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The deposition of J. RANDALL WOOLRI DGE was taken on oral
exam nation, pursuant to notice, for purposes of discovery,
for use in evidence, and for such other uses and purposes as
may be permtted by the Florida Rules of Civil Procedure and
other applicable law. The reading and signing of the
deposition by the witness is not waived.

* x  *

MR. YOUNG Joe, is the notary there?

MR. McGOTHLIN: Yes, we're ready. M. Notary,
woul d you state your nane and then adm nister the oath?

MR. YOUNG Hold on, Joe. Before we do that, |
want everyone to know -- Dr. Wolridge, ny nanme is Keino
Young. |'ma staff attorney. | think we've nmet before,
here at the Public Service Conm ssion. And before we
have -- hell 0?

MR. McG.OTHLIN: Hello.

MR, YOUNG (Ckay, let's do a test. |If everyone
can speak to nmake sure that we don't have static or any
wei rd things happening on the phone -- because just now
we had a very weird voice cone in, or -- so,

Dr. Wolridge, can you say sonet hi ng?

DR. WOOLRIDGE: Yes, | am here.

YOUNG  Ckay. Joe?

McGLOTHLIN:  Joe Mcd ot hlin speaking.

2 3 3

YOUNG  Ckay. Vicki?
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KAUFMAN:  Yeah, |'m here.

YOUNG Al right. And Trish?

5 3

MERCHANT: |' m here.

MR. YOUNG And you all can hear us fairly well,
correct?

MR. McGLOTHLIN. So far so good, Keino.

MR. YOUNG Al right. Before we have the w tness
sworn in, I'd Iike everyone to, for the benefit of the
court reporter, have everyone state their appearance.
W'l start with the folks in the roomand then nove to
t he phone with you, Joe, and Dr. Wolridge.

My nane is -- again, ny nane is Keino Young,
comm ssion staff. To ny right |I have --

MR. BUYS: Dale Buys with staff.

MR CICCHETTI: Mark Cicchetti with staff.

MR. MELSON: Rick Melson, appearing on behal f of
Qul f Power .

MR YOUNG Joe?

MR McGOTHLIN. M nane is Joe McGothlin. 1'm
appearing for the Ofice of Public Counsel, and I'mwth
t he deponent, Dr. Wbol ridge.

MR, YOUNG Vicki?

M5. KAUFMAN:  Vicki Kaufman. |'m appearing on
behal f of the Florida Industrial Power Users G oup.

MR YOUNG And Trish?

W LKI NSON & ASSOCI ATES (850) 224-0127
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M5. MERCHANT: Trisha Merchant with the Ofice of
Publ i ¢ Counsel .

MR YOUNG Al right. Joe, at this tine if we can
have the notary swear Dr. Wolridge in.

MR. FLEBOITE: M. Young, ny nane is Ronald
Flebotte. I'ma notary in State Coll ege, Pennsylvania,
Centre County, and I will now swear in Dr. Wolridge.

Dr. Wolridge, if you' d raise your right hand. Do
you swear or affirmthat the testinony you are about to
give shall be the truth and nothing but the truth?

THE WTNESS: | do.

Ther eupon,

J. RANDALL WOOLRI DGE

was called as a witness, having been first duly sworn, was

exam ned and testified as foll ows:

MR YOUNG M. Notary, can you state your nane for
the record again, please?

MR. FLEBOITE: Yes, Ronald E. Flebotte. And that's
spelled F, as in Frank, |-e-b-o-t-t-e.

(O f the record)

MR. YOUNG M. Notary, you can FAX the certificate
of oath to nme, and that's Keino Young -- that's
K-e-i-n-o0, Y-o0-u-n-g, and ny FAX nunber is 850-413-6227.

MR. FLEBOTTE: That's K-i-n-o0, Young --

MR MGOTHLI N K-e-i-n-o.

W LKI NSON & ASSOCI ATES (850) 224-0127
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FLEBOTTE: -- K-e-i-n-o0, 850-413-6227.
YOUNG  Yes.
FLEBOTTE: No problem | can FAX that to you

YOUNG Al right, thank you, sir.

2 3 33 3

McGLOTHLIN:  We're going to excuse the notary

Now.

(Brief pause)

DI RECT EXAM NATI ON
BY MR YOUNG

Q Dr. Wool ridge?

A Yes.

Q First 1 want to say, again, thank you. |
appreciate you taking time this norning for us to conduct
this deposition. | want to do sone prelimnary matters.
| think I've deposed you before, correct, Dr. Wolridge?

