actions as set out in sections 90.803 

and 90.804, Florida Statutes, are applicable in this case. See also, rule 28-106.213(3), 

Florida Administrative Code. (“hearsay evidence ... may be used to supplement or 

explain other evidence, but shall not be sufficient in itself to support a finding unless the 

evidence falls within an exception to the hearsay rule as found in chapter 90, Florida 

Statutes.“); BAPCO v. Unemvlovment Auveals Commission, 654 So.2d 292, 296 (Fla. 5th 

2 



DCA 1995) (until evidence exists in the record for hearsay to supplement or explain, 

hearsay evidence is “useless” and should be excluded.). 

8. The portions of Ms. Abbott’s and Mr. Gillette’s testimony indicated in the 

attached Exhibits A - E do not supplement or explain other evidence. Rather, they are 

offered to singularly establish the truth of the matter asserted. As such, they are 

impermissible hearsay and should be stricken. Examples of inadmissible hearsay within 

Ms. Abbott’s and Mr. Gillette’s testimony are: 

Ms. Abbott’s assertion in her Direct Testimony, beginning on page 

17, line 24, that “S&P calls “cash-flow analysis the single most critical 

aspect of all credit rating decisions.”” Ms. Abbott quotes from the 2006 

Standard & Poor’s Corporate Ratings Criteria. The S&P publication is a 

declaration made out of court, not capable of being tested by cross 

examination, and is classic hearsay that is not admissible to establish the 

truth of the matter asserted. 

Ms. Abbott’s assertion in her Direct Testimony, beginning on page 

18, line 1, that “[a]lthough they do not publish a ratings grid, Moody’s and 

Fitch use similar financial metrics and emphasize cash flow strongly.” 

Ms. Abbott provides no basis for this assertion, and her statement 

undoubtedly is information secured from an out of court declarant or 

source. As such, it is a declaration made out of court, not capable of being 

tested by cross examination, and is classic hearsay that is not admissible to 

establish the truth of the matter asserted. 
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Mr. Gillette’s assertions in his Direct Testimony beginning on page 

17, line 4, that “[tlhe processes used by the rating agencies to determine 

credit ratings are complex and consider many qualitative and quantitative 

factors.” Further, beginning on page 18, line 16, he states that “[als part of 

their quantitative analyses, rating agencies focus on cash coverage ratios 

to determine a company’s ability to meet its interest payments and debt 

obligations.” Mr. Gillette provides no basis for these assertions, and his 

statements undoubtedly are information secured from an out of court 

declarant or source. As such, they are declarations made out of court, not 

capable of being tested by cross examination, and are classic hearsay 

statements that are not admissible to establish the truth of the matter 

asserted. 

The above examples are illustrations of two types of hearsay statements that are being 

offered for the truth of the matter asserted and are not admissible under Florida law. 

Additional passages which must be stricken on this basis are included in Exhibits A - E. 

Con c I u s i o n 

WHEREFORE, for the reasons explained above, the portions of Susan D. 

Abbott‘s and Gordon L. Gillette’s prefiled direct and rebuttal testimony (and associated 

exhibits) as specifically identified in attached Exhibits A - E are inadmissible hearsay, 

should be stricken, and should not be used as a basis for a finding. 

Vicki Gordon Kaufman 
Jon C. Moyle, Jr. 
Keefe Anchors Gordon & Moyle 
118 North Gadsden Street 
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Tallahassee, FL 32301 
(850) 681-3828 (Voice) 
(850) 681-8788 (Facsimile) 
vkaufnian(a),kamleral.com 
jmov1eidkamleral.com 

John W. McWhirter, Jr. 
P.O. Box 3350 
Tampa, FL 33601-3350 
(813) 224-0866 (Voice) 
(8 13) 221-1854 (Facsimile) 
jmcwhirter@.mac-law. cam 

Attomeys for FIPUG 
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CERTIFICATE OF SERVICE 

I HEREBY CERTIFY that a true and correct copy of the Florida Industrial 

Power User's Group's Motion to Strike Prefiled Testimony And Exhibits Of Susan D. 

Abbott and Gordon L. Gillette has been furnished by electronic mail and U.S. Mail this 

7" day of January, 2009, to the following: 

Keino Young 
Florida Public Service Commission 
Office of the General Counsel 
2540 Shumard Oak Blvd. 
Tallahassee, FL 32399-0850 

J.R. Kelly 
Public Counsel 
Patricia Christensen 
c/o The Florida Legislature 
11 1 W. Madison Street, Room 812 
Tallahassee, FL 32399-1400 

Mike Twomey 
P.O. Box 5256 
Tallahassee, FL 323 14-5256 

Lee Willis 
James Beasley 
Ausley Law Firm 
Post Office Box 391 
Tallahassee, FL 32302 

R. Scheffel Wright 
Young Law Firm 
225 S. Adams Street 
Suite 200 
Tallahassee, FL 32301 

Cecilia Bradley 
Office of the Attomey General 
400 S. Monroe St # PL-0 1 
Tallahassee, Florida 32399-6536 

s/ Vicki Gordon Kaufman 
Vicki Gordon Kaufinan 
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DOCKET NO. 0803 17-E1 
FILED: January 7,2009 

FLORIDA INDUSTRIAL. POWER USERS GROUP’S 
MOTION TO STRIKE PREFILED TESTIMONY AND EXHIBITS 

OF SUSAN D. ABBOTT AND GORDON L. GILLETTE 

EXHIBIT A 
Index of Hearsay Items 

Direct Testimony of Susan D. Abbott Rebuttal Testimony of Susan D. Abbott 
Page 4, lines 14 - 18 Page 4, lines 6 - 9 
Page 5, lines 7 - 16 Page 6, lines 18 - 22 
Page 5, lines 20 - 23 Page 8, lines 4 - 13 
Page 9, lines 16 - 24 Page 8, lines 16 - 25 
Page 12, lines 4 - 7 Page 9, lines 5 - 12 
Page 12, lines 10 - 13 Page 10, lines 8 - 20 
Page 13, lines 19 - 25 Page 12, lines 5 - 7 
Page 14, lines 1 - 11 Page 16, lines 8 - 9 
Page 14, lines 16 - 25 Page 16, lines 14 - 25 
Page 15, lines 1 - 2 Page 17, lines 1 - 2 
Page 15, lines 6 - 25 Page 17, lines 23 - 25 
Page 16, lines 1 - 18 Page 18, lines 1 - 6 
Page 17, lines 9 - 20 Page 18, lines 17 - 21 
Page 17, lines 24 - 25 Page 20, lines 6 - 10 
Page 18, lines 1 - 3 Page 21, lines 2 - 5 

Page 20, lines 1 - 12 Page 13, lines 7- 10 
Page 22, lines 6 - 16 Page 17, lines 4 - 6 
Page 22, lines 20 - 25 Page 18, lines 16 - 22 
Page 23, lines 1 - 6 Page 19, lines 15 - 18 
Page 23, lines 10 - 16 Page 21, lines 1 - 6 
Page 23, lines 24 - 25 Page 44, entire exhibit 

Page 18, lines 8 - 24 
Page 19, lines 1 - 14 
Page 19, lines 19 - 25 Direct Testimony of Gordon L. Gillette 

Page 24, lines 1 - 10 
Page 24, lines 21 - 25 
Page 25, lines 1 - 19 
Page 25, lines 24 - 25 
Page 26, lines 1 - 12 
Page 26, lines 18 - 25 
Page 27, line 1 
Page 27, lines 5 - 9 
Page 32, entire exhibit 
Page 33, entire exhibit 
Page 34, entire exhibit 
Page 35, entire exhibit 

