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Please state your name and business address.
My name is Scott Teel. My business address is One Energy Place,

Pensacola, FL 32520.

By whom are you employed and in what capacity?
I am employed by Gulf Power Company (Gulf or the Company) as Vice
President and Chief Financial Officer (CFO).

What are your responsibilities as Vice President and CFO?

| am responsible for maintaining the overall financial integrity of the
Company. My areas of responsibility include the Accounting, Corporate
Secretary, Treasury, Regulatory Matters, Corporate Planning, and Supply
Chain Management departments. | am also responsible for maintaining
the overall financial and accounting records of the Company. Gulf
maintains its books and records in accordance with Generally Accepted
Accounting Principles in the U.S. (GAAP) and the rules and regulations

prescribed for public utilities in the Uniform System of Accounts published

by the Federal Energy Regulatory Commission (FERC), and adopted by

the Florida Public Service Commission (FPSC or the Commission).
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Our books and records are audited by Deloitte LLP, independent public
accountants, and a copy of their latest audit opinion is included in the
Company’s 2010 Annual Report to Stockholders, which is filed as MFR F-
1 in this case. Gulf’'s books and records are also subject to periodic

review by the FERC and the FPSC.

Please state your prior work experience and responsibilities.

Prior to moving to Gulf in 2010, | served as the Vice President and CFO
for Southern Company Operations. In that role, | was responsible for the
financial services of the Power Generation and Transmission
organizations, which included budgeting and reporting, wholesale
generation contract services, Open Access Transmission Tariff (OATT)
administration and billings, and internal controls. | was also responsible
for the Fleet Operations and Trading functions. Other roles that | have
filled at Southern Company include Energy Trading Manager in Fleet
Operations and Trading, and Assistant to Southern Company’s Executive
Vice President and CFO. Prior to joining Southern Company, | held

various positions at Ernst & Young and Sonat.

What is your educational background?
| graduated from the University of Alabama in 1992 with a Bachelor of
Science in Commerce and Business Administration and a major in

Accounting.
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Do you hold a professional license or certification?
| am currently an inactive member of the Alabama Society of Certified

Public Accountants.

What is the purpose of your testimony?

My testimony begins with an explanation of the actions Gulf has taken to
avoid a.base rate increase for almost a decade, particularly over the last
several years during an especially difficult economic period for our
customers. | then explain the Company’s decision to use a projected
2012 test year for ratemaking purposes and the drivers behind the request
for rate relief. | discuss the importance of the rate relief Gulf is requesting
to Gulif's financial integrity and credit quality. | also discuss Gulf’s capital
structure and cost of capital. Finally, | explain why it is not appropriate to
make a parent debt adjustment to Gulf’'s income tax expense in

determining our revenue requirement.

Are you sponsoring any exhibits?

Yes. | am sponsoring Exhibit RST-1, consisting of Schedules 1 to 11.
Exhibit RST-1 was prepared under my supervision and direction, and the
information contained in that exhibit is true and correct to the best of my

knowledge and belief.

Are you sponsoring any of the Minimum Filing Requirements (MFRs) filed

by Gulf?

Docket No. 110138-El Page 3 R. Scott Teel
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Yes. The MFRs that | sponsor in their entirety or that | jointly sponsor are
listed on Schedule 1 of my Exhibit RST-1. The information contained in
the MFRs that | sponsor or co-sponsor is true and correct to the best of

my knowledge and belief.

Il. GULF’S EFFORTS TO AVOID A BASE RATE INCREASE .

When was Gulf’s last base rate increase?
Gulf’s last base rate adjustment became effective on June 7, 2002. By the
time this proceeding is complete, it will have been almost ten years
between Gulf’'s base rate increases. The Commission’s decision granting
Gulf’s last base rate increase was in Order No. PSC-02-0787-FOF-EIl in
Docket No. 010949-El.

What major events and challenges has Gulf had to address in the decade
since its last rate case?

Over the last decade Gulf has weathered a number of events and met
significant challenges while continuing to provide reliable service to a

growing customer base without increasing base rates.

The day after Gulf’s last rate case filing was made, the mindless
destruction of the World Trade Center occurred. Our government
responded by heightening security, including security associated with

critical infrastructure like the power grid. In order to increase security for

Docket No. 110138-El Page 4 R. Scott Teel
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critical pieces of infrastructure, Gulf has taken measures to improve
physical security at substations and generation plants, including security
checkpoints, cameras and other monitoring equipment. Additional

measures have also been taken to improve cyber security.

The years 2004 and 2005 brought a number of major hurricanes to the
continental United States aﬁd the Gulf Coast, including several in Gulf's
service area. Gulf was recognized for its prompt response in restoring
service and hope in the aftermath of these disasters. In both 2004 and
2005, the Edison Electric Institute awarded Gulf the Emergency Response
Award for hurricane restoration in our service area and the Emergency
Assistance Award for the Company’s assistance to other companies who
suffered hurricane damage. Gulf’s efficiency and cost consciousness
minimized the financial impact on its customers. These storms, however,
have had lasting impacts on Gulf’s distribution system as described by
Gulf Witness Moore in his testimony. In addition, mandated storm
hardening requirements have been enacted. These requirements are
designed to benefit customers in terms of mitigating service interruptions,

but they have imposed additional costs on Gulf and our customers.

In 2008, the United States experienced a near complete meltdown of its
financial system, triggering a deep economic recession more severe than
any since the Great Depression. This economic downturn affected Gulf
on many levels. Thousands of jobs were lost in Gulf's service area,

making it difficult for customers to pay their bills and increasing Gulf’'s bad

Docket No. 110138-El Page 5 R. Scott Teel
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debt expense. The impacts to the local economy stalled sales growth and
resulted in a decline in Gulf’'s base revenues. At the height of the financial
crisis, the availability of commercial credit was severely limited; however,
due to its strong financial position and credit ratings Gulf's access to the

capital markets was not disrupted.

Then, to finish the decade, the entire Gulf Coast experienced an
unprecedented environmental catastrophe in the form of an enormous oil
spill. Prior to the oil spill, the tourism and recreation industry in Northwest
Florida showed signs of recovery from the recession. The oil spill
interrupted this recovery and resulted in significant reductions in tourism

and associated recreational activities.

During this momentous decade, Gulf Power has successfully undertaken
and performed its duty to serve the public. Despite these major
challenges and associated rising costs, Gulf has maintained system

reliability and customer satisfaction.

How has Gulf managed to avoid requesting base rate relief for almost a
decade?

There are a number of factors that have contributed to Gulf’s ability to
maintain the same base rates for nearly ten years. The combination of
stable economic growth in its service area for most of this period and
Gulf’s effective management of its resources are primary factors. The

regulatory framework in Florida has also been effective in allowing for the

Docket No. 110138-El Page 6 R. Scott Teel
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recovery of certain prudent costs without a costly and lengthy base rate
proceeding. Finally, Gulf has taken additional steps over the past several
years to avoid a rate increase during the recession. All of these factors
have allowed Gulf to provide reliable service at a reasonable cost to its

customers without a base rate increase for close to ten years.

What additional steps has Gulf undertaken to avoid asking fér a base rate
increase during the recession?

The Company has taken a number of actions over the last several years in
an effort to avoid a base rate increase to customers. As Gulf Witness
Buck discusses in his testimony, Gulf employs a rigorous annual planning
and budgeting process which prioritizes resources and assures that
customer needs are met in a cost-effective manner. As discussed by Gulf
Witnesses Grove, Moore, and Caldwell, spending for production,
distribution, and transmission has been closely managed. At the same
time, concentrated efforts have been made to continue to provide reliable
electric service to our customers. Gulf’'s excellent performance statistics
are an indication that our system has been well maintained and is

operating efficiently and cost-effectively.

As Mr. Grove describes in his testimony, through Gulf’s effective ongoing
maintenance practices, the Company has been able to extend the
expected useful life of many of its generating units by as much as twenty
years. This reduces annual depreciation expense and postpones the next

need for additional generation resources.

Docket No. 110138-El Page 7 R. Scott Teel
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In 2009, Gulf made further efforts to control costs during the economic
recession by implementing restrictions on hiring and granting no merit

raises to non-union employees.

The Company has done its best to reduce expenses during the difficult
economic times that have faced us all the last few years. Now, Gulf finds
that additional revenues are necessary to continue to provide quality

service and maintain our financial integrity.

ll. TEST YEAR

What test year has Gulf used to calculate its proposed rate increase?
Gulf has chosen a 2012 projected test year. The test year projections
were developed as part of Gulf's 2011 budget process. As described in
more detail by Mr. Buck, Gulf's annual budget process produces a budget
for the current year and a budget forecast for the four subsequent years.
The 2011 “prior year” shown in the MFRs is also the result of the 2011
budget process, while the 2010 “historical year” reflects actual results for

that year.

Please explain why 2012 was chosen as the test period.
The 2012 test year is the best representation of Gulf's expected future

operations. The 2012 test year properly matches Gulf’s projected

Docket No. 110138-El Page 8 R. Scott Teel
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revenues with the projected costs and investment required to provide

service to customers during the period following the effective date of the
new, permanent rates in this case. Gulf’'s use of a projected test year is
also consistent with the Commission’s long-standing practice to approve

projected test years.

The most recent historic year is 2010, which is not representative of
expected revenues and expenses on a going forward basis. During 2010,
Gulf made significant efforts to curb capital and O&M spending levels to
avoid having to request base rate relief during the recession. Also in
2010, base revenues were still in decline from peak levels in 2007. The
2012 revenue forecast is more representative of the revenues for the
period the new rates will be in effect. The operating conditions
experienced by the Company during the depths of the economic downturn

simply are not indicative of future operating conditions.

lll. GULF'S RATE REQUEST

What is the amount of base rate relief that Gulf is requesting in this case?
Gulf is requesting an annual increase of $93,504,000 in base revenues.
This is the amount necessary for Gulf to continue to provide quality
service to its customers and give Gulf the opportunity to earn a fair rate of
return of 11.7 percent on its common equity, as supported by the

testimony of Gulf Witness Dr. Vander Weide.
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Why is it necessary for the Company to seek rate relief at this time?
As shown on Schedule 2 of my exhibit, since 2007 Gulf’s rate base and
O&M expenses have increased substantially while base rate revenue

growth has stagnated.

