BEFORE THE FLORIDA PUBLIC SERVICE COMMISS.ON

In re: Petition of Gulf Power )

Company for an increase in its ) Docket No.:  891345-EI
rates and charges ) Date filed: 10/18/90
GULF POWER COMPANY'’'S MOTION FOR STAY
AS TO ISSUE 38

Gulf Power Company ("Gulf Power", "Gulf", or "the
Company"), by and through its undersigned attorneys,
respectfully requests that the Florida Public Service Commission
("Commission®" or "FPSC"), enter an order staying the effect of
Order No. 23573 as it pertains to Issue 38 in the above docket.

As grounds for this Motion, Gulf states:

1. Concurrently with the filing of this Motion, Gulf
Power has filed a Motion for Reconsideration of Decision
Requiring Partial Refund of Interim Rates and a Motion to Sever
as to Issue 111. In its Motion to Sever, the Company requests
that the Commission sever Issue 111, pertaining to the refund of
interim rates collected during the test year, for purposes of
reconsideration and that the remaining issues decided in Order
No. 23573 be made final 2nd ripe for an immediate appeal to the

Supreme Court of Florida.

2. Gulf, by this motion, seeks to have the Commission
stay the effectiveness of Order No. 23573 as it relates to the
imposition of the 50 basis point "mismanagement penalty" sought
to be imposed under Issue 38 and have the Commission allow the

Company to immediately implement the full amount of rate relief



deemed reasonable by the Commission, i.e., $14,131,000, pending

the outcome of the expedited appeal.

3. Unless a stay is entered as to the effectiveness of
the penalty sought to be imposed under Issue 38, a penalty,
totalling $2,293,000 per year for two years, the Company will be
immediately and irreparably harmed during the pendency of even
an expedited appeal. Gulf has already experienced the
detrimental lowering of its first mortgage and pollution control
bonds by two rating agencies, Duff & Phelps and Moody’s
Investor’s Service, due to the inadequate revenue increase
authorized in this docket, as demonstrated in the Affidavit of
Gulf’s Vice President-Finance, Arlan E. Scarbrough, attached
hereto and incorporated herein as Exhibit A. As Mr. Scarbrough
explains, the Company’s earnings for 1990 are already inadequate
even with the full $14,131,000 awarded. Imposition of a 50
basis point penalty results in a revenue increase of only
$11,838,000, and will cause further deterioration to Gulf’s
already precarious financial condition, to the detriment of both
the stockholders and the retail ratepayers of Gulf Power

Company, as reflected on the attached Exhibit A.

4. On September 13, 1990, Gulf placed the $11,838,000
revenue increase into effect. As stated in the Affidavit of Mr.

Scarbrough, each day that passes without the full revenue




increase in effect results in a permanent .ioss of $6,300 in
revenues tc the Company. These revenues, to which even the
Commission has agreed that the Company is entitled in the
absence of a penalty, will be lost forever to the Company since
they cannot be made up in the future. Thus, if Gulf is
successful in its appeal of the penalty, it cannot be truly made
whole at least with respect to revenues lost during the pendency
of the appeal. To the contrary, should the stay be granted and
Gulf be allowed to implement the full revenue increase pending
resolution of the expedited appeal, the Company will post an
appropriate bond or other corporate undertaking. If the Florida
Supreme Court affirms the penalty the Commission’s purpose will
not have been frustrated in the least in that the penalty can be
fully imposed at that time. Gulf will make the appropriate
refunds, with interest. Simply stated, the Company, its
shareholders and ultimately the ratepayers will suffer the
irreparable harm described in the Affidavit of Mr. Scarbrough if
the stay is not granted. Conversely, no harm will be suffered
by the ratepayers or any other party by the granting of this

request for a stay.

5. In all equity and fairness, the Company should be

allowed the opportunity to earn at least the 12.55 percent

return on equity found by the Commission to be fair and
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reasonable in this docket, pending an appeal as to prospective
aspects of the Order including the mismanagement penalty. Even
the 12.55 percent return which would be allowed in the absence
of the penalty is unrea..stically low and does not reflect the
true cost of equity, as demonstrated by the Commission’s recent
decision in Order No. 22490, issued February 5, 1990, in Docket
No. 890319-EI, to allow Florida Power & Light the opportunity to
earn a midpoint 12.8 percent return on equity. Obviously, in
light of the record before the Commission in this Docket and the
Commission’s own ruling in Order No. 23573 that a 12.55 percent
return on equity is reasonable and appropriate, Gulf should be
allowed the opportunity to earn at least the full amount of rate

relief approved during the pendency of an expedited appeal.

WHEREFORE, Gulf Power Company respectfully requests
that the Commission stay the effectiveness of the fifty basis
point return on equity penalty sought to be imposed under Issue

38 pending an expedited appeal of Order No. 23573 to the Supreme

Respectfully Bz' 29/6/71

G. EDISON HOLLAND

Florida Bar No. 599
JEFFREY A. STONE

Florida Bar No. 32593

Beggs & Lane

Post Office Box 12950
Pensacola, Florida 32576
904/432~2451

Attorneys for Gulf Power Co.

Court of Florida.
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AFFIDAVIT

STATE OF FLORIDA
COUNTY OF ESCAMBIA

BEFORE ME, the undersigned authority, personally
appeared ARLAN E. SCARBROUGH, who having first been duly sworn,
deposes and says:

I, Arlan E. Scarbrough, am employed in the position of
Vice President-Finance at Gulf Power Company (hereinafter
"Gulf" or "the Company"), and as such have personal knowledge
of the following facts:

l. In Order No. 23573, issued October 3, 1990, in
Docket No. 891345-EI, the Commission determined that
12.55 percent was a fair rate of return on equity for Gulf, but
it further reduced the allowed return by 50 basis points to
12.05 percent for two years as a penalty for alleged
"mismanagement."

2. Based on an allowed return on equity of
12.55 percent, the Commission authorized rate relief of
$14,131,000--an amount which was reduced to $11,838,000--after
imposition of the 50 basis point "mismanagement penalty." Even
with the full $14,131,000 in rate relief effective September 13,
1990, and the interim increase effective March 10, 1990, Gulf's
projected return on equity for 1990 will only be 10.66 percent
based on the Commission's order. With the "mismanagement

penalty" in effect, the Company's return on equity for 1990
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will fall even further to 10.53 percent. However, the return
on equity which Gulf will really earn, which is based on the
investments and expenses included in the filing, is projected
to be only B.74 percent for 1990 with the $14,131,000 ir rate
relief. With the "mismanagement penalty" this return would
fall to B8.62 percent. All of these projected 1990 returns on
equity are significantly below the lowest return on equity
supported by testimony at the hearings.

3. Compounding the financial distress of the Company,
the 12.55 percent authorized return on equity is unreasonably
low in comparison to recent Commission decisions and fails to
reflect the true cost of equity capital. 1In order No. 22490,
issued by the Commission on February 5, 1990, in Docket
No. 890319-EI, the Commission authorized a 12.8 percert rate of
return on equity for Florida Power & Light Co. (FP&L). Even
though the Commission has previously recognized that, by all
relevant standards, Gulf is more risky than FP&L, as reflected
on the composite Attachment 1 hereto, the return on equity
authorized for Gulf in Docket No. 891345-EI is less than that
which was only recently approved for FP&L--a difference which
is made even more significant by the imposition of the 50 basis
point "mismanagement penalty."

4. As further evidence of the immediate adverse
financial consequences of the Commission's decision in
Docket No. 891345-EI, on August 20, 1990, Duff & Phelps, Inc.,
lowered its ratings of Gulf's first mortgage bonds by two
levels from AA- to A, and preferred stock from A+ to A-. In

5. Mmlr B
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reporting this downgrade, Duff & Phelps, Inc., cited the
"disappointing rate relief recently allowed"™ by the FPSC,
referring to Docket No. B91345-EI.

5. In addition to the events described in paragraph 4
above, on August 24, 1990, Moody's Investors Service downgraded
its ratings of Gulf's first mortgage bonds and preferred stock
from Al to A2. As was the case with the Duff & Phelps down-
grade, Moody's explained the reasons for its action with
reference to "an unconstructive rate decision recently issued
by the Florida Public Service Commission" in Docket
No. 891345-EI.

6. The above-referenced downgradings will increase
the financing costs for Gulf Power Company. In my opinion, the
ultimate cost of serving the ratepayer will inevitably increase
as a result of the Duff & Phelps and Moody's downgrades which
followed the Commission's decision in Docket No. 891345-EI.

The increased cost of service will further reduce the Company's
earnings, increase the Company's revenue requirements, and
force the Company into requecsting greater rate relief from this
Commission than would otherwise be necessary.

7. Implementation of an annual $2,293,000 penalty for
two years for alleged "mismanagement"™ will cost Gulf nearly
$6,300 per day in lost revenues during each of the first two

years the new rates are in effect. These revenues, once lost,

cannot be recovered.
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8. The Commission also reduced rate base by
$50,934,000, representing Gulf's investment in Planc Scherer,
and disallowed the expenses associated with this investment.
In so doing, the Commission has precluded Gulf from recovering
a return on its investment in Plant Scherer which is serving
the retail customers and the expenses associated therewith.
Gulf's ratepayers continue to enjoy the benefits of this
capacity without paying the costs. Denying recovery of these
costs has further contributed to the Company's current
financial distress.

9. Due to the foregoing, Gulf will suffer immediate
and irreparable financial harm if the Commission's Order
No. 23573 is implemented to impose the 50 basis point
"mismanagement penalty"™ which will reduce the annual rate
relief granted from $14,131,000 to $11,838,000 during each of
the first two years the new rates are in effect,

1 hereby swear and affirm that the foregoing facts are
true and correct to the best of my knowledge, information and

belief.

SCARBROUGH

ARLAN E.

Sworn and subgQriped before me
day of s 1990.

y Commission expires:

Notary Public, State of Florids
My Commission Exgires Macch 23, 991

Bendad Thrs Teoy Faln - lascronce lat.
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COMPOSITE ATTACHMENT 1

COMPARABLE RISK OF GULF POWER COMPANY AND
FLORIDA POWER AND LIGHT

3
{
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The Commission and its Staff have consistently
recognized that Gulf is a riskier enterprise than is Florida
Power and Light Company (FP&L), and have, until now, reflected
this finding by authorizing a higher return on equity for Gulf
than for FP&L. For instance, in Order No. 20451, issued
December 13, 1988 in Docket Nos. 881139-EI (FP&L), 881140-EI
(TECO), and 881141-EI (Gulf), the Commission accepted and
approved a proposal to utili:e a return on equity figure of
13.75 percent for Gulf and only 13.6 percent for TECO and FP&L
for the purposes of calculating the utilities' tax savings under
Rule 22-14.003 and their respective calculations of AFUDC rates
during 1989. 1In addition, Staff, in its Quarterly Report on
Equity Cost Rates, has invariably recognized higher equity cost
rates for Gulf than for FP&L. As recently as September 28,
1990, after the Commission had already voted to allow Gulf a
12.55 percent return on equity despite having allowed FP&L a
return on equity of 12.8 percent earlier in the year in Order
No. 22490, the Staff report reflects that Gulf's cost of equity
is 10 basis points higher than that of FP&L. Copies of the
Commission Staff's Quarterly Reports from February 14, 1989
through September 28, 1990, are attached hereto and demonstrate
Staff's opinion that Gulf's cost of equity for those periods has

consistently been higher than that of FP&L.



RECETVED
DEC 1., 1988

BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION
GULF POWER COMFANY.

In re: Investigation and show cause DOCKET NO. 8811139-FI

88 to why Florida Power & Light
Company should nmot continrue to use

8 current maerket rate of return for
spplication in Rule 25-14.003, F.A.C.
(Tax Rule), Earnings Surveillance,
AFUDC, and Interim Purposes.

In re: Investigation and show cause DOCKET MO. 881140-EI

as to why Tampa Electric Company
should mot continue to use & current
rate of return for application in
Rule 29-14.003, F.A.C. (Tex Ruls),
fLarnings Surveillsnce, AFUDC, and
Interim Purposes.

In re: Investigation &nd show cause DOCKET BO. 881141-E1

as to Gulf Power Compeny should
not continua to use @8 current rate
of return for spplicition in Rule
2%-14.003, P.A.C. (Tax Rule),
Earnings Surveillance. AFUDC, and
Interim Purposes.

ORDER MO, 20431
ISSUED: 12-13-88
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The following Commissioners participated in the
disposition of this matter:

KATIE MICHOLS, Chairman
THOMAS M. BEARD

ACCEPTIFG REDUCED EQUITY W
HIDPOINTSE" TOR APPLICATION 1M
(AL SAVIRGS RUL

BY THE COMMISSION:

As @ result of the Tex Reform Act of 1986 the maximum
federal corporete income tax rate was reduced from 46 percent
to 34 percent. BRule 25-14.003, FPlorida Administrotive Code,
(the taxz savings rule) allows utilities to keep “tax savings®
resulting from reduced corporate income tax rates so long as
their retention does mot cause the utility's esrned rate of
return to ezceed the °midpoint” of the overall rate of return
approved by the Commission inm the wtility's last rate case.
while this midpoint is to be adjusted for the cost of debt
issued subseguent to that rete case, the tax savings rule has
no provision for adjusting equity returas to reflect current
conditions. Since the most recent asuthorized rates of return
on aquity for memy utilities sre higher than might be warranted
by current economic and financial conditions, Staff,
intervenors and the utilities have attempted to negotiste lower
equity rates for use in the taz savings rule.

COCLRMEMT | e gt Tl it B
13050 26713 £ A e
-550-RECCRI3/AEPORTILS




20451
DOCKETS NOS. 881139-EI, 881140-El & 8sll41-EI

As is

initially held between Florides Power & Light Company
Tampa Electric Company (TECO), Gulf Power Company (Gulf),
office of Public Counsel (Public Counsel).