Rebuttal Testimony of Gordon L. Gillette 
Page 12, lines 1 - 4 
Page 16, lines 13 - 18 
Page 16, lines 20 - 24 
Pages 28 - 32, entire exhibit 



DOCKET NO. 0803 17-E1 
FILED: January 7,2009 

FLORIDA INDUSTRIAL POWER USERS GROUP’S 
MOTION TO STRIKE PREFILED TESTIMONY AND EXHIBITS 

OF SUSAN D. ABBOTT AND GORDON L. GILLETTE 

EXHIBIT B 
Direct Testimony and Exhibit of Susan D. Abbott 

(with hearsay testimony underlined) 



BEFORE THE 

FLORIDA PUBLIC SERVICE COMMISSION 

DOCKET NO. 08031 7-El 

IN RE: TAMPA ELECTRIC COMPANY'S 

PETITION FOR AN INCREASE IN BASE RATES 

AND MISCELLANEOUS SERVICE CHARGES 

DIRECT TESTIMONY AND EXHIBIT 

OF 

SUSAN D. ABBOTT 

ON BEHALF OF TAMPA ELECTRIC COMPANY 

FPSC-COMMISSION CLERH 
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A. There are three principal U. S. rating agencies: Moody's 

Investors Service ("Moody's"), Fitch Ratings ("Fitch") , 

and Standard and Poor's ("S&P"). They have been in 

business since the turn of the 20th century or shortly 

thereafter, and they function as gatekeepers to 

financial marketplaces. Their primary function is to 

evaluate the creditworthiness of companies wishing to 

access capital in the public debt markets. 

Their ratings, expressed as a series of letters and 

numbers, are used to indicate to investors the 

likelihood that a company issuing debt will pay 

principal and interest on time, and in amounts expected. 

$ & P ,  one of the laraest ratino aqencies in the world. 

defines its a s an "evaluat ion of de fault r isk 

s ? Y s L ? 2 u % l i f e e f . a S i & L i s s u  e, incomorating an 
-t of all future e vents to the e xtent thev are 

ed"i. m w n  or ca n be anticiDat . .  

The "rating symbols" are English alphabet letters used 

by all three malor U.S. rating agencies and are 

recognizable regardless of an investor's native 

language. The rating scales of each major U.S. rating 

agency are shown in Document NO. 2 of my exhibit. Each 

rating level represents the probability of default. The 
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2 5  Q .  

lower the rating, the higher the probability of default. 

When ratings fall from investment grade to non- 

investment grade, the probability of default rises 

rapidly to levels that are often double those of the 

lowest investment grade rating. 

From 1982 throuah 2006. the averaqe cumulative credit 

l o s s  as the result of a default was 13.4 percent bv vear 

70 in the life of a Baa bond, accordina to Moodv’s. 

the s ame reo0 rt, thev calculated that 30.8 percent of 

ed issue r5 de fault, a rate more than twice as 

hisb as Baa rated SeC”rltle conver selv , an investor 

Ln an A rated issuer will exDerience 6 . 4  Dercent loss 

. .  s .  ii - 

2& years, less half that of 2 Baa 

investment & auarter of the loss that can be 
ted for a Ba rated investment .“l Any company that 

loses its investment grade status, in addition to paying 

more for the money it borrows to reflect the higher 

probability of default, has the added challenge of 

trying to regain its investment grade rating. Accordinq 

LQ Moodv‘ss 35 Dercent of such companies 

reoain investmenL arade ratina within five 

. , .  

years. iv 

How are ratings used? 
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9. 

A. 

completion of critical infrastructure construction in 

jeopardy and undermine reliability of service. 

What has happened in the electric industry in the past 

few years? 

Two things of importance. Most utilities have gone 

"back to basics", meaning they have adjusted their 

business strategies to refocus on regulated electric and 

gas services. The other important issue is capital 

spending. The last construction cycle was completed 

almost 20 years ago. The infrastructure of the industry 

needs to be renewed, and growth has necessitated 

additional spending for new generation equipment as well 

as new distribution and transmission lines in addition 

to the extension of those already in place. A reuort 

published o n March 24, 2008 bv S&P reflects its curr- 

Goncerns. and is t itled Credit PersDective. - ReaulatpTy. 

Risk Remains for U.S. Utilities. In it.. S&P states L b L  

for "utili ties ... . entering a mu1 t i Year car, ita1 exDa nsion 

Dhase arowth and_ t o  accowdate mandatorv 

environmental standards a- redace a- 

infrastructue. borrowina needs will rise ... " Therefore. 

"requlatorv risk remains k- t o  credit aualitv". I 

believe Tampa Electric's challenges mirror those of the 
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A. Regulators should be concerned about the views held by 

rating agencies because electric utilities are capital 

intensive entities that must obtain capital from the 

markets to provide service. me ca lifornia Public 

Emplovee Retirement Svstem estimates that $20 trillion 

peeds to be invested in the U . S .  infrastructure over the 

next 25 vears. This includes investments in electric 

utility transmission and distribuf-ion equipment, 

generation, water facilities, bridges, tunnels, and toll 

roads among other things. The need for capital in the 

electric utilitv industry alone will more than double 

from 2004 levels to approximately $60 billion annually 

bv 2010 accordina to Lehman Brothers' estimates." 

Utilities throughout the U.S. are faced with large 

capital programs needed to upgrade aging equipment, 

provide for growth in their service territories, make 

environmentally conscious investments and maintain 

service quality. Utilities must rely on either debt or 

equity capital provided from external sources and the 

funds a company can generate internally to finance these 

capital programs. There are no other options. A 

company's creditworthiness, as expressed through its 

ratings, will dictate its ability to attract capital in 

an increasingly competitive capital market. 
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Q. 

A. 

What impact does regulatory action have on a utility’s 

ratings? 

Quite a lot. Capital-intensive companies like utilities 

need to maintain access to capital markets on reasonable 

and sustainable terms. Regulated utilities are unique, 

because they are not free to set their own prices for 

service. Their financial integrity is a function of the 

way the company is managed and the price levels set by 

regulators in a rate case. Rates are established by 

regulators to permit recovery of operating expenses and 

to provide a fair return on the capital invested. It 

follows that rate decisions by utility commissions have 

a major impact on the financial health of utilities. 

Indeed, it is fair to say that the investment community 

perceives that utility commissions have a significant 

impact on the financial health of the utilities they 

regulate. For examDle. Moodv‘s States ‘D 
surmortiveness of the requlatorv framework under which a 

utilitv operates ik a_ critical ratino factor”vi. 

Moodv’s states further. that “the most s iunifica nt risk 

[for utilities] might future disallowances of 
investments that were made with an understand ina that 

those investments we re Prudent and necessarv at the t m  
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Q. 

A. 

Lhev . And. i n  i t s  2008 I n d u s t r y  Outlook, 

Uoody's cites as a kev  r i s k .  "an i n c r e a s i n s  l i k e l i h o o d  

L.b& u t i l i t v  ou t f lows  could m a t e r i a l l v  outpace  

a y t h o  r i z e d  cash  in f lows  t h e r e b v  D o t e n t i a l l v  c r e a t i n q  

we e d r l v i i  

. . .  an UJ.!& defe r r a l / r e c o v c r v  overhano risk""'".  

exDressed i t s  view on the s u b i e c t  even more e x p l i c i t l v  

bx na minq a r t i c l e  w r i t t e n  2 0 0 4 ,  " U t i  1 i t v  

p e c u l a t i o n  Determines i t s  Rat inas" .  The  a r t i c l e  i s  a 

t u t o r i a l  on how S & P  a n a l v z e s  r e a u l a t i o n  i n  l i a h t  of t h e  

"renewed and i n c r e a s i n a  i n f l u e n c e  t h a t  r e a u l a t o r s  a r e  

a s s e r t i n a  on the  c r e d i t w o r t h i n e s s  of u t i l i t i e s . . . " .  