A Yes, several years ago.

Q Yeah. So I think you mght be famliar with the
prelimnary matters I'mgoing to go through. At any point
during the course of this deposition if you need to take a
break, please let ne know and I will be nore than happy to

obl i ge that request, okay?

A Ckay.
Q During the course of the deposition |I m ght say
certain things that -- | mght ask questions that you m ght

request to be clarified or you mght not have heard the

W LKI NSON & ASSOCI ATES (850) 224-0127
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question. If you did not hear the question and you ask ne to
repeat the question, either nyself or 1'll ask the court

reporter to repeat the question, okay?

A kay.

Q And during the course of this deposition, in terns
of you asking me to clarify certain things, I'lIl do ny best
to clarify the question. And if not, we can -- if we're
still having problens, we can go off |ine and we can discuss

t he question then, okay, and then cone back on the record.

A kay.

Q Al right. Aso, | want to |let you know that at
t he begi nning and during the course of this deposition | may
use sonme abbreviations. For exanple, | may use Gulf or GPC
i nstead of Gulf Power Conpany, or ROG or POD instead of

interrogatories or request for production of docunents, okay?

A Ckay.
Q And I'll do nmy best to use the entire word, but if
| have -- but if you have any questions, again, regarding the

meani ng of a termused, please |let ne know.

A Ckay.

Q Al right. Can you please state your full nane
for the record, sir.

A My full nane is the initial J. Randall Wolridge.
And that's spelled Wo-0-I-r-i-d-g-e.

Q What is your occupation?

W LKI NSON & ASSOCI ATES (850) 224-0127
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A |"ma professor of finance at Penn State

Uni versity.
Q kay. Can you pl ease state your business address.
A 310 South Allen Street, Nunmber 704, State Coll ege,

Pennsyl vani a.

Q And when you say you're a professor of finance,
are you -- are you an endowed professor?
A | have a position with includes an endowed nane,

which is Frank P. Sneal and CGol dman, Sachs.

Q Okay. Did you prefile testinony and exhibits in
Docket Nunmber 110138-ElI? And that is the petition for
increase in rates by Gulf Power Conpany.

A Yes.

Q And you prefiled that and you filed that testinony
on Cctober the 14th, 2011, correct?

A Yes.

Q And correct me if I'mwong, sir. That prefiled
direct testinony, just the testinony, itself, consists of 83
pages, correct?

Yes, it does.

And you have attached 15 exhibits, correct?

> O >

Yes.
Q kay. At this tinme, Dr. Wolridge, do you have
any additions, deletions or corrections to your prefiled

testimony exhibits?

W LKI NSON & ASSOCI ATES (850) 224-0127
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A There was an errata sheet that was sent today, |
believe, that had five different corrections to the testinony
and errata changes to three different pages in the exhibits.

Q kay. Can you pl ease descri be those changes to ne
and what caused the need for those changes to conme about.

A Those were primarily -- those were primarily
errors in nuneric nunbers that were either transcribed
incorrectly or there was one in the case where it was sinply
i nputted incorrectly into a spreadsheet.

Q kay. Dr. Wolridge, can you please turn to page
ten of your direct testinony.

A Yes.

Q On lines six and seven you state that the current
comon equity ratio for your Electric Proxy Goup is 45.4
percent, correct?

A Yes.

Q s the common equity ratio of 45.4 percent based

on the book val ue or narket val ue?

A Book val ue.
Q Can you please -- do you have your exhibits with
you?
Yes.

Q Al'l right. Can you please refer to your Exhibit
JRW 4.

A Yes.

W LKI NSON & ASSOCI ATES (850) 224-0127
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Q From what source did you obtain the commbn equity
ratio, return on equity, and market-to-book ratio for the
conpanies in your Electric Proxy G oup?

A That data is |listed on the bottom of Exhibit
JRW4. It's the AUS Uility Reports.

Q Wy did you use the -- first, what is AUS Uility

Reports?

A It's a nonthly publication -- it used to be called
the CA Turner Uility Reports. [It's been around -- | don't
know -- | would say at |east 25 or 30 years. As long as |

remenber, so it's been around quite a while.

Q Okay. Wiy did you use the AUS Utility Reports?

A |"ve used it for sone tine. | see it alot in
public utility rate cases. |It's a nonthly publication that
updates data for utilities and |'ve seen it used a lot. It's
a good source, | believe.