Power Users
negotiations

midpoint of

authorized returns

Teco. The o©

we considered the utilities’

reported in Order MNo. 17126, negotiations wera

(FPL),

the

Floridas 1Industrial

Group (FIPUG) end our Staff. Although thesa
electric
utilities filed 8 Stipulation and Proposed Settlemant
(Propossl) by which they offered to substitute an aequity
13.8% for calendsr yeasr 1987 for the currently

resulted in sn impesse, the three

of 15.6% for FPL and Gulf and 14.3% for

ffer of the 13.8% figure was for the purposes of
the tex savings rule only.

Proposal at our Jsnuary 20,

1987 Ageuds Conference at which time TECO, FPL and Gulf reduced
c 13.6 percent. We accepted the offer as being an
improvement over the guo, and as being in the public
interest, while noting that our acceptance of the proposal in
prejudice our ability to seek or consider revised

their offer t

no way wcald

equity returns of these three electric utilities

purpose.

for

sny.

In Order Wo. 18340, issued in Docket No. 8708%0-EI on
October 26, 1987, we accepted TECO's and FPL's offer to utilize

san equity "midpoint”
tax savings rule for ca

of 13.6 percent for the purposes of the
lendar yeatr 19089 and Gulf's offer to use

a rate of 13.7% percent. Additionslly, these utilities agreed
to use their respective rates for the celculation of their

Allowance for Funds Used During

Construction (AFUDC) rates for

calendar 1988 and es their egquity “ceilings" for purposes of
the Commission's surveillance reportirg system.

7or calendar year 1989,

essentislly,
Specifically:

1.

:.

to continue the agreemant in effect for

#PL and TECO agres to the utilization of
an equity midpoint of 13.6 percent in
the ecslculation of an overall rate of
return, pursuant to Rule 25-14.003,
Florids Administrative Code (as
Tu::nuy worded), for calendar year
$89;

Gulf, which has & lower bond rating than
PPL and TECO, sgrees to the utilization
of an equity midpoint of 13.73 percenat
in the celculstion of an oversll rate of
cratugn, pursueat to Rule 25-14.003,
Florids Administrative Code for calendar
year 1989;

FPL and TECO agres to the use of an
equity component of 13.6 percent, and
Gulf to 13.75 percent, in the
calculation of their respective
Allowance for Funds Used During
Construction (AFUDC) rates for calendar
1989; and

FPL, TECO and Gulf have agreed,

1988.

r‘\‘

-
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ORDER BO. 20451
DOCKETS NOS. 881139-EI, 881140-EI & 881141-EI
PAGE 13

4. FPL end TECO agree to the use of an
equity figure of 13.6 percent, and Gulf
to 13.75 percent, as surveillance report
ceilings. They agree that earnings
sbove thase respective numbars during
1989 could serve as a basis for the
Commission to institute show cause
proceedings, and, further, that i{f such
proceedings were instituted, earnings
sbove 13.6 percent and 13.7% percent,
for the respective companies, could be
Ibuh: subject to refund on a prospective
asis.

We accept and approve the utilities’' proposal. As we
noted im Orders Ros. 17126 and 18340, the three utilities :=re
volunterily givimg up their entitlement to wutilize their
existing suthorised equity returns of 15.6 percent and 14.3
percent for the rposes of the tax savings rule. Whether or
not we would find curreant equity returns lower than those
offered by the utilities after considering a proper evidentiary
record, the wvolunteered rates are an improvement over the
W gug end, therefore, should be accepted. Importantly,
their acceptence in no way prejudices the right of any affected
person or the Commission to seek revised equity returns for
thess three electric utilities for any purpose.

The utilities® offer to utilize lower equity rates in the
calculation of their AFUDC rastes for 1989 is also an
improvement over thse m. inasmuch &s they are currently
allowed by rule (Rule -6. 1, Florida Administrative Code)
to incorporate the °*midpoint of the last allowed return on
common equity.” As mentioned earlier, these rates are 13.6
percent for FPL and Gulf and 14.5 perceamt for TECO.

The utilities’ stipulation that revenues subject to refund
during any 1989 show csuse proceeding may be calculated using
the 12.6 percent aend 13.75 percent equity rates is more
advantageous to the customers than the interim rate statute
(Section 366.071(5), F.8.), which the utilities might rely upon
and which provides thst revenues collected under bond and held
subject to refund shell be calculsted using “the mezimum of the
renge of the last asuthorized rate of returm on equity
established in the w®most recent rate case of the public
utilicy.” Based upon their currently asuthorizeld equity
returns, TECO would be entitled to claim 2 15.3 perceat return
for purposes of calculsting em interim decreasse. while FPL and
Gulf could claims 16.6 percent.

In view of the sbove, it is

ORDERED by the Florida Public Service Commission that the
proposal of Florids Power & Light Company, Tamps Electric
Company, end Gulf Power eny, as described im the body of
this Order, is spproved. It is further

ORDERED that these dockets be closed.



ORDER HO. 204351
DOCKETS NOS. 881139-EI, 881140-ZI & 881141-EI

PAGE ¢
By ORDER of the Florida Public Service Commission,
this _13h _ dsy of __ DECOSER . 808 .
.
pivision of Records and Reporting
(SEAL)
MHBT

EQTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW -

The florids Public Service Commission is cequired by
section 120.59(4), Florids Statutes, to motify parties of sny
sdministestive hesring or judicisl review of Commission orders
that is availeble under Sections 120.57 or 120.68, Florids
Statutes, &8s well as the procedures end time limits that
epply. This notice should mot be coastrued to mean sll
requests for an administrative hesring or judicial review will
be granted or result in the relief sought.

Any pa sdversely affected by the Commission's final
sction im this matter may reguest: 1) reconsidecation of the
dacisien g filing 2 motion for recomsiderstion with the
Director, Division of Records and Reportisg withim fifteem (13)

of the issusnce of this order in the form prescribed by
Ru 28-22.060, Florida Administrative Code; or 2) judicial
review by the Florida Supreme Court in the case of an electric,

or telephone utility or the FPirst District Court of Appeal
n the cese of a water or sewer utility by filing & notice cof

1 with the Director, Division of Records and Reporting and
tfiling @ of the motice of » 1 sad the filing fee with
tha a"u:t ste court. This filing must be completed within
thirty (30) days after the issusnce of this order, pursuant to
pule 9.110, Plorids Rules of Appellate Procedure. The notice
of appeal must be im the form specified in Rule 9.900(s),
Florida Rules of Appellats Procedure.

(o<



HEMORANDUN
September 28, 1990

TO: WALTER D'HAESELEER, DIRECTOR OF COMMUNICATIONS

JOE JENKINS, DIRECTOR OF ELECTRIC AND GAS

CHUCK HILL, DIRECTOR OF WATER AND SEWER
FRONM: TIM DEVLIN, DIRECTOR OF AUDITING AND FINANCIAL ANALYSIS /{ﬂx
RE

QUARTERLY REPORT ON EQUITY COST RATES

Attached are the results of Staff's analysis regarding utility common
equity cost rates and other general information on the state of the economy. The
release of this quarter’s report was delayed in order for Staff to rovige cost
of equity estimates which better reflect the financial impact of the crisis in
the Middle East. The Cost of Equity Analysis schedule on page 4 is based upon
average stock prices for the month of July (before the Iraqi invasion of Kuwait).
The Cost of Equity Analysis schedule on e 5 is based upon average stock prices
for the month of t (vhich take the relative decline in the stock market into
account). While updated stock price data {s received monthly, dividend growth
rate data 4s received quarterly. Unfortunately, the dividend growth data has not
been received and therefore is not reflected {n these results. It is reasonable

to assume ‘that growth'expectations have also declined along “with the fall in.

stock prices. To the extent that the updated growth expectations are not
;ctlncud in the models, the revised cost of equity results may be upwardly
ifased.

The Commerce Department released figures which attest that cthe U.S. economy
was already troubled by slowed growth before the Middle East crisis sent the
price of oil soaring. Real GNP rose at an annual rate of 0.4% in the second
quarter. This rate trailed the 1.7% growth rate in the firsc quarter of the year
and ‘marked the fifth quarter in a row of a growth rate under 2%. Economists
generally define a- recession- as twa consecutive quarters of negative growth:
Although the economy has weakened substantially over the past year, it has yet
to have a negative quarter. . ’ ‘ - )

: The government also recently announced that the .'l%ovetnnenc's principal
economic forecasting index was unc ed during July. e flat reading of the
index of leading indicators, a collection of 11 sets of economic statistics that
are supposed to fore-shadow economit ‘activity six to nine months in the future,

followed a 0.1% rise in June and a 0.6% -incfésse in May. Only three of che.ll

indicators made positive contributions to the index in July vwhile the other eighe:

factors held the index down. . While three consecutive declines in the lead ng
indicators are supposed to signal a recession, the index is notorious for
predicting downturns that never occur. For example, after the October 1987 stock
market crash the index fell for five straight months but the economy continued
to grow at a healthy rate.

; ‘Fiml‘ly'. ‘the White House released its budget report as required by “the

Cramm-Rudman budget law which estimated the 1991 deficit at $149. 4 billion. This

means the government must cut the deficit by $85.4 btllion to meer the Cramm-
Rudman law’s target of $64 billion for fiscal 1991. If Congress and the White
House fail to agree on a budget plan in September, the law’'s automatic spending
cuts will take hold October first. The White House report said the cuts would
slash many domestic programs by 32.4% and cut defense spending by 35.3%. The
spending cuts are so drastic and the effecrs on fovern-cnt programs so severe,
some government officials say Congress and the White House are virtually certain
to prevent chem from happening. Although the spendi Cuts are automatic,
Congress and che President can cancel the cuts with a simple piece of
legislation.

e S
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As a clos comment of local interest, Hoody’s Investors Service lowered
the s ties r of Gulf Power (Gulf), an operating subsidiary of
The Southern Company. Hoody’'s downgraded rat on Gulf’s first mortgage
and secured sollul:lnn control bonds to A2 from Al, unsecured pcllution contrel
bonds to A} from A2, and preferred stock to A2 from Al.
cc: Chairman Wilson

Commissioner Gunter
Commissioner Easley
Comaissioner Beard
Commissioner Messersmith
Dave Swafford

Bill Talbott

John Slemkewicz

Dale Mailhot

Joe McCormick

Marshall Willis

Greg Shafer

Ann Causseaux

Economic Regulation Standards Control
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RATE CASE DECISIONS

NEW

BOND ALLOWED
UTILITY RATING COMMISSION DATE* ROE
BLECTRIC
Cantrel Maise Power BEB+ Maino 1215789 12.50%
Pacific Gas & Flectric A Califorais 12720789 12.90%
Wiscoasia Public Service AA+ Wiscoasin 12721189 12.90%
Northera States Power AA Wiscousia 122789 12.50%
Wiscoasia Electric Power AA+ Wisconsia VIS0 12.90%
Groea Mountaia Power Vermont 172690 12.007
Southwestern Service AA Texas 3150 12.50%
Public Service Co. of N.M. BBB- New Mexico 412790 12.52%
El Paso Electric Co. BB+ Now Mesico 4/12/90 12.60%
Contral Hudson Oas & Elec PBB + New York 572190 12.10%
Mlisiols Power Co. BoB Mlinois 6/6/90 12.25%
Gulf Power Co. A Florida 990 12.55%
Electric Generic FERC 71330 12.06%
GAS
So. Carclins Electric & Gas A South Carolina 11/30/89 12.75%
Mostass - Dekots Utilities A- bontana 1278/89 12.50%
Northeca Virgiais Nat'l Gas Vigginia 118789 13,008
Pecific Gas & Electric A California 12720189 12.90%
MGTC, lac. Wyoming 1221189 12.42%
Wisconsin Public Service AA+ Wisconsin 122189 12.90%
Northern States Power AA Wisconsin 127219 12.50%
Southern California Gas A+ California 1/9/90 13.00%
No. Indians Fusl & Light iadians 22390 13.00%
Southern Cosnecticut Gas A  Coanscticwt V2890 13.00%

. Columbib Ges.of Obie : Ohio ) s/e0 - | 12.20% :
Chessposks Utllities © . " A Floride T 6690 13.00% 4
TELECOMMUNICATIONS ' '
GTE Northwest . A ldsho s/1m9 12.00% !
South Cestral Bell - AAA . Louisiam * o S30/M9, - 12.75%
Mountsin States Tel. & Tel. ©  AA Usb 01889 11,90%

. [llinois Bell Telephons © AAA Miinois Tsee T 12.7%6%

US WEST Communications Oregon 1272989 13.53%
Coatel of W. Va. West Virginia 11590 D.23%
Southern Bell AAA Georgia 6/28/90 12.38%

¢ -

* Dute of order ok desinien. _

Public Utilities Fortaightly 8/2/90 & 8/16/90
NRRI Quarterly Bullctin, March & Juse 1990
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QOST OF BQUITY ANALYSIS
AS OF AUGUST 13, 1990

EX ANTE HISTORICAL(2)  HISTORICAL()
DISCOUNTED  RisK RISK PREMIUM  RISK PREMIUM
CASH FLOW(I) PREMIUM(I) 10 YEAR AVQ 20 YEAR AVG

ELECTRIC UTILITIES

FLORIDA POWER (AaVAA-) 11.3 1.6 13.1 1.6
FPL (AZ/A+) 14 ' 11.7 i3.1 11.6
FPUC 11.9 12.1 13.1 1.6
GULF POWER (AZ/A) 1.5 11.7 3.1 1.6
TAMPA ELECTRIC (As2/AA) 1.2 1.5 13.1 1.6
TELEPHONE UTILITTES

CENTEL (AZA+) 12.3 12.3 13.1 1.6
GENTEL (As2/AA-) 2.1 1.1 13.1 1.6
SOUTHERN BELL (Asa/AAA) 1.8 1.8 13.1 1.6
UNITED (Aa2/A) 12.2 12.2 13.1 1.6
OTHER TELEPHONE UTILITIES 12.7 127 13.1 11.6
GAS UTILITIES 1.7 1.7 13.1 16

WATER AND SEWER mudﬁmqummmmhu.msumsqm
and 13.51% ot an equity ratio of 40% or lower.
The curreat loverage formule is: COE = 10.16 + (1.34 / Equity Ratio)

n)hummmmunhumumum:mvmmumm The bimorical
rill:mimthﬂmu-uhuﬁqpﬂmdhmemhuummuam;
period returas of & 20 year Government Bond. mu-hmmm-n._.mm. (see page 8) “ 0% '




B T e T RURE

FLORIDA POWER
FPL
FPUC (Marisana)

GULF POWER
TAMPA ELECTRIC

CHESAPEAKE
CITY GAS

FLORJDA PUBLIC .