During this period Gulf has made significant investment in production
assets and transmission and distribution.facilities. By 2012 Gulf’s rate
base will have increased by more than $375 million since 2007. These
investments are necessary to maintain system reliability and to meet

demand growth.

Similarly, despite extraordinary efforts to hold the line on spending in order
to avoid a base rate increase during a recession, Gulf has experienced
significant increases in O&M expenses. As Gulf’s witnesses testify, many
of these O&M cost increases are explained by new regulatory
requirements, broader work scope associated with aging equipment, and
the replacement of outdated computer applications. Meanwhile, the costs
of materials and employee benefits are increasing at rates far in excess of
the rate of inflation as measured by the Consumer Price Index (CPI). Gulf
has undertaken significant efforts to control insurance, retirement and
medical benefit costs, yet all of these necessary expenses have far

outpaced the growth of CPI.

The result is a precipitous decline in the Company’s earned rate of return.

Gulf’'s currently authorized range for return on equity is from 10.75 percent

Docket No. 110138-El Page 10 R. Scott Teel
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to 12.75 percent. As shown on Schedule 3 of my exhibit, Gulf's earned
rate of return on equity has been below the bottom of the range since mid-
2010. As of March 31, 2011, Gulf's earned rate of return on equity had
fallen to 6.83 percent. It is projected to fall to 2.83 percent by year-end
2012, absent base rate relief. Base rate relief is essential for Gulf to
sustain its financial integrity, preserve its ability to raise capital on
|:easonab|e terms and continue to provide the reliable service that our

customers expect.

IV. CREDIT QUALITY & FINANCIAL INTEGRITY

Mr. Teel, please describe the strength of Gulf's financial position since the
last rate case and currently.

Gulf has maintained a strong financial position, as evidenced by the credit
ratings of the three major credit rating agencies. Gulf has sustained long-
term debt ratings in the “A” category and short-term debt ratings in the
correlating categories since 2002. Schedule 4 of my exhibit is a table
depicting Gulf Power’s current credit ratings from each of the rating

agencies for both long-term and short-term debt.

What rating conventions are used by each of the credit rating agencies to
distinguish companies’ credit quality?
Each credit rating agency has its own conventions; however, each uses a

variation of “A” ratings for companies of the highest credit quality. The
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rating conventions and scales for long-term debt of all three agencies are

shown on Schedule 5 of my exhibit.

What credit ratings does Gulf target?

Gulf targets “A” ratings for its long-term debt, specifically A ratings by
Standard and Poor’s and Fitch, and A2 by Moody’s. Gulf targets
equivalent ratings for its short-term debt, A-1 by Standard & I;’oor’s and

F1 by Fitch. Moody’s does not rate Gulf Power’s short-term debt.

Why is it necessary to maintain these targeted credit ratings?

Maintaining these targeted credit ratings for both long-term debt and short-
term debt are critical for Guif and its customers. Strong credit ratings
ensure access to capital and allow Gulf to provide reliable service at the
lowest financing costs possible. An electric utility’s obligation to serve
requires continuous access to capital markets to fund the maintenance of
and investment in the assets needed to reliably generate and deliver

electricity.

Please explain the importance of long-term and short-term debt.
Long-term debt is appropriate for the financing of long-lived assets.

Strong credit ratings for long-term debt are especially important during a
period of significant investment. As shown on Schedule 6 of my exhibit,
Gulf’s capital expenditure requirements since 2008 are substantially above

historic levels. In both 2012 and 2013, Gulf's projected capital spending is

Docket No. 110138-El Page 12 R. Scott Teel
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in excess of $400 million, which is larger than any other year in Gulf's

history.

Short-term debt, generally commercial paper, is typically used to meet
shorter term funding requirements. Short-term debt is integral to financing
Gulf’s operations, as it is less expensive than long-term debt and does not
require a commitmeﬁt to interest costs over an extended period of time.
Thus, short-term debt lends flexibility in financing the business. Strong
credit ratings for short-term debt ensure access to the commercial paper
markets. The ability to access the commercial paper markets is crucial to
Gulf, as short-term funding needs can vary dramatically with volatile fuel
prices and seasonal changes in customer demand. Companies with credit
ratings lower than those targeted by Gulf may experience difficulty in

securing short-term funding.

Please provide an example of the value to electric utilities of strong credit
ratings.

The value of strong credit ratings was clearly demonstrated during the
recent financial crisis. During the height of the credit crisis, access to

capital markets was restricted.

In his report, “The A Rating” published in the May/June 2009 issue of

Edison Electric Institute’s Electric Perspectives, Mr. Steven M. Fetter,

President of Regulation UnFettered, former Chairman of the Michigan

Docket No. 110138-El Page 13 R. Scott Teel
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Public Service Commission, and former head of the Global Power Group
at Fitch Ratings, stated:

. . . the current economic turmoil has resulted in some

utilities within the BBB category experiencing difficulty

in accessing the capital markets. Even when capital is

available, it is often at significantly higher costs and

upon less favorable terms and conditions.

Due to our ability to maintain the targeted “A” ratings, Gulf did not
experience these difficulties in accessing capital during this tumuituous

period.

What factors are considered by rating agencies in determining Gulf’s
credit ratings?

The rating agencies consider both quantitative and qualitative factors in
determining Gulf's credit ratings. The quantitative factors, as expressed
by financial metrics, generally assess a company’s ability to meet debt
obligations considering its cash flows from operations, interest expense,
and levels of debt. The qualitative factors consider operational and other

business risks.

Of the three agencies, Moody’s Investors Service provides the most
definitive explanation of the factors considered to determine a utility’s
credit ratings. Moody’s lists four key rating factors in “Regulatory

Frameworks — Ratings and Credit Quality for Investor-Owned Ultilities”,
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published June 18, 2010. These factors are: (1) regulatory framework,
(2) ability to recover costs and earn returns, (3) diversification of fuel
sources, generating plants, regulatory regimes, and geographic regions,

and (4) financial strength and liquidity.

Have Gulf's credit ratings remained on target?
Gulf’s credit ratings by Standard & Poor’s and Fitch have remained on
target; however, Moody’s downgraded Gulf's long-term debt rating from

A2 to A3 on August 12, 2010. While Moody’s does not rate Gulf’s short-

. term debt, this long-term debt rating could impact Gulf’s ability to access

the commercial paper markets if one of the other rating agencies

downgrades Gulf’s short-term debt rating.

What factors were cited by Moody’s for the downgrade?

Moody’s stated “Gulf Power's A3 senior unsecured debt rating reflects
cash flow coverage metrics that are weak for its rating, higher construction
expenditures for environmental compliance, and a decline in the
historically supportive Florida regulatory environment.” Gulf Power
received an “A” rating on only one of the three primary qualitative factors
and only one of the five financial metrics used by Moody’s in determining
their credit rating for regulated electric and gas utilities. Moody’s cited
additional debt leverage and further deterioration of metrics as risks to the
current rating. A copy of Moody’s Credit Opinion dated August 13, 2010 is
attached as Schedule 7 of my exhibit.

Docket No. 110138-El Page 15 R. Scott Teel
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Are there any indications that either of the other two major credit rating
agencies shares any of Moody’s concerns about Gulf's credit quality?
Yes. With respect to the regulatory environment, Fitch stated in its report
of October 5, 2010 on Gulf Power:

. . . political interference in the face of the economic

slowdown led to a marked regulatory environment

shift in 2010. Recent decisions for unaffiliated Florida

utilities have been populist, with below average

allowed return on equity and base rate increases that

were significantly lower than amounts

requested....Fitch expects the regulatory climate in

Florida to slowly return to normal after this election

year and as the state’s economy slowly begins to

recover.

Copies of the most recent credit opinions by Fitch and Standard & Poor's

are attached as Schedules 8 and 9 of my exhibit.

What would be the impact on Gulf’s credit quality without adequate rate
relief?

The quantitative and qualitative factors considered by rating agencies
would be adversely affected. The Company’s financial metrics would
deteriorate. Furthermore, allowing the returns to remain at levels below

those required by investors would likely increase the agencies’ concerns
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about the regulatory environment in Florida. The Company’s ability to

maintain the targeted “A” credit ratings would be jeopardized.

How would eroding credit quality affect Gulf and its customers?

Credit quality is a key indicator of a company’s financial integrity. A
weakened financial position will ultimately hinder Gulf's ability to access
capital at reasonable terms. In order to sustainably provide réliable
service to its customers, a utility must maintain access to capital at all
times. As discussed earlier, the Company is in the midst of a significant
capital investment period. This heightens the importance of maintaining

its financial integrity and access to capital.

V. CAPITAL STRUCTURE AND COST OF CAPITAL

What capital structure is Gulf targeting?
Gulf is targeting a capital structure of 45 percent common equity and 55

percent debt and preference or preferred stock.

Is this the same capital structure targeted in the last rate case filing?

Yes.

Why is Gulf’s capital structure appropriate?
Gulf has been successful in maintaining its strong financial position and

targeted credit ratings with this capital structure. Based on current

Docket No. 110138-El Page 17 R. Scott Teel




O 00 ~1 O W kA W =

[ T N T N S O T O T N T S e e e e T S ey
L L S S =T~ T~ - N B o N T N S =]

projections, and with adequate rate relief, Gulf believes it will be able to

sustain its financial integrity with this structure.

Q. What cost of equity is the Company seeking in this case?

A. As Dr. Vander Weide indicates in his testimony, a fair rate of return on

common equity is 11.7 percent.

Q. What is Gulf's cost of debt?
A. As shown on Schedule 12 of Mr. McMillan’s Exhibit RIM-1, Gulf's
embedded cost of long-term debt is 5.48 percent. For the test year, we

project that our cost of short-term debt will average 2.12 percent.

Q. What is Gulf's weighted average cost of capital for ratemaking purposes?

A. As shown on Schedule 12 of Mr. McMillan’s Exhibit RUM-1, Gulf’'s
weighted average cost of capital is 7.05 percent when taking into account
both investor sources of capital (common equity, preference stock, long-
term-debt and short-term debt) and other sources considered for
ratemaking purposes (customer deposits, deferred taxes and investment

tax credits).

Q. Is the weighted average cost of capital proposed by Gulf appropriate in
this case?
A. Yes. The weighted average cost of capital of 7.05 percent proposed by

Gulf, including Dr. Vander Weide’'s recommended return of 11.7 percent
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on the common equity component, is cost efficient and fair for both

investors and customers.