What are r a t i n g  a g e n c i e s  l o o k i n g  f o r  r e l a t i v e  t o  

r e g u l a t i o n  going forward? 

R a t i n a  a a e n c i e s  a r e  keenlv  aware of the c a p i t a l  sDendinq 

5 v c l  e u t i l i t i e s  have j u s t  en te red .  Thev h a v e  o p i n e d  

f h a t  w h i l e  t h e  " f u n d a n t a l  c redi t  o u t  l ook  f o r  t h e  U . S .  

e k c t r  s e c t o r  currentlv remains stable. . .  i c  y t i l i t y  

-tive b i a s  a rmears  t o  be deve-ina o v e r  til& 

intermediatearxilonoer ~ ~ u 2 ~  risina 
b u s i n e s s  a n d  OD e r a t i n a  risks" 'X. -a bus  i n e s s  

r i s k s  r e f e r r e d  t o  are a s soaa ted  wi th  tbC 

s u r r e  n t  b u i l d i n a  CY cle. There f a. r a t i n a  aaenc ies a rc  

& k i n a  t o  see whether  r e a u l a t o r s  are t a k i n a  s u f f 1 C u a . L  
, .  

14 



1 

2 

3 

4 

5 

6 

7 

a 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Q. 

A .  

action LQ prese rve financial intearitv e the 
utilities t hev reaulate. 

How are ratings established? 

Ratinas analvsis is a comulex exercise that strives to 

balance fi nancial results aa ainst aualitative risks. 

result & then viewed cortext the 

corDorate structure and industrv in which the comDanv 

gperates. While there are dozens of metrics calcula ted 

to d etermine a ratina. S&P Dub lishes a a rid in which it 

overlavs ra naes of financial results f or the t hree most. 

imoortant financial metrics with risk levels de t- 

examininq companv‘s oueratins risks, D olitical 

environment, and competitive Dosition. S&P emDhasizes. 

however. that ‘it is critical to realize that rati n u s  

analvsis st arts with the assessment of th P bus iness a nd 

ComDetitive Profile of the comD anv 

identical financial metrics are rated verv differentlv. 

& extent thae their business challenaes and 

wo=Jects dl e $&P describes its ratinos a- ‘f f  r,#x 

pne that shows how “the conmany’s bus iness-risk u r o f i l e  

slete rmines t he le vel of financial risk aDDroDr iate f o r  

p v  ratina cateaorv”xi. The Drimarv -5s risk t h a  

aaencies focus on for utilities is reaulat ion. 
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ies have their a views a the 
zeaulatorv climate in which a comuanv operates. but also 

ntion LQ kno wledaeable Wa 11 Street and other 

financial firms who exuress views on state renulato rv 

climates. Florida is uresentlv resarded bv a number of 

eauitv analvsts a havinq construct ive reaulato rv 

environment bec ause fi- forward lookinq 

reculatorv Isractices, including the timelv iecoverv of 

storm restoration costs as a result of hurricane5 

2004 and 2005, and timelv recoverv of chanaes 1 'n fue 1 , 

purchased power, conservation, environmental 

compliance costs. Reaulatorv Research .ssociates A 

("RRA"). a firm that focuses ent irelv on reaulation of 

utilities, ranks the FPSC as "Above Averaue 2"xii on a 

scale that runs from Above Averaae 1 (in which there are 

no entries currentlv) to Below Averaae . 3 .  The e r m  

mrankinss are uresented Document No, L Q € u  

SXh1blt.L 

ThE ratino aaenc 

w atte 

. .  

Constructive regulatory policies and practices that 

support the creditworthiness of the utilities a 

regulatory body oversees is one of the most important 

issues rating agencies consider when deliberating 

ratings. Regulation in Florida is considered among the 

best in the country, and that has benefited customers by 
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Q. 

A. 

allowing utilities to provide for their customers' needs 

at a lower cost than they might otherwise. This has 

been one of the factors that have helped Florida 

utilities maintain pace with the growth in the state, 

which is essential to economic development. 

What does S&P emphasize in its ratings g r i d ?  

s&p emphasizes three metrics : 1- 

a nercentaue deb+ outstandinq ("FFO/Debt"). 2 )  

f unds from operations coveraue of interest ("FFO/Int"), 

md ALL 

Lh ri asure 

need to b e covered bv that cash. re c 

measurements that describe how well a comnanv's cash 
from pne rations s u ~ u o r t s  &&& interest 

burden. T: scri ow he v 

ghat bu rden is. Numerous other f inancial metr ics arc 

U u l a t e d  when ii rat=nq i s  aaaned. b u t  &cl&.L 

,, 

petrics are most imDortant. After all, cash 

obligations can only be paid by cash. Therefore, how 

well a company generates cash relative to its cash 

obligations is critical to an analysis of 

creditworthiness. SLP ca 11s "cash -flow -1vS is the 

sinale msL cr  i t  i c a  a s D e c t Q f u a r a t i n a  

17 
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Q. 

A .  

. Althouah thev do not publish a ratinqs 

arid, Moodv's and Fitch use similar financial metrics 

and emphasize cash flow stronqlv. 

eci ions~rxiii 

Do the  ayencies overlay qualitative measures on the 

financial metrics in assigning ratings? 

Ahsolutelv. There are a number of qiialitative issues 

that a f f e c t  g comuanv's ratinq. but the sinqle most 

important qualitative risk factor analvzed by the ratinq 

aaencies electric utilities the qualitv o_f. 

reaulation. Strateav, capital Droarams, customer base, 

gnd bas ic business P rofile (i.e., whether a utilitv is a 

1- r- transmission and distribution companv 02 a_ 

hiaher risk verticallv intearated one)  a- a l l  

inportant, but a_ conpanv's financial inteqritv LA 
5 n l  i . .  i 

GomDanv to c harae. Reaulators authorize t he level of 

return 04 euuitv. the amount of equitv 02 which a_ 

c-v is allowed to earn, and rate desian, and t w  

factors he ID determine cash f l o w .  Since cas h f l o w  is of 

resoundina importance. rating aaencies are keenlv 

focused on rat es and wheth er thev create ca- W 

&muat elv covers fixed obliaations. 
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Q. 

A. 

ShE EPre ntlv aanaed, their descriotive ratinqs a 
a t i v e  to utilities to normalize their expression with 

that used f o r  all other corporate entities. They rank 

-Danies fa business risk u s i n q  the follOlJinq 

apcell at-; " e x c c l l e n  t", " s t rs n q" , ''S ,2 is fa ct o r y  " , 

\\ I ,  Financial risk is described 

a. s "minima 1 " "mode s t " 'intermediate" " a flare s s ive " or 
h i n h l v  leveraoed". All utilities have been iudoed to 

have "excellent" or "stronq" business risk profiles. 

T h i s  reflects the aualitv e reflulation and the 
continued need for supportive reflulation to maintain 

credit ratinas that allow free access capital 

w k e t s .  The entire S&P arid is shown in Document No. 4 

of mv exhibit. 

,. 

Once ratings analysts have all of this information, how 

is a rating determined? 