INDIANTOWN *
PEOPLES
ST. JOE

PALM BCH COUNTY

SOUTH FLORIDA
SOUTHERN
WEST FLORIDA

WATER & SEWER

18627

215

SUMMARY OF RETURN ON EQUITY ORDERS

ORDER SUMMARY®

Rates oot ot 12.6% with o range of 12.6% w0 13.6%.

Sets range of 12.3% 1 13.3% with & midpe. of 12.8%.

Rates oot a2 13.35%, with o range of 12.35% w0 14.35%.
lﬂﬂﬂll”l.‘ﬂn"dll-”lhll.”!.

Sots raage of 11.55% 10 13.55% with o midge. of 12.55% . Rates ser o 12.05% for 2 years

In 1989, 13:6% was midpt for overall retura, AFUDC, & surveillance. Absent say decision for
1990, the midpt. reverts back 1o 14.5% for all purposes (Order No. 15451).

Caps 1988-90 carnings ot 14.8% . Sets range of 12.8% 1o 14 8%, midpt of 13.8%, for all purposes
Rate case in progress. ROE of 11.75% for imterion purposes.

Sets rungs ¢4 11.9% 0 13.9% with & enidpt. of 12.9% for all future purposes.

Sets raage of 11.3% 10 13.3% with « midpt. of 12.3% for all futurg purposes.

Sets rangs of 11.9% 10 13.9% with & midpt. of 12.9% for all future purposes.

Sets range of 11.9% © 13.9% with & midpe. of 12.9% for all future purposes

Sets range of 11.4% 10 14.4% wich & midpt. of 12.9% for all future purposes.

Sets raage of 11.9% 10 13.9% with & midpt. of 12.9% for all future purposes

Sets range of 11.9% 10 13.9% with o midpt. of 12.9% for all future purposes.

Earnings sharing plan. Sots rates &t 13.2%, sharing marts « 14%, ceiling after sharing is 16%
Sets range of 11.4% 0 14.4% with & midpe of 12.9% for all future purposes.

Rate case in progross. Range of 12.3% w0 13.3% with o midpt. of 12.8% set for interim ogly

Rates sat at 13.00%, with & range of 12.00% 1 14.00%.
Rate case in progress. ROE of 14.00% for interim purposes.

Rate case in progress. ROE of 13.50% for interim purposes

S6is'13.7% s midge B¢ tas rule purposes for 1989, . - - :

Rate case in progress. No interien relief requested. Last approved ROE 14.25%

Sets range of 12.7% o 14.7% with midpt of 13.7% for calculating overearnings & uitcrim
Sets 13.7% os midpt for tax rule purposes for 1989,

Ratos set ot 13.23% with & range of 12.23% 10 14.23%.

Sets 13.7% s midge for tax rulc purposes for 1989.

Rates sot at 13.5% with & range of 12.5% w0 14.5%.

mbMWI’u-ﬁn:COE = 10.16 + (1. 34/Equuty Ratio) The cout of
equity using the formuls is |1 50% & 100% equity & 13.51% ot 40% equaty or lower

’Thamm-mhﬂmdhm. Copics of the orders
can be obtained from the Clerk's office.

** Based on Commission decision, order pending.



MEMORANDRUMHN
May 23, 1990

TO: WALTER D'HAESELEER, DIRECTOR OF COMMUNICATIONS
JOE JENKINS, DIRECTOR OF ELECTRIC AND GAS
CHUCK HILL, DIRECTOR OF WATER AND SEWER

FROM: TIM DEVLIN, DIRECTOR OF AUDITING AND FINANCIAL 7'
ANALYSIS
RE: QUARTERLY REPORT ON EQUITY COST RATES

Attached are the results of our analysis regarding
utility common equity costs for the second quarter of 1990
and other information on the cost of equity.

For the first guarter of 1990, a waIL‘Street Journal
survey showed that company profits fell 18 percent. Company
profits were hurt by increased labor costs, higher interest
payments and unusually big writeoffs. Many analysts expect
earnings to remain soft in the current quarter but to pick
up in the second half.

The jobless rate fell to 5.4% in April from 5.2% the
previous month, indicating continued weakness in the
economy. The increase surprised many analysts because of
recent signs the economy was picking up. Many analysts are
now predicting that the Federal Reserve will refrain from
pushing up interest rates.

Of local interest, Moody's Investor Service lowered its
ratings of Florida Power & Light Co. debt. First mortgage

and secured pollution control revenue bonds were downgraded




to a rating of A2 from Aa3.

from Aal to A2.

cCc:

Chairman Wilson
Commissioner Gunter
Commissioner Beard
Commissioner Easley
Dave Swafford

Bill Talbott

John Slemkewicz

Marshall wWillic
Greg Shafer

Preferred stock was downgraded

Economic Regulation Standards Control
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_ BOND ALLOWED
UTILITY RATING COMMISSION DATE** ROE
ELECTRIC _
Goorgia Power B8 Gooegia 77189 12.25%
Louisians P & Bas- Losisiaaa 1689 1L74%
Madisoa G & E AA Wiscoesia mue 13.50%
Moatana Power BEB+ Bfoatens 1579 12.50%
Tusson Electric Power BBE Arizoes wivee 12.50%
‘Western Massachusests EL BEBEB+ Pasteckusets 489 13.00%
Ceatrsl Maine Power BBB+ Paine 11589 12.50%
Wisconsin Electric Power Wiscoasia 1150 12.90%
Eloctzic Geaeric FERC 4116190 11.85%
GAS
Nosthera Virginia Not'l Ges Virgiaia 1218789 13.00%
Coasectict Natursl Gas A Coasecticut ETpat; 12.90%
Waeshiagton Weter Power A- Wabo 2589 12.75%
Marylsad Natural Ges Co. Maryland Ve 12.80%
Columbia Gas Co. of Virgiala  BB2 Viegiais 289 13.25%
Commoawesith Gas BBB+ Virgiaia 83799, 13.25%
Wisconsin Natursl Ges AA Wisconsin 926/89 13.60%
Public Ser Co Nosth Carcline NR Morth Caroline 19 13.20%
MGTC, lac. Wyomiag 12289 1222 %
TELECOMMUNICATIONS
GTE Nocthwest Liaho 7 ) 12.00%
South Central Baell AAA Lowisiana 5/30/89 12.75%
DOlinois Bell Telephone AAA Miacis 589 12.76%
Mountaia States Tel. & Tel. AA Utah 89 11.80%
US WEST Commuaications Oregos 29789 13.53%
Coatel of W. Va. West Virginia 1550 13.23%

companits contained in the chert. la addition, & comparisos betwoea the mafl's currendy
igiitf‘lllﬂf% Given rocent
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" 5/23/40 15
COST OF EQUITY ANALYSIS L
Second Querter 1990

EXANTE  HISTORICAL(Z) MHISTORICAL(Z)
DISCOUNTED RiSK RISK PREMIUM  RISK PREMIUM
CASH FLOW(I) PREMIUM(I) 10 YEAR AVG 20 YEAR AVG

E EPEE

GAS UTILITIES

WATER AND SEWER  The cost of equity obtained usiag the curreat loverage formala is 11.76% at 100% equity
and 13.95% ot an equity ratio of 40% or lower.
The current loverage formuls is:  COE = 10.30 + (1.46/Equity Ratio)

consistent & objective in our application of the models. A consistent & cbjective approach easures that ifferences in the cou of
equity from period to period reflect changing economic conditions & investor expectations—adct & different method. Even when
?%lﬁ-lﬂ-illl&l different estimates bocause of their input assumptions. Thus whea compari ’

-_oolllnln..qllll. 'I}ii'{liiillik
the cost of equity. A 100 basis point change in long-term troasury yislds results in a 100 basis poiat chaage (seme dirvction) is our
estimated cost of equity. Similardy, is our DCF asalysis ¢ onc percastage poiat chaage is the dividend growth rate results in
ialil‘ifr‘tlliiltii

ms
company and #s characteristics relstive 1 the index of companies used t0 determine the regeired rats of rotura
Qtllll‘ll';;ili_g.qilt:gn Associates. The historical
risk premiom reflocts the avecage sanual differcace botweea the holdiag period returns of the S&P 500 mock index and the boldias
period returms of & 20 year Governmeont Boad. The result shows sbove reflocts a marka return. (sec page 7)
* For regulstory purposes, the Commission genorally estsblishes s midpoint cost of equity with & reage of 100 besis poists shove and helow
the madpot.




SUMMARY OF RETURN ON EQUITY ORDERS

ELECTRICS
FLORIDA POWER

FPUC (Marisana)
FPUC (Fernandins)
GULF POWER
TAMPA ELECTRIC

TELEPHONES
ALLTEL

FLORALA
GENTEL
GULF
INDIANTOWN

QUINCY
ST. IOE
SOUTHERN BELL

UNITED
GAS

CENTRAL FLORIDA
CITY GAS
FLORIDA PUBLIC
INDIANTOWN
MILLER

PEOPLES

PLANT CITY

ST. JOE

PALM BCH COUNTY

SOUTH FLORIDA
SOUTHERN
WEST FLORIDA

WATER & SEWER

18627
22490
2152
4
20451
20451

HgE

HHH T

E
o

RERIRER Ef

21

g

19718

Rates oot ot 12.6% with & rangs of 12.6% to (1.6%.

Sets ruage of (2.3% to 133% with « midpt of 12.8%.

Rates set ot 13.35%, with e range of 12.35% w0 14.35%.

Rates sct ot 12.85%, with o renge of 11.85% o0 13.85%.

Rate case in progrese. In 1989, 13.75% wes midpt for overull retera, AFUDC, & surveillasce.
In 1989, 13.6% was midpt for oversll return, AFUDC, & surveillsace. Abscat any decision for
1990, the midpt. roverts back to 14.5% for all purposes.

Caps 1988-90 carnings at 14.8%. Sots range of 12.8% to 14.8%, midp of 13.8%, lefdlpurpulu,
Rats case in progress. Cemtel’s carnings capped ot 13.75% for 1989, 2
Sets caage of 11.9% to 13.9% with « midpt. of 12.9% for all future purposss.

Sets range of 11.3% w 13.3% with & midpt. of 12.3% for il future purposss.

Seots rengo of 11.9% to 13.9% with o midpt. of 12.9% for oll future purposss.

Caps carniags ot 14.5% for 1968 & 1989.

Sats raage of 11.4% w0 144% with & midpt. of 12.9% for all futere purposes.

Sets range of 11.9% to [3.9% with & midpt. of 12.9% for all futmre purposes.

Sects range of 11.9% to (3.9% with « midpt. of 12.9% for afl future purposes.

Esrnings shering plan. Scts rutes at 13.2%, sharing starts ot 14%, coiling sfter sbaricy 5 16%
Sets rangs of 11.4% 10 144% with a midpt. of 12.9% for all fumure purposes.

Rate case ia progress. Raage of 12.3% w0 13.3% with & midpe. of 12.8% st for iate:inm oaly

Rate case in progress. Last authorized sct ot 13.9% with 2 reage of 12.9% w0 14 9%
Rate case in progress. [a 1999, 13.7% sct as midpt for tax rule purposes.
Sets 13.5% as midpt for tax rule, AFUDC, aad surveillance purposes.

Sets 13.7% as msidpt for tax rule purposes for 1989.

Rate case in progress. Ia 1989, 13.7% st as midpt for tax rule purposes.

Rats cass in progress. {a (999, 13.7% was midpoint for tax rele purposes.

Seots rangs of 12.7% w 14.7% with midpe of 13.7% for calculsting overcarnings & interim
Sets 13.7% as midgt for tax rule purposes for 1989.

Rates st ot 13.23% with & renge of 12.23% w0 14.23%.

Sats 13.7% as midpt for tax rulc purposcs for 1989.

Rates set ot 13.5% with o reags of 12.5% to 14.5%.

Established the curreat leverage formule: COE = 10.3 + (1.46/Equity Ratio) The com of
equity using the formula is 11.76% & 100% equity & 13.95% ot 40% equity or lower

* This schedule contsins & very briel summary of the order. Capies of the orders
can be obisined from the Clerk's office.



AVERAGE AUTHORIZED ROE OVER BOND YIELD®

Natarsl Ges Utllitios
AUTH Bas BOND .