Vi. PARENT DEBT ADJUSTMENT

Please provide a brief overview of Commission Rule 25-14.004 relating to
the parent debt adjustment.

The parent debt adjustment rule was adopted by the Commission in 1983.
For ease of reference, | have included a copy of that rule as Schedule 10
of my exhibit. This rule applies in rate proceedings where (1) a parent-
subsidiary relationship exists, (2) the parent and subsidiary participate in
filing a consolidated tax retum, and (3) funds provided by parent debt have
been invested in the equity of the regulated subsidiary. If all three factors
are present, the rule provides a formula for reducing the subsidiary utility’s
income tax expense to reflect the tax effect of the parent debt that is

invested in the equity of the subsidiary.

In calculating Gulf’s income tax expense for the test year, Mr. McMillan
does not make a parent debt adjustment under Commission Rule
25-14.004. Why isn’t such an adjustment required?

The rule does not require an adjustment in this case because only two of
the three factors in the rule are met. Gulf is a subsidiary of Southern
Company (Southern) and it participates in filing a consolidated income tax

return; thus the first two factors are met. The third factor is not met
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because no funds provided by Southem Company debt have been

invested in the equity of Gulf.

Doesn’t subsection (3) of the rule create a presumption that Southern’s
equity investment in Gulf is supported by debt based on the ratio of debt in
Southern’s overall capital structure?

Yes, but the rule expressly states that thé presumption is rebuttable. The
presumption can be rebutted — and the rule does not require an
adjustment — if the utility shows that the parent's equity investment did not
come from debt issued at the parent level. In this case, the facts
surrounding Southern’s equity investment in Gulf are sufficient to rebut the

presumption.

What are the facts which rebut the presumption?
As shown on Schedule 11 of Exhibit RST-1, during the period from
January 2003 (the middle of the test year in Gulf’s last rate case) to March
2011:
e Gulf has received $459.0 million in equity investment from
Southern.

¢ Gulf has paid $655.8 million in dividends to Southern.

Guif’s dividend payments are sufficient to support 100 percent of
Southern’s equity investments, as represented in Gulf’s financial
statements, and still result in a net payment of $196.8 million from Gulf to

Southern.
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Gulf has been a net returner of capital to Southern, not a net recipient.
Thus, Gulf itself has effectively provided the funding for Southern’s equity

investment in Gulf with its own internally generated funds.

If Gulf's internally generated funds have been the source of the common
équity investment, why have both the common stock and paid-in capital
portions of common stockholder’s equity increased?

The increases in common stock and paid-in capital result from the
accounting effect of Gulf paying dividends while also accepting equity

investment from Southern.

Please explain the accounting effect.

The effect of Gulf paying dividends to Southern and Southern
subsequently returning portions of those dividends through equity
investments in Gulf is that the internally generated funds are moved from
retained earnings to common equity or paid-in capital on the balance
sheet. Assume, for example, that Gulf pays $10 million of dividends to
Southern. This payment reduces Gulf's retained earnings by $10 million.
When that amount is subsequently reinvested by Southern, Guif’s paid-in
capital increases by $10 million. Gulf’s total common equity is the same
as before the dividend, but the $10 million is now reflected as parent
investment rather than retained earnings. However, this accounting
treatment does not change the fact that Guif’s internally generated funds,

not Southern, are the underlying source of these common equity dollars.
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Because Southern is not the source of the funds, Southern’s debt cannot

be a source of Gulf’s paid-in capital.

What would be the effect under the parent debt rule if, rather than paying
dividends to Southern out of internaily generated funds that are then
returned in the form of equity investment, Gulf had simply retained those
internally generated funds? -

There would be no additional parent investment on Gulf’s financial
statements for the period January 2003 through March 2011. The
presumption in subsection (3) would more clearly be rebutted. Under
section (4) of the parent debt rule, the retained earnings balance would be
treated as internally generated funds, not parent investment, and would
not be a basis for imputing any additional income tax expense. The fact
that Gulf’s dividend practice changes the accounting presentation should
not trigger income tax imputation when Gulf has shown that its dividends
more than support Southern’s equity investment; thus, parent debt cannot

be a source of capital for Gulf.

Schedule 11 of your exhibit shows that in 2007, 2009, and 2011 (through
March) Southern made equity investments in Gulf that were not supported
by dividends paid in those years. Does this mean that Southern’s capital
contributions in those years came from some source other than Guif’s
internally generated funds?

No. This is merely a timing difference in cash flows. Gulf pays quarterly

dividends to Southern. Southern only provides funds as necessary to fund
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Gulf's business. These cash exchanges may or may not offset each other
in any given calendar year. Most importantly, the cash generated by Gulf
has been more than sufficient to cover all of Southern’s capital
contributions since the last rate case and Gulf, on a cumulative basis, has
been a net returner of cash to Southern at all points in time over this

period.

Does Gulf forecast additional dividends paid to Southern and additional
equity investments in Gulf by Southern for the remainder of 2011 and
20127

Yes; however, Gulf will also be a net returner of cash to Southern during

this period.

Isn't it true that dollars are fungible, so Gulf cannot trace the exact dollars
invested in Gulf back to dollars that resuited from dividends paid by Gulf?
This may be true as a purely theoretical matter, but the rule cannot
properly be interpreted to require such an exact tracing. If exact tracing
were required, the presumption in the rule would be effectively

irrebuttable. This cannot be what the Commission intended.

You have focused on the period since Guif’s last rate case. How can the

Commission be assured that the Southern debt outstanding at the time of
the last rate case did not support its equity investment in Gulf at that time?
First, prior to the last rate case, Southern issued long-term debt during the

growth of Southern Electric International, which was ultimately spun-out of
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Southern in 2001 as Mirant Corporation. Second, Southern’s commercial
paper borrowings, both now and at the time of the last rate case, are used
to support parent-level expenditures. They are not used as a source of
funds for investments in the operating companies. Finally, the
Commission did not find it necessary to make a parent debt adjustment

during Gulf's last rate case.

What are the financial implications to Gulf of making the parent debt
adjustment?

The parent debt adjustment would have two primary effects on Gulf. First,
imputing to Gulf the tax benefits of parent company debt would be
effectively assuming the Company has more debt in its own capital
structure than actually exists. The Company’s capital structure already
has a relatively low equity ratio and includes as much debt as is practical
to maintain its financial strength. The parent debt adjustment would
assume there are tax benefits of parent company debt accruing to Gulf
without recognizing the associated financial risk in Gulf’s capital structure.
Gulf, appropriately, has not imputed parent company debt in its capital
structure and it would be inconsistent to impute any tax benefits

associated with such debt.

Second, by artificially reducing the federal income tax expense used to
establish Gulf’s required rate relief, the adjustment would decrease the
effective return on equity by approximately 25 basis points below the level

the Commission otherwise determines to be appropriate.
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The Commission should consider these impacts of applying the parent
debt rule when weighing the evidence that Gulf has presented to rebut the
presumption that Southern’s investment in Gulf is funded in part by parent

debt.

Has the Commission made a parent debt adjustment in any of Gulf’s prior
rate cases?

No. The rule was adopted in 1983. Since that time Gulf has had three

~ rate cases before the Commission, and the Commission has never made

a parent debt adjustment pursuant to Rule 25-14.004.

Vil. SUMMARY

Please summarize your testimony.

Gulf Power is committed to meeting the needs of our customers and
investors and strives to maintain low rates, high quality service, and
excellent customer satisfaction ratings. Despite Gulf’s continued efforts to
control costs and keep expenses low to avoid the need for base rate relief,
there has been an increase in the cost of providing electric service since
the Company’s last base rate increase in 2002. These increases in costs
are necessary to enable the Company to maintain reliability and meet the
service expectations of our customers. Other withesses address the

details of the capital additions over the past ten years and the factors
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contributing to an increase in O&M expenses. Increases in both areas are
necessary in order to ensure that Gulf can continue to provide dependable
and reliable service to our customers. These increased costs have grown
faster than Gulf's base rate revenues, resulting in a declining net operating

income.

Under present retail rates, the projected return on average common equity
for the test year is 2.83 percent, which is significantly below the 11.7
percent determined by Dr. Vander Weide to be appropriate for Gulf Power.
Such a low return woulid leave the Company in a weakened financial
position. In order for Gulf to attract capital on reasonable terms and
continue to meet the needs of our customers, the Company must maintain
its financial integrity. Therefore, based on the revenue deficiency
calculated for the test period, Gulf is requesting an annual increase of

$93,504,000 in our base rate retail revenues.

Does this conclude your testimony?

Yes.
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Vice President and Chief Financial Officer
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Responsibility for Minimum Filing Requirements

Schedule Title
| A-1 Full Revenue Requirements Increase Requested
C-24 Parent(s) Debt Information
D-2 Cost of Capital — 5 Year History
D-7 Common Stock Data
D-8 Financing Plans — Stock and Bond Issues
D-9 Financial Indicators — Summary
F-1 Annual and Quarterly Reports to Shareholders
F-2 SEC Reports
F-3 Business Contracts with Officers or Directors
F-8 Assumptions

F-9 Public Notice
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GULF POWER COMPANY

Credit Ratings
As of July 2011

Short- Long-Term
Term Debt Debt

Rating Agency Rating Rating
Fitch F1 A
Moody's N/A A3

S&P A-1 A
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Rating Agency Conventions and Scales
Senior Unsecured Notes (Long-Term Debt)

S&P | | Moody's [l Fitch |
Extremely Strong ARA Highest Quality Aaa Highest Quality AAA
AA+ Aal AA+
Very Strong AA High Quality Aa2 Very High Quality AA
Al Aa3 AA-
A+ - Al At
Strong A Upper-Medium Quality | A2 High Quality A
A- A3 A-
BBB+ Baal BBB+
Adequate BBB Medium-Grade Quality | Baa2 Good Quality BBB
BBB- Baa3 BBB-
BB+ Bal BB+
Less Vulnerable BB Substantial Risk Ba2 Speculative BB
BB- Ba3 BB-
B+ Bl B+
More Vulnerable B High Risk B2 Highly Speculative B
B- B3 B-
C€CC+ Caal CCe+
Currently Vulnerable ccc Very High Risk Caa2 ccc
ccc- Caa3 CCcC-
High Default Risk
cC cc
Highly Vulnerable C+ Highly Speculative Ca
: c
D+ Default c DDD
Ratk D Default DD
Selective Default SD D
Regulatory Supervision R Restrictive Default| RD
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Gulf Power Capital Expenditures »
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Mooby’s
INVESTORS SERVICE

Credit Opinlon: Gulf Power Company

Global Credit Research - 13 Aug 2010
Flonda, Unhed Stales

Ratings

Category Moody's Rating

Outlook Stable

Issuer Rating A3

Senior Unsecured A3

Preferred Stock Baa2

Parent: Southern Comrpany (The)

Outicok Stable

Sr Unsec Bank Credit Faclitty Baal

Senlor Unsecured Baail

Jr Subordinate Shelf (P)Baa2

Commaercial Paper P-2

Contacts

Analyst Phone

Mchae! G. Haggarty/New York 2125537172

Wikiam L. Hess/New York 212 553.3837

Key indicators

[1)Gulf Power Company

ACTUALS LTM2Q10 2009 2008 2007
{CFO Pre-WIC + hnterest) / nterest Expense SAx 6.2x 47x 5.6x
(CFO Pre-W/C)/ Debt 19.0% 21.0% 17.9% 262%
(CFO Pre-W/C - Dividends) / Debt 14% 138% 96% 168%
Dabt / Book Caphaiization 48.3% 486% 475% 436%

[1] Ali ratios are calculaled in accordance with the Regulated Electric and Gas Utilties Rating Methodology using Moody's siandard adjustments

Note: For definitions of Moody's most common ratio terms pleese see the accompanying User's Guide.