Q Way did you not use Val ue Line Investnent Survey

for this information?
A Sonme of this information is not published by Val ue
Line. Sone of it, it's only updated |i ke quarterly for Val ue
Line. So | did use Value Line in putting this together for
the pre-interest coverage in the service areas.
| nmean, the coverage between Val ue Line and AUS is
very simlar in terns of their -- you know, they have gas

di stribution conpanies, electric utilities, water utilities.

W LKI NSON & ASSOCI ATES (850) 224-0127
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The coverage is very simlar. This cones out nore
frequently.
Q Dr. Wolridge, |let me ask you a question. Does

Val ue Line publish -- from Value Line can you obtain the

comon equity ratio, the return on equity, and market-to-book

ratio for the conpanies in your Electric Proxy G oup?

A They have a common equity ratio they do publish.
It's an annual figure. They conpute a return on equity,
which is also an annual figure. They don't publish a
mar ket -t o- book ratio. You can conpute it.

But, | nean, again, the AUS reports are updated
with quarterly data as it becones avail able and that's one
reason -- | mean, that's one reason why |'ve used AUS.

Q kay. How does the 45.4 percent commopn equity
ratio for your Electric Proxy G oup conpare to GQulf Power's
rate maki ng conmon equity ratio?

A It's fairly simlar. @lf Power has a common

equity ratio of 46.87 percent frominvestor-provided capital.
Q Wul d you agree, Dr. Wolridge, that based on Gulf

Power's common equity ratio of 46 percent, as conpared to the

common equity ratio of 45.4 for the Electric Proxy G oup,
@ul f Power has less financial |everage and thus has a | ower
financial risk than your Electric Proxy G oup?

A | would -- | nean, a one percent change, | don't

think, is significant, or that particularly large. | nean,

W LKI NSON & ASSOCI ATES (850) 224-0127
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it's clearly very much -- it's very simlar to -- | would
say, you know, a one percent difference between the two is
not econom cally significant.

Q kay. Can you please turn to page 23 of your
direct testinony, specifically |ooking at |ine one.

A Yes.

Q You state that you adjusted the dividend yield by

one-hal f of the expected growmh so as to reflect growh over

the com ng years. |Is this correct?
A Yes.
Q Can you cite to any academ c text that describes

adjusting the dividend yield by one-half the expected growth
rate as appropriate?

A | don't know. | nean, the explanation for that,
obviously, 1've provided on page 22. |'ve referenced the
testimony of Gordon and Gould just in terns of the adjustnent
procedure. | would note that if you | ook at the FERC
approach to estimating an equity cost rate using the
di scounted cash fl ow nodel, FERC has used one-half the
expected growh rate for many years.

So | don't knowif there's a specific -- and the
i ssue is you don't know when a conpany is going to increase
its dividend over the year. | nean, if you | ook at Southern
Power, Gulf's parent, Southern Power consistently increases

its dividend in the second quarter of the year, which is

W LKI NSON & ASSOCI ATES (850) 224-0127
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comon in sone conpanies. But, you know, other utilities
increase it at different tinmes.

So the issue is estimating growm h over the com ng
year when you don't know or it's not certain when a dividend
increase is going to occur, and that's why | use this
approach. And fromeverything |I've seen, it's why FERC uses
thi s approach.

Q So woul d you agree with me that you don't have any
academ c text that describes the adjusting dividend yield by
one-hal f the expected growth rate as appropriate?

A No, and again, because this is nore of a practical
problem than a theoretical problem

Q kay. So, okay, given the fact that you adjusted
the dividend yield by one-half of the expected growh rate,
woul d you -- how hard is it for you to do a calculation or
provide a late-filed exhibit show ng the derivations of the
annual DCF nodel that shows how adjusting the dividend yield

by one-half of the expected growmh rate is mathematically

correct?

A | don't understand your question.

Q Can you show -- essentially |I'm asking can you
show how, using the DCF -- the annual DCF nodel, can you do a

mat hemati cal cal cul ati on showi ng how adj usting the dividend
yield by one-half the expected growth rate is a correct nodel

or correct method?

W LKI NSON & ASSOCI ATES (850) 224-0127
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A Well, | explain it on page 22. It's not |ike a
proof. The issue is, as | explain in page 22, and it's
referenced in the footnote there, the problemis the correct
nmethod is take the next quarter's dividend, multiply it by
four. But the problemis, not all conpanies increase their
dividend or don't increase their dividend in the next
quarter.