UTILITY DOCKET DATE ROE YIELDS** DIFFER  AVG/BONDS
Weat Plorida 871255 -Aped®  13.50% 10.49% 301% Ape-39
Geisesville 870688 00ads  13.30% 10.92% 2.98% Oc88
St Joe 870986 11-Aug-$8 13.720% 1He% 201% Aug38
Caatral Florid s 16Jeass  1350% 11.4% 2.56%  Jaa$8
South Florida 860341 Ot-AwgS?T DBD% 10.50% 233% Aug ST
West Florid 50503 05Sepd6  DLISS 9.96% 3.19% Sep-86
Peoples Gas 850811 08Iid6  14.25% 9.6% 456% Jul-86
FPUC sso1m ObJuds K0S 10.03% 4% Jua-36
Soutbers Gas 340268 25-Ape-8S 15.75% “us LeA% Ape3S < .
Gainesville 840229 BAprdS  1S.75% .11% 1L64% Ape-35
City Gas 830581 N-Asgds  15.75% 14.79% 0.96% Ang-34
Miller 3038 BFH  ISTSE 14.05% 1.70% Feb-34
Peoples Gas 830123 WNowdd 15758 14.12% LO% Nov-8)
St Joe 520490  16-AugSd 16005 1421% L79% Aug 33
West Florida 820404 183 16208 14.01% 2.19% i 33
FPUC 820249 19-Aprd3  16.04% 14.07% L97% Apc83
South Florida 30330 16-ApeS3  1S.75% 14.07% 1.68% Agr43
Guinesville 8020265 U-MarSd  16.00% 14.3% 1.67% Mar 83
Southern Gas 820182 2L5-Feb-83 15.50% 14.61% 0.59% Feb-83
Palm Beach County 810639  lideadd  1625% 14.56% 1.69% Jan 83
Plant Cicy 820121 19-MNov-82 16.00% 14.81% 1.19% Nov-82
Peoples Gas 810302 HFhS2 16008 17.03% 180% Feb-82
Ceatral Florida 810073 9ead2  16.00% 17.83% 1.8% Jea 82
Southern Gas 810056  MNovsl  16.00% 16.49% 0.49% Now-31
City Gas 810004  O6NevSl  16.00% 16.49% 049% Nov-81
Miller 800417 12-May-S1 15.50% 16.66% -1.16% May-81
FPUC 800414 20-Apr81 15.00% 16.14% 1.14% Apr-81
AVERAGE l.ea%

* This chart shows the differcace betweoen the natural gas wtilitics suthorized
ROEMhudmmﬂiy‘#ulhfmthhuiﬁn_.

** Assumed rating.

2026




HISTORICAL RISK PREMIUM STUDY .

YEAR S&P S00° LT TREAS® DIFFERENCE
i 4.0% % 4.1%
W 143% 112% LI%
w2 * 19.0% 5.7% 13.3%
wn -14.7% -1.1% -13.6%
w7 265% 44% -309%
1975 372% 92.2% 208
1976 235% 16.8% 0%
wn -1.2% 0.7% £5%
1978 6.6% -1.2% 18%
197 1845 -1.2% 19.6%
1980 AR 40% 364%
98! 49% 1.5% £.7%
1982 21A% 40.3% -189%
1983 Ss% 0.7% 21.8%
1784 63% 154% . H1%
198s 322% 31.0% 12%
1986 18S% U A% S59%
1987 52% 2.7% 79%
1988 16.8% 92.7% 7.1%
1989 315% 15.1% 134%

20 YEAR AVERAGE ~ 12.8% 9.6%

- - o
s Wy L
o 2. o

10 YEAR AVERAGE  182% 135% A%

STOCKS, BONDS, BILLS, AND INFLATION 1990 YEARBOOK
EXHIBITS C-1 AND C—~

® The returns for the S&P 500 and long-torm treasurics arc onc year holdiag period
returas. For cxample, aa imvestor who bought the S&P 500 [adex oa Jansary 1, 1987
and sold it on December 31, 1987 would have realized o total setura of 5.2%.
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MENQRAERDUMNM
April 9, 1990

TO: WALTER D‘HAESELEER, DIRECTOR OF COMMUNICATIONS
JOE JENKINS, DIRECTOR OF ELECTRIC AND GAS
CHUCK HILL, DIRECTOR OF WATER AND SEWER

FROM: TIM DEVLIN, DIRECTOR OF AUDITING AND FINANCIAL 4((
ANALYSIS
RE: QUARTERLY REPORT ON EQUITY COST RATES

Attached are the results of our analysis regarding utility
common equity costs for the first quarter of 1990 and other

information on the cost of equity.

cc: Chairman Wilson
Commissioner Gunter
Commissioner Herndon
Commissioner Beard
Commissioner Easley
Dave Swafford
Bill Talbott
John Slemkewicz
Dale Mailhot
Joe McCormick
Marshall Willis
Bill Lowe
Bob Freeman
Economic Regulation Standards Control
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RATE CASE DECISIONS®

NEW

BOND ALLOWED
UTILITY RATING COMMISSION DATE®** ROE
ELECTRIC
Georgia Power BBB Georgia 27789 12.25%
lomaP& L A lowa & 13.20%
Louisiana P & L BBB- Louisiane 7/6/%9 12.76%
Madison G& E AA Wiscoasis 489 13.50%
Moatans Power BBB+ Montans 1589 12.50%
South Caroclina Elec & Cas A+ South Carclias &2y 13.25%
Tucson Electric Power BBB Arizona 10718739 12.50%
Western Massachusetis El. BBB + Massachusetts 24789 13.00%
Ceantrel Maine Power BBB + Meins 12715789 12.50%
Electric Generic FERC 2/5/90 1.75%
CGAS
Gulf States Udility Co. BB- Louisiana S/30/89 12.00%
Virginia Net'l Gas lac NR Virginie 13.25%
Connecticut Natural Gas A- Connecticut 82385 12.90%
Washingtos Weter Power A- Idaho 929189 12.75%
Maryland Natursl Gas Co. Maryland 822/89 12.80%
Columbia Gas Co. of Virgiaia BBB Virginia 823/8% 13.25%
Commonweaith Gas BBB+ Virgisia 889 13.25%
Wisconsia Natural Gas AA Wiscoasin 9726789 13.60%
Public Ser Co North Carclina NR North Carolina 1178189 13.20%
MGTC, lac. Wyoming 1272190 12.42%
TELECOMMUNICATIONS
GTE Northwest A fdaho 5/1789 12.00%
South Central Bell AAA Lowisiana SI30/89 12.75%
Mlinois Bell Telephose AAA linois 115789 12.78%
Mountain States Tel. & Tel. AA Utsh 10718789 11.80%

* These allowed returns should be viewed with castion. A close examinstion

Mhmmﬁdhﬂﬁ-mh'lu'vﬂmm.mh
companics contained in the chart. la sddition, a compurison betweca the 2afl"s curready

Mm““dﬁoﬁhﬁmmhwww
changes in capital markets, 8 more relovant comparison would be to compare safl"s current
recommendations 10 testimony concurrendly filod in other jurisdictions,

** Date of order or dosision.

Public Utilities Fortaightly 3/15/90
NRRI Quarterly Bulletia, Dec. 1989
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COST OF EQUITY ANALYSiS
First Quarter 1990

EX ANTE®*  HISTORICAL®* HISTORICAL®*
DISCOUNTED* RISK RISK PREMIUM  RISK PREMIUNM
CASH FLOW  PREMIUM 10 YEAR AVG 20 YEAR AVG

ELECTRIC UTILITIES

FLORIDA POWER (AsWA+) ud s 132 10.4
FPL (Aa3/A+) 13 Ho‘*' 1.7 13.2 10.4
FPUC 1e 12.2 13.2 10.4
GULF POWER (A/A) 1.5 s 13.2 10.4
TAMPA ELECTRIC (Asl/AA) 12 1.s 13.2 10.4
TELEPHONE UTILITIES .
caN'm. (mﬂ_ 123 12.4 13.2 104
& 2 120 12.2 3.2 104
soumm AAA) T 13.2 10.4
UNITED (As2/A) ~-1%r a2 132 - 10.4
OTHER TELEPHONE UTILITIES 127 12.3 132 10.4
GAS UTILITIES 1.7 2.8 13.2 10.4

WATER AND SEWER  The sost of equity obtained usiag the curreat leverage formula is 11.76% o 100% equity
and 13.95% &t an equity ratic of 40% or lower.
The current loverage formuls is:  COE = 10.30 + (1.46/Equity Ratio)

¢ The cont of equity cans _: be measured procisely. Analysts use various methods & models 1o ostimate its cost. Over the pacr 3 verr. w-
bave used & noa-coastant growth discounted cash Sow model & a risk premium asalysis to estimate the comt of equity. We ury o te
consistent & objective ia our application of the models. A consistent & objective epproach easures that “fferences ia the cuat of
equity from pericd to period reflect changing ecosomic conditions & investor expectations—aot 8 differcat method. Even whea
differcat analysts use the same models, they can arrive st different estimates becsuse of their input assumptions. Thes wheo compising
cost of equity estimates i is important 10 understand the rationsle underlying the analyst's assumptions aad how changing s verishie
<an affect his result. The risk premium & DCF model ase seasitive 1o various input assumptions. A very basic relatioaship is our risk
premium analysis, for example, is the perfect positive correlation between the long-term treasury yield forecast end our eatimste of
the cost of equity. A 100 besis poist chasge in loag-term treasury yields results in & 100 basis point cheage (same direction) ia our
estimated cost of equity. Similarly, is our DCF analysis s one percentage point change in the dividead growth rate results ia
spproximately a one perceniage point chaage (same direction) in our estimated ~ost of equity (holding all other inputs coastaat).

¢ Distinguishes among companics on the basis of bond ratiags. I e rate proceeding stall would perform a more thorough analysis of the
company and its characteristics relative to the index of companics used 1o datermine the required rate of rotura.

** Based on the data published in the Stocks, Bonds, Bills, end Iaflstion 1988 Yearbook, published by fbbotson Associstes. The historical
ri&pu-i-MmhwmmthpﬂmwdmmeMdquh;
period returas of 8 20 year Government Bond. The result showa sbove refllocts & market retura. (soc page 8)

***For regulatory purposes, the Commission will cstablish s midpois: cost of equity with & reage of 100 basis poiats sbove ead below the
midpoint.




SUMMARY OF RETURN ON EQUITY ORDERS

ELECTRICS

FLORIDA POWER

FPUC (Mariansa)
FPUC (Fernandina)
GULF POWER

TAMPA ELECTRIC

TELEPHONES

ST. JOE
SOUTHERN BELL
SOUTHLAND
UNITED

GAS

CENTRAL FLORIDA
CITY GAS

ORDER ORDER SUMMARY

18716
20636

Rates set at 12.6% with a reage of 12.6% 1o 13.6%.

Seis renge of 12.3% to 13.3% with a midpe. of 12.8%.

Rates set of 13.35%, with & range of 12.35% w0 14.35%.

Rates sot ot 12.85%, with e reage of 11.85% w0 13.85%.

Rate case ia progress. [a 1989, 13.75% wes midpt for overall return, AFUDC, & surveillance.
In 1989, 13.6% wes midpt for overall retera, AFUDC, & surveillance. Abseat any decision for
1990, the midpt. reverts back to 14.5% for all purposes.

Caps 1988-90 carnings at 14.8%. Sets raage of 12.3% w0 14.8%, midpt of 13.8%, for ell purposes.
Rate case in progress. Comtel’s carnings capped ot 13.75% for 1989.

Sets range of 11.9% to 13.9% with & midpt. of 12.9% for all future purposes.

Sets range of 11.5% to 13.3% with a midpt. of 12.3% for all future purposes.

Sets raage of 11.9% 10 13.9% with s midpt. of 12.9% for all future purposes.

Caps carnings at 14.5% for 1988 & 1989.

Sets range of 11.4% to 13.4% with & midpt. of 12.9% for all future purposes.

Sets range of 11.9% 10 13.9% with & midpt. of 12.9% for all future purposes.

Sets raage of 11.9% to 13.9% with a midpt. of 12.9% for all future purposes.

Earnings shering plas. Sets rates at 13.2%, sharing starts ot 14%, ceiling after sharing is 16%.
Sets range of 12.8% to 14.8% for all purposes.

Rate case ia progress. Raage of 12.3% to0 13.3% with a midpt. of 12.8% st for isterim oaly.

Rste case is progress. Last asthorized set et 13.9% with « range of 12.9% 1o 14.9%.

Smll?l--a‘pfor purposes for 1989.
FLORIDA PUBLIC @____ Tor tax rule, AFUDC, aad survedllance purposes. 3o (< ¥
INDIANTOWN

MILLER
PEOPLES
PLANT CITY
ST. JOE
PALM BCH COUNTY
SOUTH FLORIDA
SOUTHERN
WEST FLORIDA

WATER & SEWER

11

17933

21054

19718

Sets 13.7% as midpt for tax rule purposes for 1989.

MFRs beiag filed. Sets 13.7% as midpt for tax rule purposes for 1989,

Rate case in progress. [n 1989, 13.7% was midpoist for tax rule purposes.

Sets range of 12.7% 1o 14.7% with midpt of 13.7% for calculating overesmings & interim.
Sets 13.7% a3 midpt for tax rule purposes for 1989.

Rates sel at 13.23% with @ reage of 12.23% 10 14.23%.

Sets 13.7% as midpt for tax rule purposes for 1989.

Rates set ot 13.5% with « mage of 12.5% to 14.5%.

Estsblished the curreat leverage formule: COE = 10.3 + (1.4&/Equiry Ratio). The cost of
oquity using the formula is 11.76% st 100% equity & 13.95% & 40% equity or lower.

* This schedule contains & very brief summary of the order. Copies of the orders
can be obtained from the Clerk’s office.




AVERAGE AUTHORIZED ROE OVER BOND YIELD*

Tdoommuaications

AUTH BOND BOND
UTILITY DOCKET DATE ROE AVO/BONDS RATING
GTE 70171 29-Dec-89 12.30% Dec-89 AA-
Allsal 881135 23-Dec-88 13.90% Dec-88 BLBe*
SBT 880069 13-0c2-83 13.20% Oct-88 AAA
United 880444 26-Jul 48 13.50% Jul 83 A
Centel 861361 30-Jea-87 12.75% Jua 87 A+
Allted 850064 05-Feb-86 14.60% Feb-8& WHB*e
Centel 850142 28-Aug-85 14.50% Aug-85 P
Alleal 830471 29-Jua-84 15.15% Jun 84 BBBe*
SBT 820294 07-Dec-83 15.00% Dec-83 AA
United 810211 74u-82 15.75% Jul 82 A
Alltel 810326 07-Jun-82 15.50% Jua-82 3DBe*
SBT 810035 15-Dec-81 15.25% Dec-81 AA
GTE 810095 07-Dec-81 15.50% Dec 8l AA
AVERAGE 1.60%

* This chart shows the difference betweea five major telophone utilitics suthorized
ROE and the cost of similarly rated utility debt st the time of the Commissioa's decisioa.