Ratinas are dete rmined throuah an e xtensive Droce s s  that 

Lnvolves a rbtailed e &nation of all t he m f o r m a t u  

gva ilable the analvs t. auolication a 

ent based on exnhence. IL 

u a1 ict what a ratinq . .  wavs -cult to accuratelv DKed 

acTencv w i l l  S L  Bowever. ratino providg 

uvestors and z&& m u a n  ies SQKe-  
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Q .  

A. 

a r d l o a i e s .  $ & P  is the mos t transva rent about 

their rating practices, althouah $heir matrix that 

Gomuares business risk and financial risk is verv broad, 

ynderstandinc whnn @ minht move a ratinq & 

extremely d i f f i c u l t .  Nevcr the less ,  the c rocess  ratinc 

anencies use determine a ratinq - is fairlv 

st ra iahtforward. the financial metrics 

calculated and an analvst has determined t .he business 

risk level of a comDanv. he or she comuares the results 

Eo those of comparable comuanies in the industrv as well 

as aoainst internal standards that have been developed 

at each ratina aaencv. 

In your opinion, what shou ld  Tampa Electric be targeting 

as its credit rating? 

Tampa Electric needs to access the capital markets in 

order to make capital investments for the benefit of its 

customers. Because it is in competition for capital 

with other utilities and infrastructure entities, it is 

essential that Tampa Electric have credit quality 

sufficient to ensure access to capital under all market 

conditions. In my opinion, that desired rating level is 

in the A range. To achieve this rating, regulation must 

support the financial integrity of the company to a 

20 
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Q. 

A. 

spending period and potential hurricane damage. 

How does S&P view Tampa Electric under its descriptive 

ratings gr id?  

F.1ectric & cor.sidered to have an “excellent” 

ess risk Drofile in Dart because it i s  a reoulated 

w t r i c  ut~ilitv se ~rvipa a growina customer ponul?&ii 

k Flor ida. However, jL & considered LQ have u 

.I ressive” financial r i s k  urofile, indicatircr that the 

financial rretrics are relativelv modest. 

s&p’s bus iness r isk level of “excellent”, a n d  financial 

: ri ile of ” co an f r 

a BBB ratina. !&g ratinq TamDa Electric 

currentlv has. For Tampa Electric to achieve a better 

rating to carry it through its construction program, 

during which financial stress may degrade its metrics, 

the company should have stronger financial metrics. 

-No . 5 of mv exhibit contains a comuarison of 

nc ial metrics to the ra nae needed 

f o r  both the current BBB ratins, assumina an “excellent” 

busi ri 

move t h e  -cation to a more reaso- 

level. which would  crualifv for n ‘intermediate ,, 

. .  
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Q. 

A. 

ratina. 

As ca n be seen. T amDa Electric's metrics, especiallv the 

bDortant flow metrics of FFO/Debt and 

FFO/Interest. currentlv fall in, or near, the auidelines 

for the BBB ratina cateaorv. Kore importantly, however, 

they are deteriorating. With a heavy capital program 

and persistent need to access the capital markets, Tampa 

Electric requires healthier financial metrics to ensure 

capital market access on a sustainable basis. As 

mentioned w reviouslv. Moodv's & concerned about the 

pverall industrv's financial indicators, which "have 

been relativelv stable over the few years ... 

credit n e a a t i v e  since stronaer metrics would be needed 

f;a QffSet t he Wac e 03 risinu business and oweratinu 

*XL" . 

Document No. 5 of your exhibit shows that some of Tampa 

Electric's credit metrics in 2007 and in projected 2009 

fall within the A range of the S L P  matrix. Doesn't that 

indicate that Tampa Electric already has credit metrics 

that should qualify it for an A rating? 

clearlv not. All three of the ratina aaencies affirmed 

zaEl€s Llectr ic's rat inas BBB cat@uorv. m 
23 
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gatina reports state either that Tampa Electric's credit 

metrics are consistent with the current ratinq, or that 

imorovements in the company's credit metrics could lead 

to ratincrs improvements. The S&P matrix that compares 

business risk and financial risk is, as I noted, very 

broad and does not represent the onlv factors affectina 

a ratinq. For example, a utilitv with the same credit 

metrics as Tampa Electric but with modest caoital needs 

that are expected to be met entirely with internal cash 

flows miaht be rated A .  But, it is very clear that 

Tampa Electric has significant capital spending 

requirements that will require external funding, and 

this is a continuation of a trend that has resulted in 

the deterioration of the company's credit metrics over 

time, as Document No. 5 of my exhibit illustrates. 

Q. What are the most recent pronouncements of the rating 

agencies that you believe are relevant to Tampa 

Electric's financial standing? 

A. Most recentlv. Fitch affirmed TamDa Electric's ratina. 

Sitinq. crediL concerns related 9 construction 

expenditures, environmental reauirements. and the need 

for base rate re1 ief to maintain current metrics. &z 

the same time. recoqnizinq the distinction between Tampa 

2 4  
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Q .  

A.  

2 T C  ' h u a d TECO Ener 

ic's oar ent comuanv. t o BBB- (investment 

arade) from BB+ {non-investment arade) . Similarlv. 

Moodv's affirmed Tampa Electri-c's ratinas in December of 

2007 but uDaraded TECO Enerav's ratinas. In its press 

release, Moodv's stated that a " r a t j n s  uparade of the 

utilitv (Tamsa Elect ric) could be considered if there is 

additional claritv on the size and timina of its capital 

expenditure proaram and the maanitude and reaulatorv 

response to potential rate increases related to these 

cauital exI)enditures"X". F i n a l l v .  June 2008, 

chanaed its outlook on TECO Eneruv and TamDa Elect ric tQ 

positive from sta ble statina that the companv "should be 

able to achieve better credit metrics as it focuses on 

mnE=L Electr 

Ghievina cczeater cash realizafiQn throuah- 
geaulatorv Droce-s". Thev 02 say LlxiL 

companv's ab ilitv to man acre reau latorv risk dur ina t& 

construction D rouram & a imDortant factorin 

resolvinu the Dositive 

In your opinion, what are the implications of those 

pronouncements for Tampa Electric? 

First, all three of the rat inu aaencies cite the s m  

GaDital Droura m and necessarv rate re lief ;LS d u e s  

25 



1 

2 

3 

4 

5 

G 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17  

18 

19 

20 

21 

22 

2 3  

24 

25  

Q. 

A. 

concern .  Moodv's - s t a t e d .  i n  i ts  C r e d i t  Opinion on Ta mw a 

E l e c t  r i c  Dub l i s h e d  i n  December of  2007,  t h a t  " the r a t i n q  

& c o n s t r a i n e d  exDected hiah G a D  i t a 1  e x u e n d i t u r e  

;e 13111 i rem? n t_ s for the s v s t e m  r e 1  i 3bil . i tv 2n-] 

environmental  compliance ..." .xvii t h r e e  r a t i n q  

a a e n c i e j  have c l e a r l v  expres sed  t h e i r  o o i n i o n  t h a t  T2 mw2 

E l e c t r i c ' s  f i n a n c i a l  D o s i t i o n  r e s u l t s  from t h e  need t o  

r ecove r  s i a n i f i c a n t  e x p e n d i t u r e s  on i t s  s v s t e m  and t h e  

u n c e r t a i n t v  r e a a r d i n a  f u t u r e  rate d e c i s i o n s .  A s 2  

r e s u l t ,  t h e v  are k e e p i n s  TamDa E l e c t r i c ' s  r a t i n a s  a t  t he 

EBS/Eaa l e v e l  a n t i c i D a t i o n  o f - w  D 

s t r a i n  and u n c e r t a i n t v  about  r e a u l a t o r v  outcomes. 