Opinlon

Rating Drivers

- Recentiy perceived decline in Fiorida poiitical and regulatory environment

- Cash flow coverage melrics that are weak for an A credit rating

- Substantially higher capital expenditures for environmental compliance

- Potential axposure 10 carbon reguialions and national renewabie portfolic slandards
Corporate Profile

Gull Power Company, headquartered in Pensacola, Florida, ts a vertically inlegrated utiiity subsidiary of The Southern Company that provides
slectricity to retail customers in northwest Florida and to wholesale customers in the SoutheasL Gulf Power serves 428,000 customers in a

7,400 square mile region. Gulf Power owns 2,703 megawatts of nameplate capacity, 78% of which are coal-fired baseioad units, and operates
within the Southem Company power pool.

SUMMARY RATING RATIONALE

Guif Power's A3 senior unsecured debt raling reflects cash flow coverage metrics that are weak for its rating, higher capital expenditures for
environmental compliance, and a decline in the historically supportive Florida reguiatory environment. The rating aiso considers Guif Power's
position as part of the Southern Company corporale family, with the support that the parent provides and its access 10 a widespread, integrated
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generation and transmission networi; the utiiity's relatively smaii size and concentrated service territory exposed to storm related event risk; and
its significant exposure to more stringent environmental mandates, inciuding carbon, and national renewable portfolio standards.

DETALED RATING CONSIDERATIONS
- Recently perceived decline in utility’s political and regulalory environment

Although the state of Florida has historically fostered a supportive regulatory environment for investor owned witiiies, highly politicized rate
proceedings for two other utiities In the stals last year has resulied in a dacline in that environment. The rate cases were plagued by controversy
and poiitical intervention, with the Governor vocally opposing rais increase requests and inlerfering with the independence of the regutatory
process. The Florida Public Service Commission is entering a period of substantial uncertainty with four new commissaioners being put in place
over the next year. Aithough Guif Power is somewhat insulated from this reguiatory environment as It has no plans (o file a base rate case over
the near larm, Moody's now visws the overall regulatory framework in Fiorida as substantially less supportive of credit quality than i had been
praviously and now is more characteristic of an age reguiatory snvironment in the U.S. As a resuit, in Moody's Rating Msthodalogy for
Reguiated Electric and Gas Wtilkties, this has resulted in a lowering of Gulf Power's acore on Factor 1 of our rating grid, Regulatory Framework,
1o the "Baa” category from the "A” category.

Despite this mlmmrmmmt‘,MmmnmmMmemdubmam that ware sstablished in 2002 and are based on a
12% retum on equity. The utiity also bensfits rom a FPSC approved fuei cost recovery mechanism that includes a true-up of actual costs, a
projection of future costs, and intevest on the over/(under) recovery balance. The mechanism also aliows for interim raie adjustments f the end
of period under- or over-recovery balance exceeds 10% of the projectad annual fusi revenues for that period. Because of these strong and imely
cost recovery provisions in place in Florida, Moody's conlinues to view the company’s abliity to recaver its costs and eam retums (Factor 2 in
our Rating Methodology) as above average, Le. A" category.

With utiities in Florida vuinerabie to hurricans activity, regulatory 1o add storm costs has been an imporiant faclor supporting the
cradit quailty of the company during siorm affected years. in the event the company incurs significant storm costs, it may fie a streamined
approval for an Interim surcharge of up to B0% of the cost of the storm-recovery when recovery costs excead $10 miilon. Gulf Power wouid then
be able to petition for full and permanent recovery of all costs. Securitization legisiation for the recovery of storm-related costs is aiso in place In
Florida, aithough Guif Power has not pursued securitization of pas! storm costs.

- Declining cash flow coverage metrics that are weak for its A3 rating

Guif Power's cash flow coverage melrics have been weak for an A raling In recent years, using parameters outlined in Moody's Regulated
Eleciric and Gas Utliittes Ratings Msthodology. Cash flow from operations pre-working capital (CFO pre-W/C) to debt of 17.9% In 2008 and 21 %
in 2009, on 8 Moody’s adjusted basis, compares to a minimum of 22% for an A rating under the rating methodology. The company has
experienced higher oparating costs and additional daebl incurred 10 financa rising capital expenditure requirements, particularty for environmental
compliance. Moody's expects Gulf Power's cradit metrics 10 remain stable at close lo curment ievels going forward, with CFO pre-working capital
to debt approaching the 20% range and CFO pre-working capital 1o Interest in the 5.0x range, which shouid be sufficient to support the current
raiing barring additional adverse reguiatory events in Florida.

- Substantiai environmenial capital expenditures have required additional debt financing

Guif Power Is expectad 10 spend approui y $1 biillon from 2010 - 2012 on capital expenditures, with the 2010 projected amount of $271 4
miton significantly lower than the 2000 level of $478 miliion, the latter which reflected environmental control projects at two power pianis. Most of
these higher capital expenditures are for environmental compiiance and the company has no need for new generation over the near term. These
axpenditures are being fi d with & bil of debt issuances a! the utiiity and capital contributions from the parent company. The
Florida Public Service Commission (FPSC) has approved recovery of prudently incurred environmental complance costs through an
envionmental cosi recovery clause that (s adjusted annually subject 1o certain ¥mits.

- Potsntial exposure lo carbon reguiation and national renawabie portfolio standards

Guif Power generales a significant portion of its power from coal with the remainder from natural gas. Due o the carbon intensity of is fuel mix,
the company has significant exposure 1o additional costs relstad to potential carbon legisiation. In addition, the southeast region of the country is
particularly vuinerable in the event a national renewable portfolio standard is passed as there are very limited renewable energy sources in the

nuum;nTh.comblmﬂondcnmmmguhﬁonundmwmbhpofﬂoinsmmmm;mmltomatmalymmacmts for the utlilty
over the long tarm.

Liquidity

Gulf Power maintains $220 milion of unused bank credit faciities as of June 30, 2010 supporting a $150 milion commercial paper program
(issued through Southem Company Capital Funding Corporation, 8 Southem Company subsidiary organized 1o issue and seli commercial paper
for ks utility subsidiaries). In addition, @ portion of its bank faclities are dedicated to providing iquidity support for outstanding variable rate
poliution control revenue bonds. As of June 30, 2010, the company had $88 mitkon of commercial paper outstanding and $88 mikon of vanabie
rats poliution control bonds backad by the faciiles, leaving the company with $85 million of avaliable credil facikty capacity. Al of the bank
faciities have 364 day tenors, with $1B0 million having one-year term-aut provisions, mitigating refi ing nsk to some degree. As of June 30,
2010, of the $220 miliion of credit laciities, $80 milion expire in 2010 and $140 miillon in 2011. Subsequent lo June 30, 2010, Guif Power
increased its existing faciities by $15 milkon with an expiration of 2011. There is no material adverse change clause in any of Guif Power's credit
agresments and faclites iotaiing $175 million Inciude 8 85% debt to capital covenant. As of June 30, 2010, the company was in compiiance with
this covenant.

Guil Powsr maintains some contracts for physical electricity purchases and sales, fusl purchases, fuel transportation and storage, emissions
ailowances, and energy price risk management that couid require caliaterai in the event of a ralings downgrade In the event of a downgrade lo
Bas3, Guif Power has polential coliataral requirements of $127 million as of June 30, 2010. ¥ Guil Power's credit rating is downgraded to below
investmant grade, the utiiity’s potsntial caliateral requirement rises to $566 milion. On June 30, 2010, Gulf Power had $20 miiion of cash on
hand, up from $8.7 milion at December 31, 2008, The company generatad $265 million of cash from operations for the tweive months ended
June 30, 2010, compared to $191 million for 2009. The company has $110 milion of debt due over the next 12 months

Rating Outiook
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The stable rating outlook reflects Moody’s expectation that Guif Power's cash flow coverage metrics wilt stabiiize; that the Florida reguialory
environment will nat deteriorate further and couid perhaps improve once four new commissioners are In place, and that economic conditiens in
the Fiorida panhandie will gradually improve.

What Could Change the Rating - Up

An upgrade could be considered If there is an improvement in the Florida palitical and regulalory environment; if capilal expenditures moderate
fram currently high levels; If cash flow coverage metrics show sustained improvement, inciuding CFO pre-WiC interest coverage of at least 5.0x
and CFO pre-W/C to debt in the 25% range.

What Could Change the Rating - Down .

Ratings could be downgraded If thers are additional, unanticipated capital expendilure requirements; additional debi leverage; & further

deterioration of the politica! and reguialory snvironment in Florida; the imposition of new carbon controls or reguiations or renewable portfolio

standards, or f CFO pre-working cepital interes! coverags is below 4.5x or CFO pre-working capital debl remains below 22% for an extended
period.