And as a result you kind of say, well, sone
conpani es may increase their dividend the next quarter,
others say the followng quarter or the follow ng quarter
after that. So it's nore of just a practical application of
the traditional DCF nodel, and recognizing that the dividend
may be changed in the next quarter, or the follow ng quarter,
or the follow ng quarter.

So there's no real mathematical derivation, it's
an issue of howto apply the nodel. So there is no math -- |
can show -- you know, the inpact of it is of using one-half G
versus a whol e book rate, but, no, there's no mathemati cal
derivati on.

Q kay. Looking at the CAPM woul d you agree,

Dr. Wolridge, that the beta of a stock or portfolio of
stocks is a nunber describing the relation of its returns
with those of the financial nmarket as a whol e?

MR. MGOTHLIN: | need to hear that question

agai n, Keino, please. And do you have a reference to

W LKI NSON & ASSOCI ATES (850) 224-0127
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the testinony?

BY MR YOUNG

Q When he tal ks about beta in his testinony, when he
tal ks about beta as the CAPM nodel. So I'll repeat the
gquestion. 1'll repeat the question again.

Dr. Wolridge, would you agree that the beta of a
stock or portfolio of stocks is a nunber describing the

relation of its returns with those of the financial market as

a whol e?
A As a general nature, yes, | would agree with that.
Q And woul d you agree that the beta coefficient is a

key paranmeter in the capital asset pricing nodel?

A Yes, it's a nature of systematic risk, yes, it is.

Q And woul d you agree that the beta neasures the
part of the stock's statistical variance that cannot be
renoved by diversification provided by portfolios -- provided
by a portfolio of many stocks?

A Yes.

Q Looki ng at page 16 of your testinony, sir, |ines

13 through 15, can you take a mnute to read that?

A Yes.

Q To yourself, if you may.

A Yes, |'mready.

Q Okay. You state that according to nodern narket

capital theory, beta is the only rel evant neasure of

W LKI NSON & ASSOCI ATES (850) 224-0127
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investment risk. |Is this correct?
A Yes.
Q So, are you stating that beta is the only way to

measure investnent risk?

A No, I'mjust saying in nodern capital market
theory, it is. | nean, there's been hundreds and hundreds of
tests of capital market theory. Qbviously in some cases
peopl e, you know, feel the markets are -- you know, the
evi dence i s m xed.

Overall ny take is generally the nmarkets -- you
know, many of the principles of nodern capital market theory
hold there are issues in terns of neasurenent of risk and
beta and how beta changes over tine and in sone cases how
good beta is.

You know, from an application standpoint, | think
in general, in a positive sense, yes, Beta is a major risk.
| don't think it's a perfect measure of risk in an
application, but according to theory, it is.

Q So woul d you agree that the practice -- would you
agree that in practice beta has many docunented drawbacks and
limtations?

A | would agree there are limtations and drawbacks
to beta. How it's neasured, what tinme frame, how betas tend
to change over tine, it's not a -- there are questions about

whether it's a perfect neasure. So, yeah, | nean, | think

W LKI NSON & ASSOCI ATES (850) 224-0127
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there are issues. In theory it is, but in application,
think people realize there are issues with beta.

Q Al right. Looking at the discounted cash flow

nodel , the DCF nodel, on page 17 of your testinony, sir, line
ten, you refer to expected future -- excuse nme, you refer to
expected future cash flows. |Is this correct?

A Yes.

Q When you say expected future cash flows, are you

referring to expected future dividends?

A Yes.

Q On page 21 of your testinony, line 24 --

A Yes.

Q -- you state that you used average dividend yield
in your DCF nodel, correct?

A Yes.

Q Now, can you please turn to your Exhibit JRW10.
And 1'm | ooking at page two of six.

A Yes.

Q What does the table show?

A It shows the dividend yields for the conpanies in
the proxy group from May through October. |t conputes an

overall nmean and then at the bottomit conputes a nean and a

medi an.
Q So for your Electric Proxy G oup you use
hi storical dividend yields. 1s this correct?

W LKI NSON & ASSOCI ATES (850) 224-0127
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A | use the dividend yields over the past siXx
nont hs, yes, | do.

Q kay. Did you calculate the dividend yields?

A | got -- the dividend yields conme, as indicated in
the footnote, fromAUS Uility Reports.

Q Al right. Can you flip one page back to page one

of six of that exhibit, JRW10?