** Assumed rating.

5 . 2532




INTEREST RATES

eessesssssce BLUE CHIP FORBCAST ooesssscosess

AVERAGE SECOND THIRD POURTH FIRST
sevess ANNUAL AVERAGES eeseee FEB QUARTER QUARTER QUARTER  QUARTER
1987(1) 198%() 1981 1990 129000 1m 12900 121@)
Asa Utility 9.52 10.05 .32 9.35
Aa Utility .77 10.26 9.56 9.57
A Udlity 10.10 10.49 2.7 9.76 9.6 95 95 9.5
Baa Unility 10.53 11.00 997 9.96
Prime Rate 8.10 9.44 10.83 10.00 9.9 9.7 9.7 9.7
Commercial
Paper (30 day) 6.70 .72 9.05 8.2 8.0 19 79 8.0
Loag Term
Treasury Yield 8.70 9.04 8.51 5.63 8.3 82 82 8.2
INFLATION RATES O)

ssscessssces BLUE CHIP FORBCAST #7etctserion

sesese ANNUAL AVERAGES #¢4¢¢¢  ACTUAL(?) QUARTER QUARTER QUARTER  QUARTER
19878 193%(4) 198%4) 220 1990 1990(2) 19902) 1990(7)

Coasumer
Price Index 3.7 4.1 4.8 319 39 4.1 42 43
GNP Deflator 33 34 4.2 3.5 39 39 19 ar
STOCK MARKET PERFORMANCE
PERCENT PERCENT
noiss e CHANGE 1570 CHANGE(S)
S & P 500 mn.mn 353.4 77.5% 338.07 4.M4%
Dow Jones Industrial Average 2168.57 271532 26.96% 2695.7 2.09%
Dow Jones Utility Average 186.28 35.04 26.18% 217.30 1.55%
(1) Moody's Bond Servey, 3/12/90

(2) Blue Chip Financial Forecasts, March 1, 1990
(3) % cheage [rom prior years

(4) Vealuc Line, 372190

(5) Hot Asnualized

‘6) WSI, 3 16/9%
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MEMOQERANDUHN
February 23, 1990

TO: WALTER D’HAESELEER, DIRECTOR OF COMMUNICATIONS
JOE JENKINS, DIRECTOR OF ELECTRIC AND GAS
CHUCK HILL, DIRECTOR OF WATER AND SEWER

FROM: TIM DEVLIN, DIRECTOR OF AUDITING AND FINANCIAL (F
ANALYSIS '

RE: QUARTERLY REPORT ON EQUITY COST RATES

- .

Attached are the results of our analysis‘rcqardinq utility

common equity costs for the fourth quarter of 1989 and other
information on the cost of equity. Although this report is
later than usual, the estimates of the cost of equity
represent the information available as of November of 1989.
We will provide an updated report for the first quarter »f
1990 in the near future. Page 7 of the report is a brief
summary of interest rates, inflation rates, and related
forecasts. Some additional items that may be of further

interest are:

Leading economic indicators declined 0.4% in
October, while manufacturing contracted in
November for the seventh month in a row. Many
economists say the slowdown is confined to
manufacturing, and is not indicative of the
strength of the overall economy. However, many
analysts believe additional signs of weakness are
likely to prompt the Fed to lower short-term
interest rates.

Fitch Investor Services lowered its rating on
Florida Power and Light’s First Mortgage Bonds and
Commercial Paper to "A+" from "AA-". Fitch stated
the reduced ratings reflect weakened interest
coverage and the added expense of addressing NRC
concerns at the Turkey Point nuclear station, and
growing construction requirements. This action is
consistent with that taken by Standard & Poor’s



cc:

during May of this year. At that time, S & P also
lowered FPL’s rating to "A+" from "AA-".

On page 6 is a chart that shows the average spread
between the common equity returns authorized by
this Commission during the 1980s and concurre.t
bond yields. caution should be exercised when
viewing this chart because of the ‘nherent
circularity and inappropriateness of relying upon-
past authorized returns to estimate current market
requirements. The cost of equity is a function of
investor expectations and risk and not a function
of previously authorized returns.

In 1989, as shown on page 7, the substantial
increase in the Dow Jones Utility Average has
outpaced the substantial increases in both the Now
Jones Industrial Average and the S&P 500.

Chairman Wilson
Commissioner Gunter
Commissioner Herndon
Commissioner Beard
Commissioner Easley
Dave Swafford

Bill Talbott

John Slemkewicz
Dale Mailhot

Joe McCormick
Marshall Willis

Bill Lowe

Bob Freeman
Economic Regulation Standards Control
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RATE CASE DECISIONS®
NEW
BOND ALLOWED

UTILITY RATING COMMISSION DATE®** ROE
ELECTRIC -
Coatrsl Hudson Cas & Elec  BBB+ New York 41879 13.00%
Duke Power Ak Nosth Caroliea Vionee 13.20%
El Paso Blectric BB+ Texas /7189 12.40%
Goocgia Power BBEB Georgia 927789 12.25%
Culf Siates Utilities BB- Louisizan i 13.00%
{ilinois Power BBB Oliscis 330089 14.00%
lowaP&L A - fows U 13.20%
Tows Public Seevice A, lovm 220 12.40%
Loag Islend Ling 3B+ New York Y1V 14.20%
Louisians P & BBB- Louisisns 76789 12.76%
Madison G & E AA Wiscoasin /14559 13.50%
Moatasa Powe: BBB+ Montans v 12.50%
New York Statc EL O BB8 New York 378785 13.00%
South Carclina Eles & Gas A+ South Caroline LYl 13.25%
Tucsoa Electric Power BB Arizona /189 12.50%
Western Massachusents El. BBB+ Massachusetis 1724789 13.00%
Electric Generic FERC Vs 1.75%
GAS
Gulf States Utility Co. BB- Louisiasa SI30/89 12.00%
Virgiaia Nat'l Gas lnc Visginia 13.25%
TELECOMMUNICATIONS
GTE Northwest idaho 5N 12.00%
South Ceatral Bell AAA Louisiana 73089 0 12.75%
¢ Thess sllowed returns should be viewed with caution. A closs examinstion

reveals the average rating of the wtilities listed is "BBB" with some speculstive grade

compeaies contained in the chart. I edditicn, 8 comparison between the safTs currently

recommended returns and thoss allowsd by other stetes mey be issppropriste. Given recent

changes ia capital marknts, 8 mors relevant comparison would be to compare stafl"s currest

recommendations o testimony concurreatly filed in other jurisdictions.
** Date of order or decision.



COST OF EQUITY ANALYSIS
Fourth Quarter 1.9

EX ANTE® HISTORICAL®®  HISTORICAL®®
DISCOUNTED® RISK RISK PREMIUM RISK PREMIUM
CASH FLOW  PREMIUM 10 YEAR AVG 20 YEAR AVG

ELECTRIC UTILITIES

FLORIDA POWER (Aa3/A+) 11.2 :h. 13.2 104
FPL (As3/A+) 11.2 12 - 13.2

FPUC 1.8 - 1.8 13.2 10.4
GULF POWER (A/A) 1.3 1.4 13.2 10.4
TAMPA ELECTRIC (Aal/AA) 11.0 i1 o132 10.4
CENTEL (AVA+) 1.7 12.0 13.2

GENTEL (As2/AA-) il.4 1.7 13.2

SOUTHERN BELL (Ass/AAA) 11.0 1. 13.2

UNITED (Aa2Z/A) 1.5 1n.s 13.2

OTHER TELEPHONE UTILITIES 12.1 124

GAS UTILITIES P 1.7 . 124 13.2

WATER AND SEWER The cost of equity obtained using the current loverage formula is 11.76% a1 100% oquity
and 13.95% ot an equity ratio of 40% or lower.
The current loverage formuls is:  COE = 10.30 + (1.46/Equity Ratio)

® The cost of equity cannot be messured precisely. Analysts use various methods & models to estimate its cost. Over the pat 3 yes:s we
have used & non-constant growth discounted cash flow model &  risk premium enalysis to estimets the cost of equity. We try to be
coasistent & objective in our application of the models. A consistent & objoctive approach easures thet differeacss in the coe! of
equity from period to period reflect chaaging economic conditions & isvestor expectations—aot a different method. Even whea
different snalysts uso the same models, they can arrive at different estimetes becsuse of their input assumptions. Thus whea comparin
cost of equity estimates it is important to understand the rationale underlying the analyst's s assumptions and how changing & variabl~
E&m&tﬂi?iilﬂlﬂﬂﬂilﬁ!.ﬁ%i‘g A very basic relstionship in our ..k
premium analysis, for example, is the perfect positive correlation between the loag-term treasury yield forecast and cur estimate of
the cost of equity. A 100 basis point change in loag-term treasury yields results in @ 100 basis poiat change (same dircction)
estimated cost of equity. Similarly, in cur DCF saalysis o i“&lr‘lfiiig.l
-v_udrll._ & onc perceatags point chaage (same direction) in our estimated cost of equity (holding ell other inputs constant).

* Eﬂiigigiﬂis Ia & rate proceeding stafl would perform e more thorough analysis of the
company and its characteristics relative to the index of companics used to determine the required rate of retum.

** Based on the data published in the Siocks, Boads, Bills, and Iaflation 1988 Yearbook, published by Pobotson Associstes. The historical
risk premium reflects the sverage anaual difference between the holding period returas of the S&P S00 stock index and the holdin
period returns of & 20 year Government Boad. The result shown sbove reflects s market returs. (see page 8)

***For regulstory purposes, the Commission will establish a midpoint cost of equity with & raage of 100 basis points sbove and below the
midpoint.

o



SUMMARY OF RETURN ON EQUITY ORDERS

ELECTRICS
FLORIDA POWER

FPUC (Marisana)
FPUC (Fernandina)
GULF POWER
TAMPA ELECTRIC

ALLTEL
CENTEL
FLORALA

GULF
INDIANTOWN
NORTHEAST
QUINCY

ST. JOE
SOUTHERN BELL
SOUTHLAND
UNITED

GAS

CENTRAL FLORIDA
CITY GAS

FLORIDA PUBLIC
INDIANTOWN

\ '
ORDER ORDER SUMMARY

Ratos set ot 12.6% with a reage of 12.6% w0 13.6%.

Sets reage of 12.3% to 13.3% with & midpt. of 12.9%.

Rates oot st 13.35%, with a renge of 12.35% w0 14.35%.

Ratos st ot 12.85%, with o range of 11.85% w0 13.85%.

Rate case in progress. la 1989, 13.75% was midpt for overall return, AFUDC, & surveillance.
Ia 1989, 13.6% was midpt for ovorall retur, AFUDC, & surveillance. Abseat any decision for
1990, the midpt. roverts beck to 14.5% for all purposes.

Caps 198890 carvings st 14.8%. Sets raage of 12.8% w0 14.8%, midpt of 13.8%, for all purpcses
Rate cass in progress. Centel’s carnings capped at 13.75% for 1989.

Sets range of 11.9% 0 13.9% with & midpt. of 12.9% for all future purposes.

Sots reage of i1.3% 0 13.3% with o midpt. of 12.3% for all future purposes.

Sets range of 11.9% w© 13.9% with & midge. of 12.9% for all future purposes.

Caps carnings ot 14.5% for 1988 & 1999.

Sats range of 11.4% 10 13.4% with a midpt. of 12.9% for all future purposes.

Sets rangs of 11.9% to 13.9% with a midpt. of 12.9% for all future purposes.

Sets range of 11.9% to 13.9% with a midpt. of 12.9% for all future purposss.

Eamnings sharing plas. Scts rates st 13.2%, shariag starts & [4%, ceiling after sharing » 15%
Sets range of 12.8% to 14.8% for all purposes.

Rate case is progress. Raage of 12.3% to 13.3% with e midpt. of 12.8% set for uiraie oniy

Rate case ia progress. Last suthorized set ot 13.9% with & range of 12.9% to 14.9%.
Sets 13.7% es midpt for tax rule purposes for 1989.
Sets 13.5% as midge for tax rele, AFUDC, and surveillance purposes

Sets 13.7% as midpt for tax rule purposes for 1989.

MFRs being filed. Sots 13.7% as midpt for tax ruls purposes for 1989.

Rais cass in progress. In 1989, 13.7% was midpoint for tax rule purposes.

Sets range of 12.7% 10 14.7% with midpt of 13.7% for calculating overearnings & interim.
Seots 13.7% as midpt for tax rule purposes for 1989.

Ratos set at 13.23% with a range of 12.23% w0 14.23%.

Sets 13.7% as midpt for tax rule purposes for 1989.

Rates st st 13.5% with o reage of 12.5% to 14.5%.

Established the current loversge formala: COE = 10.3 + (1.46/Equity Ratio). The cost of
oquity using the formula is 11.76% ot 100% oquity & 13.95% st 40% equity or lower.

* This schedule contsins a very briel summary of the order. Copies of the orders
can be obtained from the Clerk’s office.