Rating Factors

Gulf Power Company

Ragulated Electric and Gas Utiiiies 7as [ Aa ] A [Bm[Ba ] B
Factor 1: Reguiatory Framework (2/5%) X
Factor 2: Abllity to Recover Costs and Eam Retumns X

b) CFO pre-WC + interest / interest (7.5%) (3y7 Avp) X
c) CFO pre-WC / Debt (7.5%) (3yr Avg)
) CFO pre-WC - Dividends / Deb! (7.5%) (3yr Avg)

XXX X

Rating:
L:) Methodology impied Senior Unsecured Rating Baal
) Actual Senior Unsecured Rating ]

Mooby’s

INVESTORS SERVICE
© 2010 Moody's nvestors Service, In:. end/or iis licensors and affikates (collectively, "MOODY'S"). Al rights reserved.

CREDIT RATINGS ARE MOODY'S INVESTORS SERVICE, INC.'S ("MIS") CURRENT OPINIONS OF THE
RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-UKE
SECURITIES. MIS DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS
CONTRACTUAL, FINANCIAL OBLIGATIONS AB THEY COME DUE AND ANY EBTIMAT ED FINANCIAL LOSS
IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT
NOT LMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY, CREDIT RATINGS ARE
NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT RATINGS DO NOT CONSTITUTE
INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS ARE NOT RECOMMENDATIONS TO
PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. CREDIT RATINGS DO NOT COMMENT ON THE
SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MIS ISSUES ITS CREDIT RATINGS
WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL MAKE TS OWN STUDY

AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR
SALE.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMTED TO,
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPED OR OTHERWISE REPRODUCED,
REPACKAGED, FURTHER TRANSMTTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD,
OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, NANY FORMOR
MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY'S PRIOR WRITTEN
CONSENT. Al informalion contained herein is obtained by MOODY'S from sources believed by it to be accurate and




Florida Public Service Commission
Docket No. 110138-El

GULF POWER COMPANY
Witness: R. S. Teel

Exhibit No. RST-1

Schedule 7

Page 4 of 4

reliable. Because of the possibility of human or mechanical emor as well as other factors. however, ali information
contained herein is provided "AS 1S” without warranty of any kind. MOODY'S adopts ali necessary measures 80 thal
the information it uses In assigning a credit rating Is of sufficlent quality and from reliable sources; however,

MOODY'S does not and cannat in every instance independently verify, audi or validate information recelved In the
rating process. Under no circumatances shall MOODY'S have any liabiiity to any person or entity for (a) any loss or
damage in whoie or in parl caused by, resulting from, or relating to, any error (negligent or atherwise) or other
circumstance or contingsncy within or outside the control of MOODY'S or any of its directors, officers, empioyees or
agents in lon with the p: 1, coliection, compliation, analysis, interpretation, communication,
publication or delivery of any such information, or (b) any direct, indirect, speciai, consequential, compensatory or
Incidental damages whatsoever (Inciuding without imitation, lost profits), even if MOODY'S is advised in advance of
the possiblity of such damages, resulting from the use of or inability o use, any such information. The ratings,
financial reporting analysis, projections, and other observations, if any, constiiuting part of the Information contained
herain are, and must be construed solsly as, statements of opinion and not statements of fact or recommendations o
purchase, sel or hoid any securities. Each user of the information contained herein must make its own study and
evaluation of each security # may consider purchasing, holding or seling. NO WARRANTY, EXPRESS OR MPLIED,
AS TO THE ACCURACY, TMELINESS, COMPLETENESS, MERCHANTABLITY OR FITNESS FOR ANY
PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY
MOODY'S INANY FORM OR MANNER WHATSOEVER.

MS, a wholly-owned credi rating agency subsidiary of Moody's Corporation ("MCO"), hereby discloses thal most
Issuers of debt securities (Inciuding corporats and municipal bonds, debentures, notes and commercial paper) and
preferred stock rated by MS have, prior to assignment of any rating, agreed 1o pay lo MS for appraisal and rating
services rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO snd MS aiso malintain policies
and procedures (o address the independence of MIS's ralings and rating processes. information regarding cenain
affikations that may exist between directors of MCO and rated entities, and between entities who hoid ratings from MiS
and have also publicly reporiad to the SEC an ownership interest in MCO of more than 5%, is posted annually at
mmn%hﬁ.mmmm *Sharehoider Relations -—— Corporate Govemance — Director and Sharsholder
Affilation Policy.”

Any publication into Australia of this document is by MOODY'S affiliate, Moody's Investors Service Pty Limited ABN 61
D03 389 857, which hoids Australian Financla! Services License no. 336868. This document is inlended to be provided
only io "wholesale clients” within the meaning of section 761G of the Corporations Act 2001. By conlinuing lo access
this document from within Austraia, you represent lo MOODY'S that you are, or are accessing the document as &
reprasentative of, a "wholesale client” and that neither you nor the entity you represent will directly or indirectly
;cdn%mh this document or its contents to “retail clenis” within the meaning of section 781G of the Corporalions

1 2001.
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Corporates

Gulf Power Company

U.S. and Canada

Full Rating Report A Subsidiary of Southern Company

Ratings Rating Rationale

Security Class :.“3,.': ' e Fitch affirmed the ratings of Gulf Power Company on Sept. 3, 2010. The Rating
“ToR Outlook is Stable.

A
Short-Term IDR/Commercial Paper F1{
Sentor Unsecured Notes A
Potiution Control Revenue Bonds A
Subordinated Notes A-
Preferred Securities BBB+

IOR - Issuer default rating.

Rating Outlook
Stable
Financial Data
Gulf Power Company
{$ ML)
LTM

6/30/10 2009
Revenue 1,436 1,302
(Gross Margin 681 637
Cash flow from Oper. 268 195
Operating EBITDA 323 286
Total Debt 1,260 1,250
Totat Capitalization 2,420 2,352
ROE (%) n.7ms 12. 16
Capex/Deprec. (%) 305.8 452.7
Analysts
Sharon Bonelli

+1 212 908-0581
sharon. bonelti@fitchratings.com

Shalint Mahajan, CFA
+1 212 908-0351
shatini.mahajan@f{itchratings.com

Related Research

Applicable Criteria

e Corporate Rating Methodology,
Aug. 16, 2010

e Utilities Sector Notching and
Recovery Ratings, March 16, 2010

e U.S. Power and Gas Comparative
Operating Risk (COR) Evaluation and
Financial Guidelines, Aug. 22, 2007

o Credit Rating Guidelines for Regulated
Utility Campanes, Ady 31, 2007

Other Research

e Alabama Power Company, Oct. 5, 2010

« Georgia Power Company, Oct. 5, 2010

® Mississippi Power Company,
Oct. 5, 2010

e Southern Power Company,
Oct. 5, 2010

e Southern Company, Oct. 5, 2010

e The ratings and Stable Outlook for Gulf reflect Fitch’s expectation that the credit
metrics should improve from 2009 cyclical lows. The Stable Outlook alsc reflects a
manageable capital-expenditure program, modest debt maturities, and historically
constructive rate outcomes.

e Gulf’s cash flow stability is enhanced by several annually adjusted rate riders that
provide timely recovery of all prudent costs related to fuel, purchased costs, and
environmental expenditures outside of base rates.

o Fitch expects the still-weak Florida economy and the uncertain utility regulatory
situation in the state to gradually improve. While Gulf is heavily dependent on coal-
fired generation capacity that must comply with changing emissions standards, the
fuel and environmental recovery clauses promote timely recovery of associated
costs.

e Fitch expects Gulf to renew its $235 million of revolving credit facilities, which
consist of bilateral facilities that have one-year term loan conversion options, prior
to the revolving credit period maturity dates in 2010 ($50 million) and 2011
(5185 million).

e Gulf benefits from ownership by the Southern Company (issuer default rating [IDR]
‘A’, Outlook Negative by Fitch), a multi-utility holding company in the Southeast.
For additional information on the Southern, please refer to Fitch’s full rating report
dated Oct. 5, 2010.

Key Rating Drivers

e Continuation of strong regulatory support is important for Gulf to maintain its
credit quality and current ratings.

e Operational and financial efficiency gained from an association with Southern.
e The effect of electricity consumption trends on cash flow and credit quality.

Florida Regulatory Update

In Fitch’s view, Florida historically was one of the most constructive regulatory
environments in the country. However, political interference in the face of the
economic slowdown led to a marked regulatory environment shift in 2010. Recent
decisions for unaffiliated Florida utilities have been populist, with below-average
allowed return on equity and base rate increases that were significantly lower than
amounts requested. Florida has a five-member commission, in which members are
appointed by the governor and confirmed by the Senate. Two of the five commissioners
are yet to be confirmed by the Senate, and two others are required to vacate their
seats by the end of the year,

Gulf has not filed a base rate case since 2002 and, hence, was able to avoid the recent
fray over rate making in the state and the associated media scrutiny. Fitch expects the

www.fitchratings.com
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regulatory climate in Florida to slowly return to normal after this election year and as
the state's economy slowly begins to recover.

Liquidity and Capital Structure

Credit Facilities

(S mit.)
Executable Term
Loans Expires
Total Unused One Year Two Years 2010 2011 2012
Gulf Power Company 220 220 190 0 80 140 0

Source: Company reports.

Subsequent to June 30, 2010, Gulf increased the amount of credit facilities to
$235 million, with the revolving period for $180 million of the facilities now expiring in
2011. The company may also meet short-term cash needs through borrowings from a
Southern subsidiary, Southern Company Funding, Inc., organized to issue and sell
commercial paper at the request and for the benefit of Gulf and other Southern
subsidiaries. At June 30, 2010, Gulf had $86 million of commercial paper outstanding.

Long-Term Debt Maturities
(S Mil.)

2010
Gulf Power Company 0

Source: Company reports.

2011 2012
110 0

2013 2014

75

Gulf has manageable debt maturities and ready access to the public debt markets, as was
most recently demonstrated by the company’s $125 million, 30-year, 5.10% unsecured note
issuance in September 2010. The proceeds from the notes will be used for the proposed
redemption of all or a portion of the 540 million of 5.75% notes due 2033 and/or $35 million
of the company's 5.875% notes due

Capital Spending
(Smil.)

2010E 2011E 2012E
Gulf Power Company mn 350 419

Source: SEC Form 10-K.

Capital Structure — Gulf Power
Company
($ MUL., as of June 30, 2010)

Short-Term Debt 86.0
Long-Term Debt* 1,173.6
Preference Stock 98.0
Total Common Stockholders’ Equity 1,062.3
Total Capitalization 2,419.9
Total Adjusted Debt/ Total Capitaltzation (%) 52

*Long-term debt includes securities due within one year. *Includes
equity credit of hybrid securities.
Source: Company reports.