I f  t h e  Commission approves t h e  ra te  i n c r e a s e  as 

r e q u e s t e d  by Tampa E l e c t r i c  i n  t h i s  p roceed ing ,  w i l l  

t h i s  be s u f f i c i e n t  t o  improve i t s  c r e d i t  r a t i n g ?  

Yes. Look ing  a t  t h e  S & P  a d  
. .  it should  be  s u f u e n t .  

f o r  t h e  2009 test ve,-r  a nd assum- the  reauestnd 

i n c r e a s e  i s  awDro ved. t h e  c r ed i t  metrics aDpear - t o  be  u 

me ranue of i n t e r m e d i a t e  I a n d s h o u l d  ylpport creei t  \\ . ,, 

r a t i n u s  i n  t h e  A r a n a e .  

metrics w o u l d  b r o v e  p e a s u r a b l v  frnm L h d ~  current 
. .  -se r '&e d e c u a  t r w  

r a t i n q  aae n c i e s  ha va d s d  a catalvst iQL future 
26 
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Q. 

A. 

P. 

A. 

guarades o f Tamoa Electric’s credit ratinas. 

Please summarize your direct testimony. 

MV direct testimonv SuDports the conclusion that Tamua 

Electric’s current ratinas are Drimarilv the resiilt of 

1) chanoes in the risk level and seneral nature of t he 

reaulated electric utilitv sector since the comuanv’s 

last rate filina. and 2)  an unrelenting need to fund 

capital expenditures in order to provide service to a 

constar.tly growixg customer base .  I also conclude  that 

in order for Tampa Electric to access the capital 

markets to continue to fund a robust and necessary 

capital program at costs that limit rate impacts on 

customers, it needs to improve its ratings to the A 

level. Approval of the company’s requested rate 

increase should improve its credit metrics and result in 

an A level profile. 

Does that conclude your direct testimony? 

Yes it does. 
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DOCKET NO. 080317-E1 

WITNESS : AB" 

PAGE 1 0 F 1  
FILED:08/11/2008 

--- -1 

NO. 2 

Ratinu Au encies' Ratinu Svmbo Is' 

Investment Grade 
W / A a a  
AA+/Aal 
AA/Aa2 
nn-/Aa3 

A+/A1 
P./A2 

EcLEl 
BBBt /Baal 
BBB/Baa2 
BBB-/Baa3 

Ban-Investment Grade 

B B t / B a l .  

BB/Ba2 
BB-/Ba3 
B+/B1 

B/B2 
B-/B3 
cCC+/Caal 

cCC/Caa2 
cCC-/Caa3 

CC/Ca 
C / c  

D/na 

definition for the lowest investment arade cateaorv. 
BBB/Baa (includina the 1 1, 2, and 3 aradations) means 

are 'sub1 'ect & moderate credit risk. T U  are 
considered medium-urade & s-ch. pcssess certair. 

W - BBLBa rated. QL n o n n t  m a d e  

d s t a n t i a  credit LUK &jJ& p.aps~ 
d d e r e d  sDec ulative a nd -subject to hiah credl r 
The differences between investment made and non-investment 
arade can be suite stark in terms of acces s to, and cost of 
fynds in the markelmlace. and at times. e ven the difference 
between -ratesred fo K A m d  BB B mted issuer& 
m n  be mite strikina. 

iudaed to have meculative elements and are subject to ,. 
't iSk" 3 ,, 

- 
L S W d F i  tch. who use the same ratine svmbols, =first WI l h  Mwdv's svmbols after the slash 

'S ratinns definitions. Mwdv's Sourcebook. Power and En- Comoanv. October 2004 : SBP'S 
fi . .  
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DOCKET NO. 080317-E1 
EXHIBIT NO. - fSDA-1) 

DOCUMENT NO. 3 
PAGE 1 OF 1 
FILED; 08/11/2008 

Public Utilitv Conunission Rankings 

Conwiled bv Remlatorv Research Associates 

AS Of ADri.1 3 0 ,  2008 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

:RRA Rankinq ;RRA Ranking 

.Alabama . .  . . . . . .  !Above Averaae ..... LZ New Harmshire .Averaqe L3 
:Arkansas i k l o w  Average L 1 j Ncwk!=z #Averaoe L2 

;Averaae L3 Average L3 €uimM 
Averase LZ : QJifornia :Averaae L 1. 

Colorado Average / 2 New York 'Averaae / 2 
'Average I ?  Connecticut 

rict o OklahDma Averaae LZ f Columbia iAverase LZ 
Delaware Averaae L1_ :Qreaon :Average L1 

Above Averaoe Lz Pennsv IV& Average ,/s 
:Average :- Average f Z 

Averaae f L 
Feoraia 

,- Hawaii !Average LZ_ 
Above A ~Averaae L Z  

Jennessee 'Averaae L L mtlQ ,Averaae L3 
Illinois j Below Averaae L 2 Texas Below Averaae L L 
IndianJ ;Above Averaae L2 'kxz5 Below A v e w  / L 
KsxEcs 

~Kentucky ,Averaae LZ Virginia 

. . .  . . . . . .  . .  . .  

. . , . .  ~ ~. 
:Nevada 

. . . . . . .  

.......... . . . . . . .  ;Averaae L3 .w . .  . 
. . . . .  . . .  

. .  
. ~ . . .  

. . .  . . . . .  . . . . . . . . . .  'Iowa : veraae L 3 ,sputheaknta 
. . . . . . . . .  . . .  . .  

, AVeraae L1. .Average 1 2 
Above Average L3 : 

. . . .  

. . . . . .  

. . . . . . . . . . . . . .  :Vermont :nveraae/ 3 . . . . . . . . . . . . . . . . . . . . . .  IAveraae L2 ;Louisiana 

............................... Massachusetts i m L  L : Washin- &!%%E/L 
Marvland 4 l Averaae ........ I 2 .Wisconsin $t"w L Z  

L.L :Averam I 2 

Michiam ;Averaae L 2 'Wvomina iAveraoeu . . .  , , , 

Averaoe Lz 
i m  

:Above Averaae L3 - ...... W o w  Averaae LL 
U r t h  Car olina -Above Averaae I 2 

Morth Da kota AwxaQ2Lk! 
w r a s k a  !Averaae . .  LZ 

i . . ~  . . . . . . . . . . . . . . . . . . . . . .  

:West Vir- Below Aver= . . . . . . . . . . .  .wajn? 

! .  . .  

. . . . .  !nveraae.LS . . 
~ . .  

~ 

: MiSSlSSlDDl . . . . . . . . . . . . . . . . .  ................................. 
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DOCKET NO. 0803 17-E1 
FILED: January 7,2009 

FLORIDA INDUSTRIAL POWER USERS GROUP’S 
MOTION TO STRIKE PREFILED TESTIMONY AND EXHIBITS 

OF SUSAN D. ABBOTT AND GORDON L. GILLETTE 

EXHIBIT C 
Rebuttal Testimony and Exhibit of Susan D. Abbott 

(with hearsay testimony underlined) 



PETlTiON FOR AN INCREASE IN BASE RATES 

AND MISCELLANEOUS SERVICE CHARGES 

REBUTTAL TESTIMONY 

BEFORE THE 

FLORIDA PUBLIC SERVICE COMMISSION 

DOCKET NO. 080317-El 

IN RE: TAMPA ELECTRIC COMPANY'S 

SUSAN D. ABBOTT 

ON BEHALF OF TAMPA ELECTRIC COMPANY 
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Q. 

A. 

construction program and the need to purchase large 

amounts of fuel and purchased power on a regular basis. 