AVERAGE AUTHORIZED ROE OVER BOND YIELD®

Electrics
AUTH BOND BOND

UTILITY DOCKET  DATE ROE YIELD DIFFER  AVG/BONDS RATING
FPL 90319 10-Jea 50 12.00% 94485 . 3.36% Dec-19 A+
FPL 890319 B-Ax® 13.60% **  10.08% 3.51% Ap: 89 A+
Temps Bl 890325 27-Apr89 . 180N e  10.2% 3.5% "Apr89 AA
Gulf 880360 31-Mar-$9 13.75% ¢ 10.D% 3.52% Maer 39 A
Oulf 380360 19-Ape-88 13758 *°  10.54% 3% Apr-88 A
FPL 880358 19-Ape-88 13.60% «*  10.39% % Ape-88 AA-
Tempe El 830356 19-Aps-88 13.60% %  10.29% 3% Apr-88 AA
FPC 870220 04-Jen-88 12.60% ¢ 10.66% 1.94% Jaa-38 A+
FPC 861096 19-Nov-86 12.50% 9.18% ins Nov-86 A+
Tampa Bl - 850050 '13-Dec8S 14.50% 10.57% 3.93% Dec85 AA
Gulf 240086 25-Jan-85 15.60% 12.89% 2.71% Jas-85 A+
FPL 830465 16-Jan-85 15.60% 12.09% 2N1% Jan85 A+
FPL 830465 28-Dec-84 15.60% 13.01% 2.99% Dec-34 A+
FPC $30470 12-0ct-84 15.50% 13.70% 1.80% Oct-34 A+
Tamps El 830012 07-Nov-83 15.50% 1297% 2.53% Nov-83 AA
FPC 820100 17-Feb-83 15.85% 14.16% 1.9% Feb-83 A+
Gulf $20150 11-Jan-83 15.85% 14.14% L71% Joa83 A+
FPL 820097 22-Dec-82 15.55% 14.33% 1.52% Dec-82 A+
Tempe E1  $20007 10-Nov-82 15.75% 12.92% 2.09% Nov-82 AA
Gulf 810136 07-Jul-82 15.85% 16.2% 0.47% Jul 82 A+
FPL 810002 21-Dec-81 15.85% 16.19% 0.34% Dec-81 A+
FPC 800119 27-4ul 81 15.50% 16.11% 261% Jul 81 A+
Gulf 800001 05-Mar-81 14.75% 15.04% 0.29% Mar-81 A+
Tampa 800011 17-Oct-20 14.50% 13.33% 1.17% Oct-80 AA
AVERAGE 2.19%

==
AVERAGE EXCLUDING ROEs SET OUTSIDE OF A HEARING L.77%

= —

* This chart shows the difforence botwoon the four major electric utilities authorized

ROE and the cost of simile dy rated wtility debt at the time of ths Comamission’s decision.

*¢ Based on decisions without a full hearing.

2%




CURRENT AND FORECASTED INTEREST AND INFLATION RATES

#4000¢ ANNU AL AVERAGES ¢4e00e
1286 INKD 1D

Asa Utlity 892
Aa Uddliey 9.30
A Uity 9.58
Baa Utility 10.00
Prime Rats .28
Commercial .
Paper (30 day) 6.66
Loag Term
Treasury Boad 8.19
sesese
19868
Coasumer .
Price Index 1.9
GNP Deflator 2.7
S & P S00
Dow Jones Industrial Average
Dow Jones Utility Average

(1) Moody's Boad Survey, 12/11/89
(2) Blue Chip Financial Forecasts, Decomber |, 1989

(3) % change from prior years

(4) Value Line, 8/11/89

(5) Not Anaualized
(6) W3, 12/19/89

9.52
L Xy
10.10

810

6.7

8.7

INTEREST RATES
AVERAGE
NOV
12KD
10.05 s.n
10.26 9.25
10.45 9.51
11.00 9.64
.44 10.50
n 8.47
9.04 8.00
INFLATION RATES ()
LATEST

#00e0000000e BLIUE CHIP PORECAST *000cscsosce

9.1 9.1 9.2 9.3
9.8 9.6 9.6 9.7
8.0 78 7.8 19

1.7 1.7 7.8 7.9

LI I IR L2 m m m S209000000000
FIRST SECOND THIRD FOURTH
QUARTER QUARTER QUARTER  QUARTER

15870 ) 10 19%0®)
317 4.1 2.6 42 42 42 4.3
33 34 32 4.1 4.0 40 40

STOCK MARKET PERFORMANCE
PERCENT PERCENT
novs nouss 2 CHANGE(S)
247.08 mn 12.40% 343.68 23.75%
1938.83 2168.57 11.90% 2697.5 U.9%
175.08 186.28 6A% 233.65 2543%
2 E, ’i (] ]




YRAR &P 5004 LT TREAS® DIFFERENCE
) nis 03% 1A%
1969 358 SA% 34%
1970 40% 12.1% L.1%
97 KI% J 132% LIS
972, 19.0% ) §T% , 13.3%
7 -14.7% -1L1% 13.6%
1974 26.5% 4A% 209%
1978 172% 9.2% 2.0%
1976 DA% . 16.8% 7.0%
1977 32% 07% £5%
1978 6.6% 1.2% 7.8%
197 184% 1.2% 19.6%
1980 4% 40% 4%
1981 49% 188 £7%
1982 21.4% 0.3% 18.9%
1983 5% 0.7% 204%
1984 63% 154% 5.1%
1985 n1% 31.0% 12%
1986 18.5% A% S9%
1987 $2% 27% 79%
20 YEAR AVERAGE  10.6% 79% 26%
10 YEAR AVERAGE  15.9% 10.5% S4%

STOCKS, BONDS, BILLS, AND INFLATION 1988 YEARBOOK
EXHIBITS C-1 ANDC4

® The returns for the S&P 500 end loag-term treasurics are cas yesr holding period
roterns. For sxample, ea investor who bought the S&P 500 Index ca Jeauary 1, 1987
aad sold it on December 31, 1987 would have realined o total returs of 5.2%.
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FROM:

RE:

MEMQRANDUM
February 14, 1989

WALTER D'HAESELEER, DIRECTOR OF COMMUMICATIONS
JOE JENKINS, DIRECTOR OF ELECTRIC AND GAS

CHUCK HILL, DIRECTOR OF WATER AND SEWER

MARK CICCHETTI, CHIEF, BUREAU OF rzmcs‘ﬂ(c.‘ffr

QUARTERLY REPORT ON EQUITY COST RATES

Attached please find the results of our latest analysis regarding
utility common equity costs. These figures represent :

of the current cost of common equity for the companies indicated.
Page 5 of the report is 2 brief summary of recent and current interest

rates,

inflation rates, and related forecasts. Some additional §tems

that may be of further interest are:

The Fed is expected to increase short-term interest rates
in response to signs of accelerating inflation. Recent Fed
tightening has prompted the major banks to raise their
prime lending rate to 111 from 10.5%.

Escalating energy and food prices caused the Producer Price
Index (the measure of prices paid by wholesalers) to
increase 11 in January. If inflation continues at that
%:»;c;tfor the entire year, wholesale prices will increase

The securities ratings of Centel Corporation and its
related entities were downgraded in September from AA to
BBB+ by Standard & Poor's. The downgrades were related to
Centel’s announced intention of funding its $797 million
acquisition of cellular and paging businesses with new debt
and some asset sales. A recent conversation with an S&P
analyst revealed the SLP rating has been updated to As
within the last several days. Moody's A3 rating for
Centel's telephone operating companies remained constant
over this period.




February 14, 1989

Page 2

The bellwether 30 year treasury bond is currently trading
at a 9.10%1 yleld to maturity. Blue Chip Financial
Forecasts predicts a rate of 9.10% for the next four
quarters as compared to a forecast of 9.225% last quarter.

Since the last quarterly report, slightly higher average
utility stock prices caused staff's DCF estimate of the
current cost of equity to inch downward. (Lower expected
long-term interest rates also resulted in a slightly lower

risk premium estimate of equity cost rates.

7662F/1s
Attachments

cc:

Chairman Wilson
Commissioner Gunter
Commissioner Herndon
Commissioner Beard
Commissioner Easley
Dave Swafford

Bi11 Talbott

John Slemkewicz

Dale Mailhot

Joe McCormick
Marshall Willis

Bi1l Lowe

Bob Freeman

Economic Regulation Standards Control




QUARTERLY REPORT OM EQUITY COST RATES

ELECTRICS

FLORIDA POMER (Aa3/A+)
FPL (Aa3/AA-)

FPUC (Marianna)

FPUC (Fernandina Bch)
GULF POMER (A/A)

TAMPA ELEC./RIC (Aal/AA)

TELEPHONES
ALLTELL

CENTEL (A3/A+)
FLORALA

GENTEL (Aa2/AA-)
GULF

IND I ANTOMWN
HORTHEAST
QUINCY

ST. JOE
SOUTMERN BELL (Asa/AAA)
SOUTHLAND
UNITED (A82/AA)

GAS

CENTRAL FLORIDA
CITY GAS
FLORIDA PUBLIC
GAINESVILLE

THO 1 AMT OWN
MILLER

PECPLES

PLANT CITY

8T, JOE

#ALH BEACH COuNTY
SOUTH FLORIDA
SOUTHERM

WEST FLORIDA

WATER AND SEWER

STAFF ESTIMATE OF ThE
INVESTOR REQUIRED ROF (1)

L T T

oCF RISK PR
12.3 15.4
12.2 15.3
12.9 14.0
12.9 1.0
12.4 3.5
12.1 13.2
3.1 1%.5
12.6 3.9
3.1 14.5
12.3 13.7
13.9 1.5
13.1 1%.5
1341 14.5
134 14.5
134 %.5
12.0 15.4
131 "%.5
12.3 3.7
12.6 1%.5
12,6 16.5
12.6 1.5
12.6 1%.3
12.6 1.5
12.6 1%.5
12.6 1%.5
12.6 1.5
12.6 1%.5
12.6 1%.5
12.6 14.5
12.6 1%.5
‘z'. “.’

ADJUSTED 10
THE RATEMAXING

RATE OF RETURN (2)

‘2“
1.9
12.4
n.7
12.4
12.4
12.4
12.4
12.4
1.4
12.4
1m.7

1.9
1.9
1.9
1.9
11.9
1.9
1.9
1.9
11.9
11.9
1.9
1".e
1.9

13.6
130
13.6
12.9
13.6
13.6
13.6
13.6
15.6
12.¢6
13.6
12.9

13.6
13.6
13.6
13.6
13.6
13.6
3.6
13.6
13.6
13.6
135.6
13.6
135.6

and 16.35% at en equity retio of 40% or lower.
COE = 10.65 « (1.4B8/Equity Ratio)

The current leversge formule is:

FOOTHOTES

AUTHOR | ZED
ROE RANGE

12.60 - 13.60
14.60 - 16.60
12.75 - 13.75
14,60 - 16.60
13.50 - 15.50
15.60 - 15,80
1.7 - 1578
14.00 - 16.00
14.50 - 16.50
12.80 - 14.80
12.00 - 12.7%
13.50 - 16.%0
12.80 - 14.80
16.00 - 16.00
11.50 - 16.00
12.80 - 14.80
%.75 - 16.75
12.90 - 1%.90
14.78 - 16.75
13.50 - 15.50
12.30 - 1%.30
14.75 - 16.75
13.25 - 15.2%
15.70 - 17.70
12.70 - %.70
15.25 - 17.28
12.23 - %.23
%.75 - 16.73
12.50 - 14.50

3

FEBRUARY 1,

PER
STIPULATION

..........

13.6

13.%
13.75
15.8

14.80
1.7
4.8

14.8

15.3
4.8
1.8

146.5

13.7
13.5

13.7
13.7
13.7
1.7
13.7

13.7

1989

20517
17783
19165

19169
19165
1883
19165

18957
19726

The cost of egquity cbtained using the current leversge formule is 12.13% at 100% equity

(1) Staff relies on » querterly OCF model end & risk premium method to estimste the investor’s required return on equity.
(2) Staf( bebelieves the correct appreach is to first estimate the investor's required return (the sffective rate)
and then adjust thehe effective rete to the noainsl rate 90 investors only earn the effective rate.

(3) The range establ ished in Docket No. B80069-TL is explained on the next pege.

(4) The orders are described en the naxt page.

Do
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QUARTERLY REPORT OM EQUITY COST RATES

DESCRIPTION OF ORDERS

.........

20517

17783

19165

19169

18831

18957

19726

19703

20836

20134

DESCRIPTION

Sets 13.6% (FPL & TECO) and 13.75% (Gulf Power) es the equity midpoint
in the celculation of an oversll rate of return, for the AFUDC rete, and
for surveillance purposes for 1989.

Sets 13.5% as the midpoint for the tex rule, eernings surveil'ance
and AFUDC for Floride Public Utilities gas division § Fernandina Bech
electric division.

Establ ishes an suthorized ROE renge for Alltel of 12.8% to 14.8% with
a m:dpoint of 13.8% for all purposes.

Establ ishes Centel’s ROE within & range of 11,75% to 13.75X.
Provides thet in computing refunds for 1987 and 1988 the ROEs to be employss
are 13.25% and 13.73%, respsctively.

Establishes & range of 13.5% to 16.5% with & midpoint of 15% for Morthesst
Florida Telephone beginning in 1988 for all future purposes. Provides for
the recording of additioral deprecistion for esrnings grester than 15.3% for
1988 arcd 1989,

Sets an ROE ceiling of 14.8% for St. Joe for 1988 and 1989.

Establ ishes » renge of 14X to 16X with a midpoint of 15% for Florala for
sil future purposes. Provides for the recording of additionsl depreciation
for sarnings grester then 14.8% for 1988 and 1989,

Sets ROE range of 12.8% to 14.8% for Gulf Telephone. Provides for & refund
of 1988 earnings in excess of 14.8%.

Sets ROE range of 12.8% to 14.8% for Ouincy Telephone. Provides for a refund
of 1988 earnings in excess of 14.8%.

Sets authorized RUE at 12.8% to 14.8X for all purposes. Ceps esrnings at 14.8X.

Sets ROE range of 12.5X% to 14.5% with » midpoint of 13.5% for calendar years
1988 & 1989 for United Telephone of Floride to be used for all purposes.

Stipulation, St. Joe Matural Gas. Supplants the Utility’s last suthorized ROE with »
range of 12.7% to 14.7% with a midpoint of 13.7X for purposes of calculating future
overearnings and for setting interim rates.

Sets 13.7X as the midpoint in 1989 for tex rule purposes.