2044; to repay a portion of short-term
debt; and for general corporate
purposes, including the company’s
continuous construction program.

The largest shares of capital spending
are geared toward environmental
upgrades of generation facilities and,
to a lesser extent, transmission.

Capital Structure

In January 2010, Gulf issued to
Southern 500,000 shares of its common
stock without par and realized proceeds
of $50 million. Fitch’s ratings assume
Gulf will continue to issue a mix of debt
and equity to maintain a balanced
capital structure.

Gulf Power Company October 5, 2010




Florida Public Service Commission
Docket No. 110138-El

GULF POWER COMPANY
Witness: R. S. Teel

Exhibit No. RST-1

Schedule 8

Page 3 of 5

FitchRatings Corporates

Company Profile
Gulf, a subsidiary of Southern, is a vertically integrated electric utility providing electricity
generation, transmission, and distribution service to retail customers in northwestern
Florida. The company also sells power to wholesale customers. Gulf owns approximately
2,659 MW of generation capacity, of which 77% is coal and the remaining 23% is natural gas.

Gulf Power Company October 5, 2010 3
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Financial Summary — Gulf Power Company
($ Mil., Fiscal Years Ended Dec. 31)

LTM

6/30/10 2009 2008 2007 2006 2005 2004 2003
Fundamental Ratios
FFO/Interest Expense (x) 5.6 4.6 5.4 4.7 5.1 6.2 7.0 5.3
CFO/Interest Expense (x) 6.5 5.1 4.2 5.7 4.3 4.8 5.0 6.0
FFO/Debt (%) 17.7 145 20.6 2%:2 2.7 30.2 30.0 9.8
Operating EBIT/interest Expense {x) 4.5 3.9 4.1 3.8 38 4.0 4.0 4.0
Operating EBITDA/Interest Expense (x) 6.7 6.0 5.9 5.7 5.8 6.1 6.3 6.1
Operating EBITDAR/(interest Expense + Rent) (x) 6.1 5.4 59 57 5.8 6.1 6.3 6.1
Debt/Operating EBITDA (x) KX | 4.2 3.6 3.0 3.1 2.8 3.2 2.4
Common Dividend Payout (%) 80.7 80.2 83.7 88.1 92.1 90.7 102.9 101.4
Internal Cash/Capttal Expenditures (%) 51.9 23.5 16.1 57.9 44.8 58.7 45.3 122.2
Capitat Expenditures/Depreciation (%) 305.8 452.7 444.7 281.4 173.0 168.2 194.0 120.7
Profitabllity
Adjusted Revenues 1,436 1,302 1,387 1,260 1,204 1,084 960 877
Net Revenues 681 637 642 616 595 570 527 510
Operating and Maintenance Expense 259 261 278 270 260 251 230 211
Operating EBITDA 328 286 ryy) 263 255 243 227 233
Depreciation and Amortization Expense 104 93 85 86 89 85 83 B2
Operating EBIT 220 189 192 177 166 158 144 1519
Gross Interest Expense 49 48 47 46 44 40 36 38
Net income for Common 119 11 98 84 76 75 68 (1]
Operating and Maintenance Expense % of Net Revenues 38.0 41.0 43.3 43.8 43.7 44.0 43.6 41.4
Operating EBIT % of Net Revenues 323 29.7 29.9 28.7 7.9 27.7 27.3 29.6
Cash Flow
Cash Flow from Operations 268 195 149 217 143 153 143 191
Change in Working Capital 45 20 (56) 48 (38) (55) (73) 27
Funds from Operations 223 175 205 169 181 208 216 164
Dividends (103) (96) (88) 77) (74) (69) (70) 70
Capltal Expenditures (318) (421) (378) (242) (154) (143) (161) (99)
Free Cash Flow (153) (322) (317) (102) (85) (59) (88) 22
Net Other Investment Cash Flow (33) (47) 29 3 (9) (18) 26 (12)
Net Change in Debt 76 219 216 (32) 7 (31) 97 62
Net Equity Proceeds n 157 75 129 26 51 29 )
Caplital Structure
Shart-Term Debt 86 90 148 45 120 89 50 38
Long-Term Debt 1,174 1,119 849 754 679 600 669 512
Total Dabt 1,260 1,209 997 799 799 689 719 550
Total Hybrid Equity and Minority interest 98 98 98 85 n 54 54 54
Common Equity 1,062 1,004 822 73 634 602 592 561
Total Capital 2,420 2,311 1,917 1,615 1,505 1,345 1,365 1,165
Total Debt/Total Capital (%) 52.1 52.3 52.0 49.5 534 51.2 52.7 47.2
Total Hybrid Equity and Minority interest/Tatal Capital (%) 4.0 4.2 51 5. 4.8 4.0 4.0 4.6
Common Equity/Total Capital (%) 43.9 43.4 429 45.3 42.1 4.8 434 48.2

LTM - Latest 12 months. Operating EBIT - Operating income before total reported state and federat income tax expense. Operating EBITDA ~ Operating income before
total reported state and federal income tax expense plus depreciation and amortization expense. Note; Numbers may not add due to rounding.
Source: Company reports and Fitch Ratings.

4 Gulf Power Company October 5, 2010




Florida Public Service Commission
Docket No. 110138-El

GULF POWER COMPANY
Witness: R. S. Teel

Exhibit No. RST-1

Schedule 8

Page 5 of 5

FitchRatings Corporates

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LUIMITATIONS AND DISCLAIMERS, PLEASE READ THESE LIWTATIONS
AND DISCLAIMERS BY FOLLOWING THIS UINK: HTTP://FTTCHRATINGS.COM/ UNDERSTANDINGCREDITRATINGS. IN ADDITION
RATING DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEB SITE AT
WWW.FTTCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL
TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND
OTHIRELEVANTPOUOES AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT SECTION OF THIS SITE.

Cﬂﬂ% Fitch, Inc., Fitch Ratings Ltd. and its subsidiaries. One State Street Plaza, NY, NY 10004.T
4824, (22)9(!(5(1) Fax: (212) 480-4435. Reproduction or mmmlnmoleuhpmts lﬂted
um . In ssuing and maintal its ratings, Fitch reties on factual information it recetves
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ﬁmvﬁ-mumdwfxwmemrdbdmmbynhmmtan , and obtains reasonable
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gs should understand that neither an enhanced factual timroranytmﬂ-partyvedﬂaﬂmmmmndl
of the information Fitch relies on in connection with a rating will be accurate and compiete. Ultimately, the issuer and its
advisers are for the dwwmummmmmmwmvn offering documents
st

dqﬂtewveﬂﬂamdmmtfmmm be affected by future events or conditions that were not anticipated at
the time a rating was tssued or affirmed.

memﬂmhmtmpmkptwldeds without any representation or wamanty of any kind. A Fitch rating & an
upmmawumﬂwaedtwﬂm a security. This opinfon 1s based on established criteria and r.hal tch is
are

Ennmnu obligors, and underwriters for rating securities. Su:hfeagenemllyvuryfmUSSleto
USS?SO (umeamucable equivalent) per tssue. in certaln cases, Fitch will rate all or a number of ssued
%?mn '“% parﬂularimernrp.nmw,fwashgleanmnuee Sumfesa»re
zcmdto fmusswomm $1,500,000 (or the applicable currency equivalent). ﬂ\emel,p\buadm or
d&senmadm a by Fitch notcumawmtbyﬂtdwwultsmmasanmn connection with any
stration statement under the Unfted States securities laws, the Financial Services and Markets Act of 2000 of Great
atn, or the seaurities laws of any jmsdtmm Due to the relative efficiency of electronic tshing and
distritxtion, Fitch research may be avall electronk subscribers up to three days earlier than to print 4
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Major Rating Factors
Strengths: <CoCpory
o A generally constructive regulatory environment in Florida; A/Stable/A-1

o Historically above-average customer growth with artractive demographics;
o Strong operating performance;

e Moderately competitive rate structure;
e Stable consolidated cash flows; and
e Operating and regulatory diversity on a consolidated basis.

Weaknesses:

® Large capital spending to address environmental compliance;
o Economic slowdown in the Florida economy; and

o Aggressive adjusted consolidated debt leverage.

Rationale

The ratings on Gulf Power Co. reflect the consolidated credit profile of its parent, Southern Co. Southern has an
excellent business risk profile characterized by stable regulated electric utility operations in Georgia, Alabama,
Mississippi, and Florida, which contribute more than 90% of consolidated operating income. The business risk
profile benefits from operations in jurisdictions with generally constructive regulatory frameworks combined with
effective management of regulatory relations; strong operating performance and high availability and capacity
utilization factors for owned generation; regulatory and operating diversity with a presence in four states;
competitive rates for the region that provide some cushion for future rate increases to recover fuel costs and

increasing capital expenditures; lack of meaningful unregulated operations; and prudent and reasonably conservative
management and financial policies.

Significant capital spending needs of about $14.5 billion (excluding Southern Power capital expenditures) during the
next three years are primary offsetting factors. The expenditures address significant environmental-compliance
requirements, transmission and distribution system growth needs, new generation projects including nuclear, system
maintenance, and nuclear fuel expenditures. Timely recovery of these expenditures is necessary to provide ongoing

support to the consolidated credit profile, although this may be challenging given the still modest economic recovery
in the regional and national economies.

Gulf Power is Southern Co.'s third-largest subsidiary, serving 428,154 customers primarily in the Florida Panhandle
area and providing about 5% of operating income and cash from operations. The moderately sized service territory
has attractive demographics but experienced no meaningful customer growth during 2009 as a result of the overall
weakness in the local economy. Residential and commercial customers account for 74% of revenues and 67% of
sales, while industrial customers account for 11% of revenues and 13% of sales. There is no meaningful customer
concentration. Sales for resale are modest at 9% of revenues and 19% of sales and are generally accomplished
through longer-term contracts with little meaningful fuel exposure. Total generating capacity is 2,659 MW, with
coal-fired assets contributing 61.7% of energy, gas 28%, and purchases 10.3%. Plant availability continued to be

Standard & Poor’s | RetingsDirect on the Global Credit Portal | October 14, 2010 2
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consistently high during 2009, with 89.7% for the fossil-fired units. Retail rates are moderately competitive and
could come under pressure as the company recovers deferred fuel and storm restoration costs along with invested
capital.