Solid creditworthiness is essential for both access to 

the financial markets, and to make capital expenditures 

and to purchase fuel, materials, and supplies necessary 

to produce electricity for ratepayers. My 

U l e i L L t  to helu t he Commiss- 

intQ U haK finanrial declslon 4 Prov~d.Lw luJ.!&L 

hLesuL&iL-*- 2) how 

rating agency actions affect a company's access to 

capital, and 3) what the financial metrics would be with 

and without the rates requested, both cases assuming a 

55 percent equity level, as a way to gauge the effect on 

Tampa Electric's financial integrity of any decision the 

Commission makes. Dr. Woolridge, Mr. O'Donnell, and Mr. 

Herndon make no attempt whatsoever to provide 

information on what their recommendations would do to 

the financial integrity of Tampa Electric. 

. .  

. .  . .  . .  

How do Dr. Woolridge, Mr. O'Donnell, and Mr. Herndon 

reflect their interpretation of your testimony? 

In his direct testimony, Dr. Woolridge states on pages 

85, lines 19 through 21 and 86, lines 1 and 2, that I do 

"not perform any studies to evaluate the adequacy of Dr. 

4 
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Q. 

A .  

Q. 

But shouldn't Dr. Woolridge, Mr. O'Donnell, and Mr. 

Herndon expect ratings analysis to include consideration 

of allowed returns on equity? 

Yes. Any credit analysis includes an examination of 

allowed returns on equity. However, more important to 

creditworthiness than the level of returns allowed is 

hcw ROE, capital structure and rate design work together 

in light of the level of a company's business risk to 

generate cash flow that is adequate to support a 

ccmpany's credit ratings. M r .  Herndon fatuously states 

that I suggest that the company's ratings would 

"automatically" improve if it were granted its requested 

return on equity. After 20 years of working at a rating 

agency, and more than ten years working with them from 

the outside, I know that nothing is "automatic" about 

what they do, and the return on equity is far from the 

only thing the rating agencies look at. W.h& M 

Quuaest was that amroval of t.he re- 

&caDital ----- 
to the p- r a i x u s  bv 

r a t i n a  auacies waul- 

Why have you concluded that none of the three intervenor 

witnesses demonstrates an understanding of the rating 

6 
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Q .  

A .  

Why is D r .  Woolridge mistaken in his approach to this 

issue? 

nleinclusion ef a d,&& eauivalents has been 

incorworat ed as a core Dart of utilitv credit analvsis 

by t-he rat ina aaencies s ince the earlv 1990s. S&P has 

alwavs taken a more svs tematic awwroach to the issue 
than has Moodv's. S&P has nuhlishci! num~lerous a r t i c l e s  

M the tow ic. and clearlv s tated in it s M 3 j r  7, 2007 

updat e on the topic, "in cases where a reaulator has 

established a power cost adjustment mechanism that 

recovers all nt PPA cost s,  we emwlov a risk factor 

af 25 percent ..." Florida has established such an 

adjustment mechanism, and therefore, Tampa Electric 

qualifies for S & P ' s  25 percent risk factor adjustment. 

In addition. as TamDa Electric witness Gordon Gillette 

discusses in his rebuttal testimonv. a has told TamDa 
Electric u a t  this is the risk factor thev pse when 

a adlustaents -Lee m s heet 

ss-throuah Uoucrh k a purchased power cost pa 

in Florida. s&E mDarent lv b& 'eves there is 

enouah res idual r isk to ref1 ect a 25 Deaent risk factor 

+D its ana lvsis. indicatina t hat thev do not bel ieve the 

pass throua 

EEBS. 

. .  

- h claw e entirelv mitiaa tes the risk of the 

B 
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Q. 

A. 

Q. 

A. 

Q. 