Rate case, Gainesville Gas. Set ROE range of 12.3% to 14.3% with a midpoint of 13.3%

Rate case, West Florida Mat’l Ges. Set ROE range of 12.5% to 14.5% with a midpoint of 13.5X,

In Docket Mo. B80069-TL, the Commission set the following ROEs for Southern Bell:

11.5% - Authorized Floor

13.2% - Rate Setting Point

14.0% - Point at which shering sterts. (60X to ratepeyers - 40X to Southern Bell)
16.0% - Authorized Ceiling after Sharing

2ind

3




QUARTERLY REPORT OM EQUITY COST RATES

INTEREST AND INFLATION RATES

messsseresen s edbans seamew R

INTEREST RATES

SeseeReReRRaES uu c.l’ 'mc."

$E&LCOwD THiIRD FOURTH

QUARTER QUARTER QUARTER

1989(2) 1989¢2) 1989(2)
10.5 10.4 10.3
10.8 10.7 10.3
9.2 9 8.6
9.2 9.2 9

seRReseRseete® BLUE CHIP FORECAST

SECOMD THIRD FOURTM
QUARTER QUARTER GUARTER
1989(2) 1989(2) 1989(2)
5.0 5.0 4.9
4.5 4.6 &.5
% CHANGE /789
12.40% 299.63
11.80% 23467 .16
6.4% 190.85

AVERAGE
TeRRRReRe m .‘“’ sERTIRaRd ‘M'
1985(1) 1986(1) 1987(1) 1989(1)
Asa Utility 11.468 8.92 9.52 7R
As Utility 12.14 ?.33 9.77 9.09
A utility 12.47 9.58 10.1 10.08
Baa Utility 12.96 10 10.53 10.38
Prime Rate 8.9 8.28 8.1 10.5
Commercial
Paper Rate 8.01 6.66 6.7 14
Long Term
Treasury Bond 10.89 8.19 8.7 [ K4
INFLATION RATES (3)
LATEST
sseseenst RMNUAL AVERAGES ®**w*»we®s  ACTUAL (2)
1985¢1) 19686(1) 1987(1) waree
Consumer
Price index 3.6 1.9 3.7 4.8
GNP Deflator 3.2 2.6 3.0 6.7
S$T0CK INDICES
12731787 12731788
s LPp 500 247.08 arn.mne
Dow Jones Industrial Average 1938.83 2168.57
Dow Jones Utility Average 175.08 186.28
(1) Moody’s Bond Survey
(2) Blue Chip Financial Forecasts, Feb. 1, 1989

(3) X change from prior years

TR ERRRRBEE RSy

FIRST
GUARTER
1990(2)

10.1
10
B.3

8.9

CPRNRNEOPURERTOR S

FIRST
QUARTER
1990{2)

6.9

&.6

PREL



T0:

FROM:

RE:
s

MEMORANDUN
May 9, 1989

WALTER D'HAESELEER, DIRECTOR OF COMMUNICATIONS
JOE JENKINS, DIRECTOR OF ELECTRIC AND GAS
CHUCK HILL, DIRECTOR OF WATER AND SEMER

MARK CICCHETTI, CHIEF, BUREAU OF FINANCE TI[C- c(f ,f?‘}
QUARTERLY REPORT ON EQUITY COST RATES

Attached please find the results of our latest analysis regarding
utility common equity costs. These figures represent Staff's estimate
of the current cost of common equity for the companies indicated.
Page 5 of the report is a brief summary of recent and current interest
rates, inflation rates, and related forecasts. Some additional items
that may be of further interest are:

In the latest month inflation grew at a more reasonable
pace, with both wholesale and consumer prices advancing at
a more moderate clip than earlier in the year. However,
pricing pressures may intensify in the months ahead as a
result of the Alaska ofl spill, the effects of last
summer's drought, and the potential for higher wage costs
growing out of contract no?otutions this year in the steel
and communications industries.

Interest rates fell across the yield curve during the past
several weeks as traders reacted favorably to a steady
stream of economic data signaling a slowing of business
activity. Price increases have been greatest in the short
end of the yield curve where rates have fallen 50 to 60
basis points.



May 9, 1989
Page 2

Standard & Poor's downgraded Florida Power & Light's senior
secured debt rating to A+ from AA- and senior debt and
preferred stock to A from Ae. Standard & Poor's sald that
it recognizes that the utility operates in an extremely
healthly service territory and benefits from suppertive
rate regulation Also, overall nuclear operating
performance has been satisfactory despite recent
difficulties with the Turkey Point Plant. Standarc &
Poor's added that the utility's qualitative strengths don't
Justify maintenance of the former ratings given recent and
anticipated financial performancs.

Since the last quarterly report, higher aveiage telephone
stock prices drove Staff's estimate of the OCF cost of
equity for the telephone index down, while lower average
stock prices resulted in a higher staff estimate of the
cost of equity for the electric and gas indices.

I have attached a couple of fitems that you might find interesting.
First, the Selected Interest Rates published by Yalue Line shows the
change that has occurred ir widely followed {interest rates over the

past year.

Second, the findices and DCF analyses used by staff to

estimate the DCF cost of equity are also attached.

7662F/1s
Attachments

cc: Chairman Wilson
Commissioner Gunter
Commissioner Herndon
Commissioner Beard
Commissioner Easley
Dave Swafford
Bi11 Talbott
John Slemkewicz
Dale Mailhot
Joe McCormick
Marshall Hillis
Bi11 Lowe
Sob Freeman
Economic Regulation Standards Control




GUARTERLY REPORT ON EQUITY COST RATES

ELECTRICS

FLORIDA POMER (Aa3/A+)
FPL (Aa3/A+)

FPUC (Marianns)

FRUC (Fernandins Bch)
GULF POVER (AZA)

TANPA ELECTRIC (Aa1/AA)

ALLTELL

CENTEL (A3/A+)
FLORALA

GENTEL (Aa2/mA-)
ouLr

16D TANTOMM
HORTKEAST
eulKcy

$T. JOF
SOUTHERN BELL (Asa/AAA)
SOUTHLAKD
UNITED (Aa2/AA)

GAS

CENTRAL FLORIDA
CITY GAS
FLORIDA PUBLIC
GAINESVILLE

1D 1ANTOMN
MILLER

PECPLES

PLANT CITY

“l a

PALN BEACH COuMTY
SOUTR FLORIDA
SOUTHERN

WEST FLORIDA

VATER AND SEMER

STAFF ESTIMATE OF TiE
INVESTOR REQUIRED ROE (1)

ocr RISK PR

12.4 13.3
".‘ “J
3.0 3.8
13.0 5.8
12.5 13.4
12.2 13.0
12.8 4.3
12.6 1.7
12.8 4.3
1z.0 13.5
12.8 1.3
2.8 14.3
12.8 %.3
12.8 4.3
12.8 1%.3
"nr 13.2
12.8 "%.3
12.0 13.5
5.1 “.3
5.1 1.3
1.1 4.3
3.1 14.3
13.1 "3
3.1 1.3
n-l “"
13.1 4.3
3.1 %3
3.1 4.3
13.1 “w.3
13.9 .3
13.1 1.3

BasTe T
THE RATEMAKING
RATE OF RETuRN (2)
OCF  MISX Pa
1.8 12.5
1.8 12.5
12.3 15.0
12.3 13.0
1.9 12.6
1.6 12.3
12.1 13.4
1.9 12.9
12.1 13.4
1.4 1.7
12.1 13.4
12.1 13.4
12.1 13.4
12.1 13.4
12.1 13.4
1.1 12.5
12.1 13.4
1.4 12.8
12.4 13.4
12.4 13.4
12.4 15.4
12.4 13.4
12.4 13.4
12.4 15.4
12.4 13.4
12.4 13.4
12.4 13.4
12.4 13.4
12.4 15.4
12.4 13.4
12.4 13.4

and 16.35% ot an equity retie of 40X or lower.

(1) Staff relies on & quarterly BCF model and & risk presium asthod
(2) Staff bolieves the correct spprosch Is to first estimete

ond then adjust the affective rate to the nominel rate ge |
(3) The range established in Docket Me. B30069-TL s explained

(é) The orders are described en the next page.

MAY 1, 1989

AuTROR1 25 Per
ROE RANGE ORDER
12.60 - 13.60
14,60 - 16.60  13.6
12.75 - 1378

; 13.5
14.60 - 16.60 13,73
13.50 - 15.50  13.6
12.80 - 14.80  16.80
1,75 - 13,73 13.73
14.00 - 16.00 1.8
14.50 - 16.50
12.80 - 16.80 14.8
12.00 - 12.7
13.50 - 16.50 15,3
12.30 - 14.30 1.3
14.00 - 16.00 14.8
11.50 - 16.00 (3)
12.80 - 14.80
12.50 - 14.50 14.5
12.90 - 16.90
.75 - 1675 187
13.50 - 15.50 133
12.30 - 1..30
16.75 - 16.73 13.7
13.25 - 5.5 135.7
15.70 - 17.70 13.7
12.70 - &.70 15.7
15.25 - 17.28 13.7
12.23 - 6.3
14.75 - 16.73 13.7
12.50 - 146.50

The cost of equity ebtained using the current leversge formula

fe 12.13X at 100X equity

The current leversge formuls fs: C0F 10.65 « (1.48/Equity Ratio)

WPBER (4)

sem e

20451

20651
20451

20517
1res
19165

19169
19165
20143
19165

18957
19786

to estimate the investor‘s required return on equity,
the investor’s required return (the effective rate)
fvettors only eern the effective rate.
on the next page.



GUARTERLY REPORT OM EQUITY COST RATES
DESCRIPTION OF ORDERS

ORDER NO. DESCRIPTION

20451 Sets 13.6X (FPL & TECO) and 13.75X% (Gulf Power) ss the equity midpoint
in the calculation of an overall rete of return, for the AFUDC rate, end
for surveillance purposes for 1989,

20258 Sets 13.5% as the widpoint for the tax rule, eernings surveillence
end ARDC for Florids Public Utilities ges division & Fernandina Bch
electric division.

20517 Establishes an euthorized ROE renge for Alltel of 12.8% to 14.8% with
o midpoint of 13.8% for all purposes.

s Establ ishes Centel’s ROZ within & renge of 11.75X to 13.79X.
Provides that in computing refunds for 1987 and 1988 the R0Es to be employed
sre 13.25% and 13.73%, respectively.

19165 Establishes & range of 13.5X to 16.5% with a midpoint of 13X for Northesst
Florida Telephone besinning in 1988 for sll future purposes. Provides ‘or
the recording of additionsl deprecietion fer carnings grester then 15.3X% for
1988 ond 1909,

Sete on ROE celiling of 14.8X for St. Jos for 1988 and 1989.
Establishes @ range of 14X to 16X with o midpoint of 15X for Florslo for

all future purposas. Provides for the recording of additional depreciation
for earnings greater than 14.8% for 1988 and 1989,

19169 Sots ROE range of 12.8X to 14.8% for Gulf Telephone. Provides for a refund
of 1988 earnings in excess of 14.5%.
18831 Sets ROE renge of 12.8% to 14.8X for Ouincy Telephone. Provides for & refund
of 1988 sarnings n excess of 14.8%.
18957 Sets suthorized ROE st 12.8% to 14.8X for all purposes. Caps esrnings at 14.8%.
19726 Sets ROE range of 12.3% to 14.5% with a midpoint of 13.5% for calendar years

1988 & 1909 for United Telephone of Florids to be used for sll purposes.

19793 Stipulation, St. Jos Natursl Ges. Supplants the Utility’s last euthorized ROE with
range of 12.7% to 14.7X with & midpoint of 13.73 for purposes of calculating future
overearnings and for setting interim retes.

20436 Sets 13.7% as the midpoint in 1989 for tax rule purposes.

20134 Rate case, Galnesville Cas. Set ROE range of 12.3% to 14.3X with @ midpoint oV 13.3%
21054 Rate case, Uest Florids Mat’l Gas. Set ROE range of 12.5% to 14.5% with 8 midpoint of 13.5%,

In Docket No. 880069-TL, the Commission set the following ROEs for Southern Bell:
11.5% - Authorized Floor
13.2% - Rate Setting Point
14.0% - Point st which sharing sterts. (60X to ratepayers - 40X to Southern Bell)
16.0% - Authorized Ceiling sfter Sharing




INTEREST AMD INFLATION RATES

sssssssssresssssvensanase

AVERAGE
eovswonss puuuAl AVERAGES seeewsesn HARCH
1986(1) 1987¢1) 1988¢1) 1989¢1)

Ass Utilicy 8.9 .52 10.05 v.87
As Utiliey 9.5 .7 10.26 10.08
A Utility ?.58 10.9%0 10.49 10.23
Bas Utility 10.00 10.53 11.00 10.5¢
Prime Rate g.28 8.1 .44 1.5
Cosmercial

Paper Rate 6.66 6.7 .72 9.9
Long Term

Treasury Sond 8.1% 8.7 ?.04 .3

ttdeteseReeeee BLUE CuIP mm eddseseseOTIRRIRE

THiRD
GUARTER
ive92)

esnssne

10.4

1.5

9.8

9.2

IBFLATION RATES (3)

LATEST
FESAEeSe ANNUAL AVERAGES *eoseses  AcTUAL (2)
1986(4) 1987¢6) wescs) ‘2w

----- - cesssen sssssan sssssse

Consumer

Price Index 1.9 3.7 4.1 5.4

GHP Deflator 2.7 3.3 3.4 3.9

STOCK 1MDICES

1273187 12731788

sS&P500 . 27.08 .