The regulatory environment for Gulf Power is generally constructive and supportive of credit quality, allowing the
company 1o recover invested capital as well as capacity and fuel costs while carning an adequate ROE. The allowed
ROE range is 10.75% to 12.75%, with rates set at 12% to recognize Gulf Power's above-average operating
performance. Purchased power capacity and energy costs, both incurred and forecast, are recovered through a clause
that provides for annual true-ups. Environmental projects not in base rates are recovered through an
environmental-recovery clause. As of June 30, 2010, Gulf Power's deferred fuel balance was $11.2 million, a modest
increase from Dec. 31, 2009 of $2.4 million. The Florida Public Services Commission (FPSC) requires Gulf Power to
file for updated fuel-cost recoveries if fuel revenues deviate by more than 10% of the projected fuel costs for the
period. Given Gulf Power's exposure to hurricanes, the FPSC has allowed the company to accrue $3.5 million
annually to fund its storm reserve for future contingencies.

Southern's cash flow generation and financial management policies are consistent and strong, support the company's
overall intermediate financial risk profile, and benefit from the preponderance of regulated utility operations and a
growing customer base. For the 12 months ended June 30, 2010, adjusted funds from operations (FFO) was about
$3.97 billion, while toral adjusted debt was $22.48 billion, leading to adjusted FFO interest coverage of 4.5x,
adjusted FFO to debt of 17.7%, and adjusted total debt to total capital of 58%. Adjusted FFO benefits from
incremental recovery of fuel costs as well as the completion of various projects which are included in rate base
primarily through the use of riders. The credit metrics reflect the inclusion of about $1.395 billion in off-balance
sheet debt stemming from the shortfall in funding pension and other post-retirement obligations and include about

$412 million of trust preferred securities and $1.08 billion of preferred and preference shares as having intermediate
equity content.

Gulf Power's stand-alone financial profile for the 12 months ended June 30, 2010 is adequate for the current
ratings, with adjusted FFO interest coverage of 5.9x, adjusted FFO to debt of 18.5% and debt leverage of 56.2%.
Liquidity

Gulf Power's short-term rating is 'A-1' and we view its liquidity on a consolidated basis with that of parent
Southern's liquidity is 'adequate’ under Standard & Poor's corporate liquidity methodology, which describes a
company's liquidity in five standard categories. Southern Co.'s 'adequate’ liquidity supports its ‘A’ consolidated
corporate credit rating. Projected sources of liquidity, mainly operating cash flow and available bank lines, cover
projected uses, mainly necessary capital expenditures, debt maturities, and common dividends, by about 1.2x. The
'A-1' short-term rating on Southern and Gulf Power reflects the companies' corporate credit rating but also accounts
for stable cash flow generation and sufficient liquidity to meet upcoming debt maturities and capital spending needs.

Southern has $4.4 billion in revolving credit facilities (excluding credit facility availability of Southern Power). As of
June 30, 2010, $686 million supported outstanding commercial paper, and $1.8 billion supported tax-exempt
floating rate securities, leaving about $1.9 billion undrawn. Of the total available credit facilities, Southern has $950
million available for short-term needs and commercial paper backup; APC has $1.27 billion in available facilities;
GPC $1.7 billion; Gulf Power $220 million; and MPC $161 million. Of the total available credit facilities, abour
$2.8 billion expires after September 2011. Most credit facilities include a 65% debt to toral capitalization ratio, for
which Southern and its subsidiaries are well in compliance. Southern also had $266 million of cash on hand as of

www.standardendpoors.com/ratingsdirect 3




Florida Public Service Commission
Docket No. 110138-El

GULF POWER COMPANY
Witness: R. S. Teel

Exhibit No. RST-1

Schedule 9

Page 4 of 10

Gulf Power Co.

June 30, 2010.

QOutlook

The stable outlook on Gulf Power reflects the outlook of its parent. The stable outlook reflects Southern's
consistent, regulated electric utility operations that benefit from constructive regulatory frameworks, strong
operations, and service territories with growing customer bases and attractive demographics. Currently, we don't
contemplate a higher rating, but such a change would largely depend on a consistently stronger financial profile. The
ratings on Southern Co. and its subsidiaries will be lowered if the consolidated financial profile weakens over the
next few years such that debt leverage remains aggressive, adjusted FFO to total debt is consistently below 18% and
adjusted FFO to interest coverage declines to below 4.0x, due to the substantial capital spending budget, the
inability to recover such expenses in rates or to recover the current deferred fuel cost balance in a timely manner.
The pursuit of the nuclear plant construction, which is expected to be funded in a balanced manner, places
additional pressure on the consolidated ratings, such that any delays in the construction schedule, cost overruns on
the budget or indications of weakening regulatory support could lead to lower ratings. Finally, the current ratings
incorporate a constructive outcome in GPC's pending rate case.

Accounting

Southern's financial statements are in accordance with U.S. GAAP and are audited by Deloitte 8 Touche, which has
issued unqualified opinions on the company’s financial statements and internal controls for 2009.

In assessing Southern's financial risk profile Standard & Poor's views Southern Power as an equiry investment and
its dividend distributions to Southern as part of FFO for coverage ratio computation. Southern Power's equity is
viewed as minority interest for capitalization ratios.

Southern reports changes in under recovered fuel balances as part of changes in working capital. However, Standard
& Poor's, while analyzing company's cash flows, re-classifies these changes as part of changes in FFO. This

adjustment reflects the long-term nature of recovery of fuel costs which is more a standard measure of FFO rather
than working capital.

Asset-retirement obligations (ARO) totaled about $1.2 billion at Dec. 31, 2009, while the corresponding nuclear
decommissioning trust fund balance totaled $1.07 billion, leading to the imputation of $88.4 million as off-balance
sheet debt. The current funding leve! of pension and other post-retirement obligations leads to the imputation of
$1.395 billion as an off-balance sheet obligation.

Standard & Poor's views Southern's $412 million of trust-preferred securities and $1.1 billion of preferred and
preference shares as of Dec. 31, 2009, as having intermediate equity content, ascribing 50% of each amount to debt
and the remaining 50% to equity for ratio computation purposes. The associated distributions are similarly treated

as 50% interest and 50% dividends. Trust preferred and preferred securities accounted for about 3% of total capital
as of Dec. 31, 2009.

Capitalization of non-rail car operating leases adds about $233.4 million of off-balance-sheet obligations as of Dec.
31,2009, while debt imputed for purchased power agreements (PPAs) adds about $1.2 billion. These figures
represent about 6.5% of adjusted total debt. PPAs with Southern Power are included in imputed debrt because
Standard & Poor's rates Southern Power on a stand-alone basis.

Standard & Poor’s | RatingsDirect on the Global Credit Portal | October 14, 2010 4
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Related Criteria And Research

® Criteria Methodology: Business Risk/Financial Risk Matrix Expanded, published May 27, 2009.
® Corporate Criteria: Analytical Methodology, published April 15, 2008.

e Corporate Criteria: Standard & Poor's Standardizes Liquidity Descriptors for Global Corporate Issuers, July 2,
2010

Table 1.

Southern Co. -- Peer Comparison®

Industry Sector: Elactric
Duke Energy  American Elactric Powar Dominion Resources

Souther Co. Corp. Co. Inc. Inc.  Entargy Corp.

Rating as of Sep. 20, 2010 A/Stabla/A-1 A-/Stable/A-2 BBB/Stable/A-2 A-/Stable/A-2 BBB/Stable/--
--Average of past three fiscal years—-
{MIL. §)
Revenues 14,996.9 12,686.0 13,566.2 15,690.5 11.746.2
Net income from cont. oper. 1,562.4 1,288.0 1,291.3 1.942.7 1,2022
Funds from operations {FFO} 3,524.5 4,105.3 30518 2,2718.0 30419
Capital expenditures 3.892.5 4,024.6 36095 3.085.4 2,3616
Cash and short-term 421.0 1.231.3 ma 132.3 1,634.3
investments
Dabt 196103 16,4295 19.403.3 17,7402 13,344 8
Preferred stock 748.7 0.0 1355 844.3 155.6
Equity 14,259.7 214723 11,4385 11,1136 8,303.1
Debt and equity 33,8700 37.901.8 30,8428 288538 21,6480
Adjusted ratios
EBIT interest coverage (x| 33 33 24 28 32
FFO int. cov. (X) 43 5.7 34 30 45
FFO/debt (%! 18.0 25.0 157 128 228
&s)cretionary cash flow/debt {9.8) 19.8) 9.2) 1.0 10.5)
Net cash flow / capex (%) 574 31 65.4 210 104.9
Total debt/debt plus equity (%) 579 433 629 615 61.6
Relum on common equity (%) 108 49 109 175 13.7
Comman dividend payout ratio 855 89.4 528 499 468
{un-adj.} (%)
*Fully adjusted (including postretirement obligations).
Table 2.
Industry Sector: Electric
—Fiscal yasr ended Dec. 31—
2009 2008 2007 2006 2005

Rating history A/Stable/A-1  A/Stable/~ A/Stable/-- A/Stable/~ A/Stable/--

www.standardandpoors.com/ratingsdirect 5




Florida Public Service Commission
Docket No. 110138-El

GULF POWER COMPANY
Witness: R. S. Teel

Exhibit No. RST-1

Schedule 9

Page 6 of 10

Gulf Power Co.

Table 2.

Gulf Power Co. -- Financial Summary* {(cont.)

(Mil. §)

Revenues 1,302.2 1,387.2 1,259.8 1,2039 1.0836
Net income from continuing operations 174 104.5 88.0 79.3 76.0
Funds from operations (FFO) 2642 2021 1903 138.2 165.2
Capital expenditures M8 3845 2405 152.8 149.3
Cash and short-term investments 87 34 53 7.5 38
Debt 1,372.8 1,1386 8587 836.2 7545
Preferred stock 490 490 49.0 476 60.0
Equity 1,083.3 8711 7803 681.6 693.0
Debt and equity 24261 2,0097 16389 1,517.8 14475
Adjusted ratios

EBIT interest coverage {x) ) 39 39 37 36 41
FFO int. cov. [x) 59 47 45 38 51
FFO/debt (%) 19.2 17.8 22 16.5 213
Discretionary cash flow/debt {%) (229) (28.4} {11.5) (9.6) 1.3
Net Cash Flow / Capex (%) 4.7 305 46 419 630
Debt/debt and equity (%) 56.6 56.7 524 55.1 521
Retum on common equity (%) 85 122 123 120 126
Common dividend payout ratio {un-adj.) (%} 80.3 831 875 92.5 909

*Fully adjusted {including postretirement obligations).
Table 3.