How do you respond to the claim that Moody's does not 

adjust for PPAs, and, therefore, those adjustments 

should be ignored? 

~~~~~ ' t b e s c a k d a i x a & & &  

eauivalent iQLET&L m i u s t d Q n a t D l ; t n i l r h  

weiaht on thgm as does S & P . a  mav nnt._UIVlpr c e r t h i n  

h a ' r  r,~. r C  circumstances. reflect + .he a - ' 

Ne verth eless. th- conceDt that if r a t m a  ac: p n r i p s  ma L p  

different ad1 'ustments. those adiu- s h o i i l d  .omchow 

no sens p .  roach ~ h n : ~ : .  .i 1 2  ck 

of how investnrs view rnt.uqs& 

Why is that? 

If the inclusion of PPA obligations as debt equivalents 

results in pressure on either a rating that becomes 

visible to investors in the form of a negative outlook, 

or a lower rating than another agency has for that same 

company, the investors will default or give more weight 

to the lower outlook or rating. That negatively affects 

a company's ability to access the market and affects the 

interest rates for new debt. 

You cited two issues Dr. Woolridge is mistaken about. 
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A .  

Q .  

What is the second? 

Dr. Woolridge emphasizes that debt imputed by S&P 

relative to PPAs is not GAAP accounting, and therefore 

investors will not see the liability on the company's 

financial statements. 

The ratinc scencies u s e  GP.AP st a t e m  n t c  ;-7. -. .t.,ti, 

& their analyses. However, since t h e y  

interested & C a s h  f low measures O_f. 

.to. credit wo r t h in e s s , 

financial statements to in clude or exclude i t e m  Til52 

, L  wlll&=routine- 

ratinq acencv believes t h o s e  items r e p r e s P n t  & Lhcd. 

obliqation or chanae the level of cas h flo w. T h & L m d =  

t 3 P  S treaUnaL 
. .  

0- be. & 

routinelv uubush reports on tke adjii3t- 

so investors are well a ware of what thev -re. b x L s L a 3  

d;ts as the 

of a_ company's creditworthiness. If Dr. Woolridge 

understood that, he would never have made the odd 

statement that investors would never see the adjustments 

the rating agencies make. 

What statements did Mr. O'Donnell make that indicates he 

10 
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A. Mr, O'Donnell is being provocative rather than helpful 

in his critique of my testimony. The 'conflict of 

interest" that he refers to on page 42, lines 6 and 7, 

is grossly misunderstood by most and irrelevant to this 

case. It involves the erroneous assumution on the Dart 

of scme that the ratina aaencies cannot be obiective 

because thev are uaid bv the issuers thev rate. It is 

k r d  to see why, even if the assertion were tr'.!c, it is 

relevant here. In addition, he suggests that I believe 

rates for electric service should be set by the raping 

agencies and that I d3 not understznd the regulatoxy 

process. Further, the idea that a management concerned 

with its r a t i n g s  is going to take risks it otherwi.se 

would not demonstrates a complete lack of understanding 

of rating agencies. Rating agencies do not like risk, 

and would, therefore downgrade or otherwise maintain a 

low rating on a company that increased its risk. 

Therefore, where is the incentive provided by a rating 

agency for company management to take risk? There 

simply is no incentive. Mr. O'Donnell's st,atements have 

nothing to do with the substance of my testimony, or 

Tampa Electric's financial integrity. He seems to have 

been unable to formulate a cogent argument as to why 

Tampa Electric's financial integrity is not important to 

the Commission, and has chosen instead to attack the 

12 
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Q. 

A. 

recovery clauses the FPSC allows which do diminish risk 

to a certain degree, they have not demonstrated that 

they understand that the utility industry suffers from 

high levels of financial risk. 

What do you mean by "financial risk"? 

. .  Ratina aaencies ccnstrcct r a t i n a s  b c t h  

business risk a& financial risk. Business risk 

includes such issues as regulatory practices, the growth 

rates for electric service in the service territory, 

fuel use, customer mix, etc. Financial risk relates to 

haw much leverage a company has ar.d how w c l ;  fts cash 

flow covers its obligations. As L wlained ih m a  

direct test imonv. s L L e E % I & & s a J L - m  
I, \\ " 

Leveraaed . V 1 8 0  utllltles s & P  

have .\ Excellent ,, M e s s  risk DKO- u 

. . .  #, 

business ~ L = i ~ U ~ ~ ~ ~  

- m u -  K i S L ~ ~ ~  .\ . ,, 

have ,, Modest" As a resul t .  e v e n  their 

QnJ.Yu%k=La=an business-- . .  

m a a e  industrv ratina of BR& Ln todav's markets. BBB 
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Q. 

A. 

can not access the m e t s  at all at ti- 

can do so .  but onlv at verv hiah cost. 

What indicates that Dr. Woolridge, M r .  O'Donnell, and 

M r .  Herndon are out of touch with market conditions? 

Several things. First, Mr. Herndon illogically claims 

that a 7.5 percent return on equity wo~.ild be attractive 

to investors. In the current market environment, if BBB 

utilities even have access to the markets, they are 

paying 9 percent and 10 percent for IO-year debt. No 

equity investor will accept an equity return that is 

less t h m  the com.p;ir.y's ccst of debt, sinply h e c a u ~ e  the 

equity holder's risk is higher than the debt holder's. 

In fact, that subordinate position leads equity 

investors to demand a reasonable spread between the cost 

of debt and the return on equity. Mr. Herndon also 

compares his recommended return on equity to the risk 

free rate, which is quite low. In fact, the Treasury 

rate has been pushed down to stimulate economic growth, 

while the credit markets, when they are open, are 

requiring higher and higher spreads to that Treasury 

rate. market was c losed entirelv fo r 

Hhen it reoDe ned. it OD ened to 

AA rated ut ilities and AAA corDorations. Soreads. 
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9 .  

which had been in the 175 to 3 0 0  bh- 

_ -  A rated utilitieg & & & spli+ rated 

n r i n r  t n  t h e  

market closina increased. ~~~~d~ 

recentlv at almost 700 bas is-” 

year debt of investment rpted 

Dr. Woolridge claims that capital costs are at historic 

l ows .  This is the sane misinformaticn provided by ?Ir. 

Herndon. Treasury rates may be a’; P-istoric lows, but 

utilities do n o t  Sorrow at Treasury rates. The evidence 

is clear that interest rates required by investors to 

lend money to utilities are higher than they have been 

s i n c e  the recovery  fro= the e c o n o r i c  slurnp =f t!ie e a r l y  

1990’s. In addition, the difference in cost from one 

rating category to the next is higher than it has been 

in at least 20 years. More importantly, access is 

limited. DesDite m a  utilities havinaaooressive 

construction SDendina n e e L L x i u n c e  of U-1 1 t! d e h t i n  

fhe U.S. droDDed in the third ~ u d r . r  

. .  

half. from billion tp $ 9 . 7  ‘ l a  

Dealoaic. 

The absence of a study of the cost of an increase in 

Tampa Electric’s ratings, assuming the requested return 

on equity is granted, has been criticized by both Mr. 

18 
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Q. 

A .  

the targeted 55.3 percent equity ratio, with and without 

the requested rate increase. However, Tampa Electric’s 

witness Mr. Gillette provided a complementary exhibit to 

mine which included what the financial metrics would be 

without the proposed rate increase at Tampa Electric’s 

2007 equity ratio of 46 percent. The resulti n q  

i m h n t h  r a t e  

r e l i e f  a n d  thp cropns-d n ~ r u i t y  r a t  i r \  t n  b o  p n r C  ,= r 91, rn + 

of 2 c h i e v i r . q  credit r;l+iqn qar-*QLn,-i w,t’l 1 

. .  

. .  

taraeted sinqle A debt rating, 

Please summarize your rebuttal testimony. 

My rebuttal testimony explains my view that Dr. 

Woolridge, Mr. O’Donnell and Mr. Herndon either did not 

understand, or will not acknowledge that my direct 

testimony was in support of Tampa Electric‘s need for 

improved financial integrity in order to access the 

capital markets to successfully pursue an ambitious 

construction program undertaken for the benefit of 

ratepayers. None of them explored what their own 

recommendations meant to the financial integrity of the 

company, and they seem to have failed to understand the 

benefits to both consumers and financial partners of a 

financially healthy utility. I have demonstrated that, 
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contrary to Dr. Woolridge, Mr. O’Donnell and Mr. 

Herndon‘s claims, a L r k f % % F L L f 2 h Q t h  

difficult to access and are dpm-n? rat09 n f  

interest. w i Q r - ! d l d E Q u l d h 9  

“creditworthv” entities. I have also injected some 

balance into their views of how much risk the utility 

industry endures. My direct and rebuttal testimonies 

were written to illuminate the is.sue of financial 

integrity ar.d how irportant it is to a corrpany th t  

needs to access the capital markets on 2 regular basis. 

Not one of the witnesses acknowledges my focus on cash 

flow and how a regulatory decision affects credit 

metrics. The Ccnnissicners, w5.ile taking ir.t? 

consideration all of the relevant testimony provided 

them in this case, must understand that their decision, 

which is theirs alone to make, will have a profound 

impact on Tampa Electric‘s ability to access the capital 

markets, and at what price. Credit metrics combined 

with business risk factors dictate the level of a 

company‘s creditworthiness. Creditworthiness defines 