A Yes.

Q Thi s page shows how you cal cul ated your divi dend
-- your discounted cash flow analysis. |Is this correct?

A Yes.

Q Just so | understand your DCF net hodol ogy, let's
take a mnute to walk -- let's wal k through your analysis,
okay?

A Ckay.

Q And please junp in and correct nme if I'"mwong

during the course of this analysis, okay?

So, first, Dr. Wolridge, you obtained an average
di vidend yield of 4.5 percent using the average of six nonths
of dividend yields for your Electric Proxy G oup as reported
by AUS Utility Reports, correct?

MR. MELSON: nject to the formof the question.

You want nme to tell you why?
THE WTNESS: | use -- as indicated in ny

testinmony, | use the nmedian figures for the six nonth

W LKI NSON & ASSOCI ATES (850) 224-0127
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average in October, 2011. So | used the bottomtwo
figures on page two which report the nmean -- the nedi an
figures of 4.4 and 4.5 percent over that for Cctober and
the six nonth period, and the average of 4.4 and 4.5 is
4.45 percent, and that's the dividend yield figure that
is on page one of JRW10.

BY MR YOUNG
Q Then you multiplied this result by an adjusted

factor of 1.02375, which is one-half of your growh rate,

correct?
A Yes.
Q This results in your adjusted dividend yield of

4.6 percent, correct?

A Yes.

Q Then you added a growmh rate of 4.75 percent to
your adjusted dividend yield of 4.6 to obtain an equity cost
rate of 9.3 percent, correct?

A Yes.

Q Okay. Would you agree, Dr. Wolridge, that in
your traditional DCF nodel the nodel is derived such that the
nodel di scounts the expected future dividends back to the
present val ue using the cost of equity as the discount rate?

A Yes, that's the theory.

Q And woul d you agree that your DCF anal ysis does

not use the traditional DCF nethodol ogy to determ ne the cost

W LKI NSON & ASSOCI ATES (850) 224-0127
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rate?

A No, | don't think I would. | guess | don't
under st and your questi on.

Q Does your DCF anal ysis use traditional DCF
met hodol ogi es to determ ne the cost rate?

A In ny opinion it does.

Q Can you explain further in your opinion why it
does?

A | mean, | guess | don't understand the questi on.
| nean, you have an application of the theory, so you have
the theory, and it's how you apply the theory, and that's
what |'ve done.

|"ve applied the theory the way -- | nean,
obviously there's a difference between theory and
applications, and I believe |'ve applied the theory in a
practical way. And that includes estimating a dividend
yield, an adjustnment factor, and the devel opnent of an
expected gromh rate. So, | nean, the theory says this one
thing and this is nmy application of the theory.

Q kay, let nme ask you, in your DCF analysis, did
you use the expected future dividends back to the present
val ue using the cost equity as a discount rate?

A | nmean, no, | mean, the theory says that and then
you devel op the equity cost rate, so |'ve estimted the

equity cost rate using the discounted cash flow theory.

W LKI NSON & ASSOCI ATES (850) 224-0127
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So when you solve for the equity cost rate it cones to the
dividend yield plus the growh rate, is the equity cost rate.
So, yes, the theory says you discount future

prices by the cost of equity capital to get the present price
of the stock. Well, in estimating the cost of -- the equity
cost rate, then you solve for the equity cost rate and you
see in atraditional formit's the dividend yield plus the
grow h rate.

Q kay. On page 25 of your direct testinony, sir

l'ines 14 through 17, can you take a minute to read that to

your sel f?
A Ckay.
Q You state that it is your opinion that investors

are well aware of the bias in analysts' EPS growh rate
forecasts and therefore stock prices reflect the upward bi as.
Is this correct?

A Yes.

Q Do you know of any enpirical evidence that
supports your opinion?

A " maware of, obviously, and |I've devoted a | ot of
testinmony to the evidence that shows the upward bias, and
|'"ve cited sone popular press articles and studies that have
hi ghlighted it, so I'munder the presunption, since it's
pretty well known, at |east in ny opinion and what |'ve

cited, then | presune that it's in the stock price.

W LKI NSON & ASSOCI ATES (850) 224-0127



o 00~ W DN

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

23

So | nake the presunption that it's enbedded in
the stock price since the bias is -- at |east based on the
research that |1've covered and that sort of thing, it's
pretty well known.

Q Okay. In your DCF analysis you use the average of
all the conpanies' dividend yields in your Electric Proxy
G oup, correct?