Reconciliation Of Gulf Power Co. Reported Amounts With Standard & Poor's Adjusted Amounts (Mil. S)*
—Fiscal year ended Dec. 31, 2008--

Gulf Power Co. reported amounts

Operating Operating Operating

income income income Cash flow Cash flow
Shareholders'  (before  (before (after Interest from from Dividends Capital
Debt equity D&A) D&A) D&A) expense operations operations paid expenditures
Reported 1.2092 1,102.3 2821 2821 188.7 384 1942 1942 955 4213
Standard & Poor's adjustments
Oparating 456 - 38 05 05 05 34 34
laases
Intermediate 490 (49.0) - - - N {3.1) (3.1) {3.1) -
hybrids
reported as
equity
Postretirement 66.6 - 17 (1.7 1.7 - 00 00
benefit
obligations
Accrued 102 2 o
interest not
included in
reported debt
Capitalized - - - - - 95 (95 (9.5) - (9.5
interest

Standard & Poor’s | RatingsDirect on the Global Credit Portal | October 14, 2010 6
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Reconciliation Of Gulf Power Co. Reported Amounts With Standard & Poor's Adjusted Amounts (Mil. §)* (cont.)

Gulf Power Co.

Power purchase 249 - 6.3
agresments

63

"M 11

53 53

Asset 82 - 06
retirement
obligations

06

06 06

(04) (04)

Reclassification
of nonoperating
income
{expenses)

202

Reclassification
of

waorking-capital
cash flow
changes

742 =

Total 163.5

{49.0) 91
adjustments

6.7

206 148

(4.3) 699 (31) {9.5)

Standard & Poor's adjusted amounts

Opsrating
income
{before

D&A)

Debt Equity

EBITDA

Interest
EBIT exponse

Cash flow Funds
from from Dividends

Capital
operations operations

paid expenditures

Adjusted 13728 1,053.3 .2

2887

209.3 53.1

189.9 2642 924 4118

*Gulf Power Co reported amounts shown are taksn from the company’s financial statements but might include adjustments made by data providers or reclassifications made
by Standard & Poor's analysts. Pigase note that two reported amounts {operating income belore D&A and cash flow from operations) are used to denve more than one
Standard & Poor's-adjusted amount (operating income before D&A and EBITOA. and cash fiow from operations and funds from operations, respectively). Consequently the
first section in some lables may feature duplicate descriptions and amounts.

Ratings Detail (As Of October 14,2010)% ..

Gulf Powsr Co.

Corporata Credit Rating A/Stable/A-1
Preferance Stock (2 Issues) BBB+
Preferred Stock (3 Issues) BBB+

Senior Unsecured (15 Issues) A

Senior Unsecured (2 Issues) A/A

Senior Unsecured (1 Issue) A/NR
Corporate Credit Ratings History

29-Jun-2009 A/Stable/A-1
21-Dec-2000 A/Stable/--
30-Nov-1998 A+/Watch Neg/-
Business Risk Profile Excellent
Financisl Risk Profile Intermediate
Related Entities

Alabama Power Capital Trust V

Preferred Stock (1 lssue) BBB+
Alabame Power Co.

Issuer Credit Rating A/Stable/A-1

www.standardandpoors.com/ratingsdirect
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Gulf Power Co.

‘Ratings Detail (As Df Octobér 14, 20101%(cont)

Commercial Paper

Local Currency A-1
Preference Stock (2 Issues) BBB+
Preferred Stock (4 Issues) BBB+
Senior Secured (6 Issuss) AJAA
Senior Unsecured (27 Issues) A
Senior Unsecured (22 )ssues) A/A-1
Gaorgis Power Co.
Issuer Credit Rating A/Stable/A-1
Preferance Stock (1 Issue) BBB+
Preferred Stock (2 Issuss) BBB+
Senior Unsecured (48 Issuas) A
Senior Unsecured (1 Issue) A-
Senior Unsecured (32 Issues) ANA
Sanior Unsecured (7 Issuas) A/NR
Mississippi Power Co.
Issuer Cradit Rating A/Stabls/A-1
Preferred Stock (4 Issues) BBB+
Senior Secured {1 Issus) A+/A-1
Senior Unsecured {5 Issues) A
Senior Unsecured (3 Issues) AJAY
Southern Co.
Issuer Cradit Rating A/Stable/A-1
Commercial Paper

Local Currency A1
Preferred Stock (2 Issues) BBB+
Senior Unsacured (4 Issues) A
Southern Company Capital Funding, Inc.
Senior Unsecured (1 Issus) A-
Southern Company Funding Corp.
Issuer Credit Rating -f--A-1
Commercial Paper

Lacal Currency A1
Southsm Co. Services Inc.
Issuer Credit Rating A/Stable/--
Southem Electric Generating Co.
Issuer Cradit Rating A/Stable/NR
Senior Unsecured |1 Issus) A
Southern Power Co.
Issuer Credit Rating BBB+/Stable/A-2
Commercial Paper

Local Currency A2
Senior Unsecured (3 Issues) BBB+

*Unless otherwise noted, all ratings in this report are glabal scaie ratings Standard & Poor's credit ratings on the global scale are comparable across countnes. Standard

& Poor's credit ratings on a national scale are relative 10 obligors or obligations within that specific country
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Copyright ® 2010 by Standard & Poor's Financial <FONT COLOR="BLUE">Services LLC [S&Pk/FONT>, & subsidiary of The McGraw-Hill Companies,

No content (including ratings. credit-related analyses and data, model. software or other application or output therefrom) or any part thereof (Content) may be modified,
reverse engineered. reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the prior writien permission of S&P. The Content
shall not be used for any unlawlul or unauthorized purposes SBP, its affiliates, and any third-party providers, as well as their ¢irectors, officers, shareholders, employees of
agents [cafiectively S&P Parties) do not guarantee the accuracy, completeness. timelinass of availability of the Cantent. S&P Parties are not responsible for any errors or
omissions, regardiass of the cause, for the resuits obtained from the use of the Content, of for the security or maintenance of eny data input by the user. The Content 1s
prowided on an *as is” basis S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS. THAT THE CONTENT'S FUNCTIONING
WILL BE UNINTERRUPTED OR THAT THE CONTENT WiLL DPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall S&P Parties be liable to any
party for any dwect, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages, costs, expenses. legal lees, or losses {including, without
limitation, lost income or Jost profits and opportunity costs) in connection with any use of the Content even if advised of the possibility of such damages.

Credut-related analyses. including ratings. and statements in the Content are stalements of opinion as of the date they are expressed and not statements of fact or
recommendations 10 purchase, hold, or sell any securities or Lo make any investment decisions. S&P assumes no obkigation 1o update the Content following publication i any
form of format. The Content should not be relied on and is not a substitute for the skill, judgment and experience of the user. its management. employees, advisors and/or
clients when making investment and other business decisions. S&P's opinions and analyses do not address the suitability of any security S&P does not acl as a fiduciary o

an investment advisor. While S&P has obtained i ion from it bal to be reliable, S&P does not perform an audit and undertakes no duty of due diligence or
independent verification of any information it receives.

S&P keeps cenain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activiies Asa resul,
centain business units of S&P may have information that is not available to other SEP business units. S&P has established policies and procedures to maintan the
confidentiality of certain non-public information received in connection with aach analytical process.

S&P may receive compansation for its ralings and certain credit-related analyses, normally from issuers or underwriters of securities or from obligors SAP reserves the nght
\o disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites, www standardandpoors.com (free ol charge), and
www_ratingsdirect.com and www.globalcreditportal.com {subscription). and may be distributed through other means. including via S&P publicatians and third-party
redistributors. Additional information about our ratings fees is available al www.standardandpoors.com/usratingstees
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PARENT DEBT ADJUSTMENT RULE 25-14.004

25-14.004 Effect of Parent Debt on Federal Corporate Income Tax.

In Commission proceedings to establish revenue requirements or address over-earnings,
other than those entered into under Rule 25-14.003, F.A.C., the income tax expense of a
regulated company shall be adjusted to reflect the income tax expense of the parent debt
that may be invested in the equity of the subsidiary where a parent-subsidiary relationship
exists and the parties to the relationship join in the filing of a consolidated income tax
return.

(1) Where the regulated utility is a subsidiary of a single parent, the income tax effect
of the parent’s debt invested in the equity of the subsidiary utility shall reduce the income
tax expense of the utility.

(2) Where the regulated utility is a subsidiary of tiered parents, the adjusted income
tax effect of the debt of all parents invested in the equity of the subsidiary utility shall
reduce the income tax expense of the utility.

(3) The capital structure of the parent used to make the adjustment shall include at
least long term debt, short term debt, common stock, cost free capital and investment tax
credits, excluding retained earnings of the subsidiaries. It shall be a rebuttable
presumption that a parent’s investment in any subsidiary or in its own operations shall be
considered to have been made in the same ratios as exist in the parent’s overall capital
structure.

(4) The adjustment shall be made by multiplying the debt ratio of the parent by the
debt cost of the parent. This product shall be multiplied by the statutory tax rate
applicable to the consolidated entity. This result shall be multiplied by the equity dollars
of the subsidiary, excluding its retained earnings. The resulting dollar amount shall be
used to adjust the income tax expense of the utility.

Specific Authority 350.127(2) FS. Law Implemented 366.05(1), 364.03, 364.035, 367.121(1)(a) FS.
History—New 1-25-83, Formerly 25-14.04.
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Gulf Power Dividends Compared To
Southern Company Capital Contributions
January 2003 to March 2011
(In thousands $)

Gulf Equity | Net Cash
Gulf Dividends from To (From)
Year to Southern Southern | Southern

2003 70,200 10,000 60,200
2004 70,000 25,000 45,000
2005 68,400 0 68,400
2006 70,300 21,000 49,300
2007 74,100 80,000 (5,900)
2008 81,700 71,000 10,700
2009 89,300 152,000 (62,700)
2010 104,300 50,000 54,300
* 2011 27,500 50,000 (22,500)

655,800 459,000 196,800

* Through March 2011