Dow Jones Industrisl Aversge 1938.83 2168.57

Dow Jones Utility Average 175.08 184.28

(1) Koody's Sond Survey

(2) Blue Chip Financiasl forecasts, May 1, 1989
(3) X change frem prior yesrs

(4) Velue Line, 4721709

(3) Hot Annusl ized

FOURTH
GUARTER
1989c2)

10.2

9.4

9.1

FIRST SECCwD
GUARTER GUARTER
1990(2) 1990(2)

------- sessess

10.1 9.V
10.7 10.4
8.9 8.6
8.9 8.8

ssesveseeseee® QIUE CHIP FORELAST "veeecevanesnconse

THlRD
QUARTER
1909(2)

sesssew

4.8

X Cuance
12.40%
11.802

6.4X%

FOURTH
QUARTER
1989(2)

FIRST SECOND
QUARTER CQUARTER
1989¢2) 1990¢2)

5.0 4.9

&7 4.5

--------



4/19/89 YEAR AGO
DISCOUNT RATE 7.00% 6.00%
FEDERAL FUNDS 10.00% 6.88%
PRIME RATE 11.50% 8.50%
3-MONTE T-BILLS 8.71% 6.00%
6-MONTE T-BILLS 8.87% 6.50%

30-YEAR T-BONDS 8.95% 9.04%

SOURCE: Value Line Selection & Opinion, 4/28/89
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MEMOQRANDOUM
August 18, 1989

T0:  HALTER D'HAESELEER, DIRECTOR OF COMMUNICATIONS
JOE JENKINS, DIRECTOR OF ELECTRIC AND GAS
CHUCK HILL, DIRECTOR OF WATER AND SEWER
FROM:  MARK CICCHETTI, CHIEF, BUREAU OF nmc_z‘f{c'f%’

RE: QUARTERLY REPORT ON EQUITY COST RATES

Attached are the results of our latest analysis regarding utility
common equity costs. These figures represent . imate of the
current cost of common equity for the companies indicated. Page 5§ of
the report is a brief summary of recent and current finterest rates,
inflation rates, and related forecasts. Some additional ftems that may
be of further {interest are:

The Dow Jones Industrial Average has increased 241, from
2168.37 to 2687.78, since the beginning of the year. The
bond market has also rallied impressively over the same
period with the yield on the long-term treasury dropping to
8.15% from approximately 9.0%. Additionally, the prime
rate was recently lowered to 10.5% from 11%1. Many capital
market findices are at or near their ali-time high.
Consequently, 1in staff's opinfon, utility common equity
costs are at or near their lowest level in ten years.

- The economy continues to send mixed signals with sentiment
seemingly changing daily from recession to stagfiation to
“soft-landing.®” However, in general, it appears Fed
actions have, at least for the time being, moderated
economic growth and curbed inflatfon. Stay tuned.



-

Quarterly Report on tyuity Cost Rates
¢8723F) August 18, 1989 "

. Starting with this quarterly report, Staff will

cost of equity numbers that reflect the use of an annually
compounded model. The annually compounded model
fgnores the fact that I{nvestors recelve dividends
quarterly. Since the annually compounded model coes not

froduco the effective required rate of return

nappropriate to make an “"effective rate to nominal rate®
adjustment. Therefore, the results shown for the annual
model do not incorporate any "compounding” adjustments.
current levels of required returns, (see page 3)
differences between the two approaches are within 20 to 40

bgsjs polnts.

e
’ .

MC/1h

cc:

Chairman Wilson
Commissioner Gunter
Commissfoner Herndon
Commissioner Beard
Commissioner Easley
Dave Swafford

B111 Talbott

John Slemkewicz
Dale Mailhot

Joe McCormick
Marshall Hillis
Bi11 Lowe

Bob Freeman
Economic Regulation Standards Control




ELECTRICS

FLORIDA POVER (Aa3/Ae)
FPL (Aa3/Ae)

FPUC (Marianna)

FPUC (Fernanding Bch)
GULF POVER (A/A)

. TAMPA ELECTRIC (Aal/AA)

TELEPHONES

ALLTELL
CENTEL (AS/A+)
FLORALA

GENTEL (Aa2/MA-)
ounr

INDTANTOMN
NORTHEAST
ouINCY

s7. JOE
SOUTHERN BELL (Asa/AAA)
SOUTHLAND
UNITED (As2/A)

GAS

CENTRAL FLORIDA
CITY GAs
FLORIDA PUSLIC
GAIRESVILLE
IND I ANTOWM
MILLER

PECPLES

PLANT CITY

1. JOE

PALM BEACH COUNTY
SOUTH FLORIDA
SOUTHERN

WEST FLORIDA

QUARTERLY (1)
COMPOUNDED MODELS
OCF  RISK PR
1.0 1.6
1.0 1.4
1.5 12.%
11.8 2.1
"a "7
10.8 1.4
1.7 2.7
1.3 12.3
1.7 2.7
1.0 12.0
1.7 2.7
"y 12.7
ns 12.7
1".7 2.7
"nr 12.7
10.7 1.7
1.7 12.7
1.1 12.1
1.8 12.5
1.8 12.5
1.8 12.5
1.8 12.5
1.8 12.5
11.8 12.5
11.8 12.5
11.8 2.5
1.8 12.5
1.8 12.5
1.8 12.5
1.8 2.5
11.8 2.8

QUARTERLY REPORT OM EQUITY COST RATES

ANNUALLY (2)
COMPOUNDED MODELS
OCF  RISK PR
1.2 11.6
1.2 11.6
11.8 12.2
1.8 12.2
1.4 11.7.
11.0 11.4
1.9 12.9
1.6 12.4
1.1 12.9
1.3 12.1
12.1 12.9
171 12.9
12.1 12.9
12.1 12.9
12.4 1.9
1.0 11.8
12.1 12.9
1.8 12.3
12.1 12.7
12.1 12.7
12.1 1.7
12.1 12.7
12.1 12.7
12.1 12.7
12.1 12.7
12.1 2.7
12.1 12.7
12.1 1.7
12.1 12.7
12.1 12.7
1724 12.7

AUTHOR | 2€0

ROE RANGE

12.60 - 13.60
14.60 - 16,60
12.35 - 14.35
14.60 - 16.60
13.50 - 15.50
12.80 - K. 80
1.7 - .73
14.00 - 16.00
14.50 - 16.50
12.80 - 14.80
12.00 - 12.73
13.50 - 16.50
12.30 - 14.30
14.00 - 16.00
11.50 - 16.00
12.80 - 14.80
12.50 - 14.50
12.90 - 14.90
14.75 - 16.75
15.50 - 15.50
12.30 - 14.30
14.75 - 16.73
13.25 - 15.28
15.70 - v7.70
12.70 - k.70
15.25 - 17,25
12.23 - 14.23
14.75 - 16.75
12.50 - 16.5C

WATER AND SEVER (3) The cost of equity cbtained using the leversge formula is 11.76% at
100X equity and 13.95% at en equity ratio of 40% or lower.
leverage formula is:

FOOTHOTES

smmsmmsnns

COE = 10.30 ¢ (1.46/Equity Ratie)

The current

(1) These results reflect the use of a quarterly cospounded DCF model and were adjusted

to the ratessking rate of return.
(2) These results were calculated using an annually compounded DCF model. The ratemeking

rate of return adjustment was not appl ied.
(3) PAA order to be issued 8/21/09.
(&) The orders are described on the next pege.

14,80
13.73
4.8

4.8
%.5
15.3

%.8

14.5

13.7
13.7
15.7
13.7
13.7

nr

AUGUST 13, 1589

ORDER
NUMBER (¢)

20451
21532
20258
20431
20451

20517
17783
19145

19149
21474
19165
20937
19165

18957
19726

20258
20134




QUARTERLY REPORT O EQUITY COST RATES

" DESCAIPTION OF ORDERS

OROER MO, © DESCRIPTION

20451 Sets 13.6X (FPL & TECD) arcd 13.75% (Culf Power) a1 the equity midpoint
in the colculation of an overall rate of return, for the AFUDC rate, and
for surveillance purposes for 1989,

20258 - Sets 13.5% as the midpoint for the tax rule, carnings survelllance
and AFUDC for Florica Public Utilities gas division & Fernandine Bch
electric divisien,

21532 Rate Case, FPUC Marferva Divisfon. Established an ROE range of 12.35%
to 16.35%, with & midpoint of 13.35%,

20517 Estoblishes an suthorized ROE range for Alltel of 12.8% to 14.8X with
@ midpoint of 13.8% for all purposes.

17 Establ ishes Contel’s ROE within o range of 11.75% to 13.73K,

Provides that In computing refunds for 1987 and 1988 the ROEs to be employed
are 13.25% and 13.79%, respectively.

19165 Establishes & range of 13.5% te 16.5% with & midpoint of 15% for Northesst
Florida Telephone beginning in 1988 for ell future purposes. Provides for
tz.rm-g of additional depreciation for earnings greater than 15.3% for
1988 and 1589.

Sets an ROE celling of 14.8% for St. Joo for 1983 and 1909,
Establishes » range of 14X to 163 with & midpoint of 15% for Florals for

all future purposes. Provides for the recording of sdditional deprecistion
for earnings greater than 14.8% for 1988 and 1989,

19169 Sets ROE range of 12.8% to 14.8X for Culf Telephone. Provides for o refurd
of 1988 earnings in excess of 14.8%,
18831 Sets ROE range of 12.8% to 14.8% for Ouincy Telephone. Provides for s refund
of 1988 earnings in excess of 14.8X.
18957 Sets authorized ROE at 12.8X to 14.8% for all purposes. Caps esrnings at 14.B8X.
19726 Sets ROE range of 12.5X to 14.5X with a midpoint of 13.5X for calendar years
1988 & 1989 for United Telephone of Florids to be used for all purposes.
19793 Stipulation, St. Joe Natursl Cas. Supplants the Utility’s lest suthorized ROE with @

range of 12.7% to 14.7X with & sidpoint of 13.7X for purposes of calculating future
overearnings and for setting interim rates.

20636 Sets 13.7X as the midpoint in 1989 for tax rule purposes.

20134 Rate case, Galresville Ges. Set ROE range of 12.3X to 14.3X with a midpoint of 13.3%

21054 Kate case, West Florids Net’l Gas. Set ROE range of 12.5% to 14.5X with & midpoint of 13.5%.
21476 Caps Indiantown's earnings at 14.5% for 1983 and 1989.

20937 Changes Quincy’s suthorized range to 12.3% - 14.3% with a midpoint of 13.3X.

In Docket Mo. BBO00SP-TL, the Commission set the following ROEs for Southern Bell:
11.5% - Authorized Floor
13.2% - Rste Setting Point
14.0% - Point st which sharing starts. (60X to ratepayers - 40X to Southern Bell)
16.0% « Authorized Ceiling after Sharing
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INVEREST RATES
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LA L LA L LI LA LI THT 3 ul' FORECAST **oessssceccnscne

FIRST
QUARTER
1990¢2)

-------

9.3

w

8.2

SECOND
OUARTER
1990(2)

0.3

9.8

Sssscsscsesess BLUE CNIP FORECAST

AVERAGE FouRTH
Gataeret ANNUAL AVERAGEE ®*oeesese JuLY OCUARTER
1986(1) 1987¢1) 1988(1) 1969¢1) 1989(2)
Ase Utility 8.92 9.52 10.05 8.98
As Utility 9.3 .77 10.28 9.3
A Utility 9.58 10.18 10.49 9.5 9.3
Bas Utility 10.00 10.53 11.00 9.64
Prime Rate 8.28 8.1 .44 10.50 10.2
Commercial .
Paper (30 day) 6.66 6.7 7.n 8.95 8.4
Long Term
Tressury Bond 8.9 s.n 9.04 8.16 8.1
INFLATION RATES (3)
LATEST TNIRD
weesesass ANNUAL AVERAGES Pwewsesse  acruag (2) CUARTER
1986(4) 1987(6) 1988¢4) 721789 1989(2)
Consumer
Price Index 1.9 3.7 4.1 6.4 4.7
GNP Deflator 2.7 3.3 3.4 4.9 £.5
STOCK IMDICES
127387 12731788 X CHANGE
$&P500 267.08 arr.Te 12.40%
Dow Jones Industrial Average 1938.83 2168.57 11.80%
Dou Jones Utility Average 175.08 186.28 6.43

FOURTH
QUARTER
1989(2)

FIRST
QUARTER
1989(2)

4.7

L4

X CHANGE
%2
23.%4%

16.892

€1) Moody’s Bond Survey

(2) slue Chip Financial Forecests, Aupust 1, 1989
(3) X change froa prior years

(&) value Line, B/11/89

€3) Mot Annuslized

THIED
QUARTER
1990¢2)

-------

9.4
*.8
8.1

AR L T T

SECOND
QUARTER
1990(2)

-------
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

In re: Petition of Gulf Power )
Company for an increase in its ) Pockat No. 1 891345-E1
) Date filed: 1o, 18 ¥
Certificate of Service

I HEREBY CERTIFY that a copy of the foregoing has been
furnished this 18th day of October, 1990 by hand delivery or U.S.

Mail to the following:

Jack Shreve, Esquire (by hand)
Public Counsel

Florida House of Representatives
The Capitol
Tallahassee, FL 32399-1300
Robert Vandiver, Esquire

Michael Palecki, Esquire

Marsha Rule, Esquire

Florida Public Service Commission
101 East Gaines Street
Tallahassee, FL 32399-0863

Major Gary A. Enders

HQ USAF/ULT

Stop 21

Tyndall AFB, FL 32403-6001

John W. McWhirter, Jr., Esquire
Lawson, McWhirter, Grandoff &

Reeves
P.0. Box 3350
Tampa, FL 33601

Joseph A. McGlothlin, Esquire

Lawson, McWhirter, Grandoff &
Reeves

522 E. Park Avenue, Suite 200

Tallahassee, FL 32301

Richard Chais

ORI, Inc.

1375 Piccard Drive
Rockville, MD 20850

Florida Bar No. 261599
JEFFREY A. STONE
Florida Bar No. 325953
TERESA E. LILES
Florida Bar No. 510998

Beggs & Lane
P.0. Box 12950

Pensacola, FL
(904) 432-2451
Attorneys for Gulf Power Company

12576

2561
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