the ability of a company to access the capital markets. 

With a $3.5 billion construction program in progress, 

Tampa Electric needs to improve and then maintain its 

financial integrity in order to access the markets at 

will. This message was lost on Dr. Woolridge, Mr. 
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Financial strength is often referred to in regulatory 

circles as "financial integrity". If the company and its 

regulators act in ways that maintain or enhance the 

company's financial integrity, customers will ultimately 

benefit. The Commission has a history of performing the 

delicate balancing act between rate increzses and 

maintaining financial integrity very well. The ratino 

aaPnCl ' e s  and Wsll Street alike have lona recoqnizeci- 

Commission for its constructive reaulatorv deicisicn 

makincr. The Commission is viewed by Wall Street and the 

public as being tough but fair in reaching ar. appropriate 

balance between the interests of customers and investors. 

CREDIT RATING OBJECTIVE 

Q. 

A. 

Q. 

What is Tampa Electric's current credit rating? 

Tampa Electric is currently rated in the BBB range by the 

three major rating agencies: Standard & Poor's ("S&P") ,  

Moody's Investor Service ("Moody's") and Fitch Ratings 

("Fitch") . In her direct testimony, witness Abbott 

explains in more detail how the rating agencies currently 

view Tampa Electric and how they have derived their 

ratings for the company. 

What credit rating is the company targeting in the future 
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Q. 

A. 

Do the credit rating agencies publicly announce or 

publish what it takes to achieve certain credit ratings? 

No. W processes & ratinz aaencies 

determine credit ratinas are GO m l e x  U m d p r  many 

aualitative and Quantitative factors. The ratings 

process typically provides little transparency, and  the 

rating agencjes publish no prec:se quidclines r e g z r d i n g  

how to achieve a certair! rating. S&P is the only rating 

agency that ?.as even a t t e - p t e d  to provide some l eve l  cf 

quantitative guidance. S a w  years ago, S&P published a 

matrix that identified ranges of credit parameters, such 

as coverage ratios, necessary to azhieve cextair. credit 

ratings. However, S&P has recently modified this matrix, 

broadening the ranges for the ratings and leaving more 

room for judgment on their part, but creating greater 

uncertainty on the part of debt issuers, like Tampa 

Electric, on the exact quantitative targets needed to 

achieve certain credit ratings. In addition, since the 

rating agencies consider qualitative factors as well, 

achieving the quantitative parameters does not ensure 

that a particular rating will actually be achieved. 

CAPITAL STRUCTURE 

Q ,  What capital structure is Tampa Electric proposing in its 

17 
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A .  

Q. 

A. 

test year? 

Tampa Electric is projecting, f o r  the 2009 test year, a 

jurisdictional adjusted 13-month average financial 

capital structure consisting of 44.7 percent debt, 

including off-balance sheet Purchased power obligations, 

and 55.3 percent common equity. This 55.3 percent equity 

r a t j o  i.; necessary s i n c e  the company h c l i % . ~ c -  thc 

combination of this capital structure and the r c s : ~ l t i n g  

cs~~ez-age ratios shoi l lc i  enable the achievement of c z e d i t  

paraneters commensurate with debt ratipgs in the single 4 

range. 

What coverage ratios are important to rating agencies? 

AS Da rt of their auantitative analvs es. r atina aa encies 

focus on cash co veraae ratios to d etermine a ComDa nv's 

a b i l l t v 1 ; Q t l E L ~  interest-&- 
gbliaations. TvDical coveraae ratios reviewed by Lhg 

gaencies Funds from QDerations & Interest 

mxki from Omrations - 
FFO/Debt). Document No. 5 of my exhibit shows Tampa 

Electric's credit parameters on a historical and 

projected basis. It shows that there has been a 

significant deterioration in Tampa Electric's credit 
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Q. 

A. 

metrics as used by the credit rating agencies. If Tampa 

Electric's requested rate increase was not granted and 

the capital structure remained at the 2007 level, there 

would be another significant decline in the credit 

parameters. For Tampa Electric to improve its credit 

metrics, equity infusions from TECO Energy and base rate 

relief are needed. In her direct testimony, witness 

Abbott further addresses these credit parameters and the 

effect these factors have on Tampa Electric's credit 

ratings. 

Did you consider other credit parameters when targeting 

ratings in the single A range? 

Yes. filthouah the ra tin a aaencies tend to focus on cash 

soveraae ratios. a nother commonlv used uarameter in the 

trv i s  an Farninas Before Interest a u d 2 a e a  

ta Interest (EBIT/Interest) coveraue ra t io .  This 

coverage ratio is included in the company's MFR Schedule 

D-9 and is reported in Schedule 5 of the company's 

monthly Surveillance Report filings. Tampa Electric's 

coverage ratio for EBIT/Interest has been declining and 

is projected to be 2.1 times in 2009. This same coverage 

ratio averaged 4.6 times in 1992 through 2000 and 3.5 

times in 2001 through 2007. The 2.1 times represents an 
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A. 

Q. 

A .  

P. 

comoanv' DroDosed --an 
I .  adiustment fo r this imvutation of deht, 

Using the S&P methcdology, please describe the 

calculation f o r  the additional debt that reflects the 

associated risk of long-term purchd-sed power agreemerits 

in Tampa Electric's capital structure. 

S&P discounts €uture capacity payments usinq a discount 

rate based on the cost of debt, and then applies a "risk 

factor" to determine the amount of imputed debt to 

include in the adjusted debt to total capital. For 

similarly situated electric utilities as Tampa Electric, 

S&P uses a risk factor of 25 percent. S L P  also imputes 

an annual amount for interest expense in cash coverage 

ratios for the imputed debt. 

Using S & P ' s  methodology, how much debt and interest 

expense has been imputed to recognize the impact of 

purchased power agreements on Tampa Electric's capital 

structure for 2009? 

21 



TAMPA ELECTRIC COMPAKY 
DOCIOZT NO. 080317-E1 
EHHIBIT NO. - (GLG-1) 
WITNESS: GILLETTE 
DOC- NO. 4 
PAGE 1 OF 1 
FILED: 08/11/2008 

01 aJI *l.-lO 

0 1  a1 LDI .-I 0 

4 4  



DOCKET NO. 0803 17-E1 
FILED: January 7,2009 

FLORIDA INDUSTRIAL POWER USERS GROUP’S 
MOTION TO STRIKE PREFILED TESTIMONY AND EXHIBITS 

OF SUSAN D. ABBOTT AND GORDON L. GILLETTE 

EXHIBIT E 
Rebuttal Testimony and Exhibit of Gordon L. Gillette 

(with hearsay testimony underlined) 



BEFORE THE 

FLORIDA PUBLIC SERVICE COMMISSION 

DOCKET NO. 080317-El 

IN RE: TAMPA ELECTRIC COMPANY'S 

PETITION FOR AN INCREASE IN BASE RATES 

AND MISCELLANEOUS SERVICE CHARGES 

TAMPA ELECTRIC 

REBUTTAL TESTIMONY AND EXHIBIT 
OF 

GORDON L. GlLLElTE 



1 

2 

3 

4 

5 

6 

7 

9 

10 

11 

12 

13 

14 

15 

16 

1 7  

18 

19 

20 

2 1  

22 

23 

2 4  

. .  
is Tampa Electric’s. jzecenL d i s n l s q i c m s  

Kith Lhe ra- suggest t h a t  Tamp;l F , l p c t r ~  ‘r, q 

GLuxBIL-- il;s r a t i n  

not S u f f l c l e n t  t n  3ustify a s i m p  A r a t i l l q ,  
. .  

Hence, 

the more important factors for Tampa Electric to obtain 

stronger debt ratings are for the company to receive the 

rate relief requested, including the proposed equity 

ratio and return on equity. 

CAPITAL STRUCTURE 

Q. Messrs. Woolridge and O’Donnell suggest alternatives to 

the 55.32 percent equity ratio proposed by Tampa 

Electric. Why should the Commission reject their 

recommendations and use the company’s proposed equity 

ratio? 

A. In the interest of lowering the revenue requirement, the 

intervenor witnesses have recommended much lower equity 

ratios than the company has proposed. Although they 

derived their recommended equity ratios using different 

arguments or justifications which I will discuss later in 

my testimony, their recommendations were similar (48.9 

percent and 49.6 percent) compared to the company’s 

proposed 55.32 percent. While Mr . 0’ Donnell’ s 49.6 

percent recommendation was not stated directly in his 

12 
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A. D r .  Woolridge makes three basic points in support of his 

position that a PPA adjustment is not warranted; 1) the 

risk factor is not defined, 2) the adjustment is not in 

accordance with GAAP accounting, and 3 )  the PPA payments 

are unlike debt. While Ms. Abbott addresses some of 

these issues in her rebuttal testimony, I have a few 

additional comments regarding his first and third points. 

In h5s first point, Dr. Woolridqc q’L:es t icns  the ilsc of 

the 25 percent risk factor in calculating the i:npu:.td 

debt amount and he states that the “S&P risk factor for 

imputing debt is not well defined and cannot be assessed 

in this situation.” To Lhe contrarv. throuah direct 

discuss ions with S&P, the c0mtmr.v is aware that S&P h z s  

5 
ratinonma&%= ’ af Tames Electric aKmlvinq a 25 

the Drese nt value of the PPA capacitv 

This is exactly what Tampa Electric has done 

in preparing the projected adjustment in this proceeding. 

further guoDorted & Document No. 1 
Rebuttal Exhibit No. - GLG-2) which is an article that 

suoaests a a percent factor for 
comDanies uLh reco verv c lause mechanisms similar 

ectric’ s .  
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