A Yeah, | used the nedian figures for Cctober in the
si x nmonth aver age.

Q Wul d you agree that dividend yields are

cal cul ated by dividing the annual dividend by the stock

price?
A Yes.
Q So based on your testinony that stock prices

reflect analysts' upward bias of your EPS growh rate, would
you agree that one could conclude, reasonably conclude, that
the upward bias is already reflected in the dividend yield

i ncl uded in your DCF anal ysis?

A Yes.

Q Keepi ng on page 25, lines 23 through 24, you state
that the DCF growh rate needs to be adjusted downward from
the projected EPS growth rate to reflect the upward bias. |Is
this correct?

A Yes.

Q Have you made a downward adjustnment to the growh
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rate in your DCF anal ysis?

A Well, if you look at Exhibit JRW10, | have
provi ded, you know, on pages three through five |I've provided
various growmh rate figures |I've reviewed. on page six |
have a summary of those.

| show the projected earnings per share growth
rate for the group fromthe three different sources that
| use is 5.1 percent. | have actually used, in ny DCF
anal ysis, 4.75 percent, and | explain in ny testinony how
| devel oped the range, and that sort of thing.

So effectively I have not sinply used the
proj ected earnings per share growh rate of Wall Street
anal ysts, and | explain in ny testinony why | have not.

Q Can you please refer to page 31 of your testinony,
and | ooking at line ten.

A Yes.

Q You state that the neans of the anal ysts'
projected EPS growh rate for your Electric Proxy Goup is
5.1 percent, correct?

A Yes.

Q On line 21 you state that you will use 4.75

percent as your DCF growh rate for the Electric Proxy G oup,

correct?
A Yes.
Q Dr. Wolridge, would you agree that you
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effectively nade a downward adjustnment of 35 basis points to
the anal ysts' projected EPS gromh rate?

A Yeah, | have, and | explain there that |'ve
reviewed a nunber of other growh rates in arriving at that
4.75 percent figure. | mean, obviously the growth for
conpanies is not sinply just analysts' projections. There's
a lot of other nmeasures of growhs that are available to
I nvest ors.

Q Did you use a quantitative nmethod to cal culate the
downwar d adj ust nment ?

A No, and | don't think particularly you can from
just sinply looking at figures, if you | ook at the broader
mar kets you see -- and | ook at historically what conpanies
have grown at relative to projections. But | haven't used a
specific nodel. |'ve sinply reviewed a nunber of growth rate
figures in arriving at nmy 4.75 percent, including, of course,
anal ysts' projections.

Q kay, turn to page 40, sir.

A Yes.
Q Li ne four.
A Yes.

Q You state that the current S&P 500 dividend yield
Is 2.4 percent, correct?
A Yes.

Q From what tinme period was the value of 2.4 percent
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derived?

A It was taken fromthe S&P site as of when
prepared ny testinony, and it's an annual indicated dividend
yield. By annual indicated it sinply neans it takes the
anal yzed di vi dends for conpanies in the S& 500, dividing it
by the stock price. So that would have been -- that data
woul d have been collected in Septenber and so it's as of the
Sept enber tinme frane.

Q Are you tal king about 2010 or 20117
No, 2011.

20117
Yes.

Al right. Ws it an average or a spot yield?

> O » O >»

It was an annual indicated dividend, which neans
it's the quarterly dividend nultiplied by four divided by the
stock prices. And that woul d have been effectively a stock
-- it would have been the stock prices as of Septenber, 2011

Q Okay. Keeping on page 40, line 17, you state that

you Wi ll use 2.75 percent for the real -- for real earnings
growh. 1Is this correct?

A Yes.

Q In your DCF anal ysis, you used 4.75 for the growth

rate, correct?
A Yes.

Q Can you pl ease explain why you used the growh
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rate of 2.75 for your ex ante risk prem um but used a 4.75
growh rate in your DCF anal ysis?

A Well, two reasons. Nunber one, this is the --
2.75 percent is areal growh rate so that's an inflation
adjusted growh rate. And nunber two, the 2.75 is for the
overall econony, GDP, and it's not for -- which is based off
of the growth of the econony, the CDP

So there are two reasons. One is -- the 2.75 is
the price, adjusted, and nunber two, it's based off of the
overal | GDP grow h.

Q On page 39 of your direct testinony --

A Yes.

Q -- line 24, you state that you will use 2.8 as the
measure of inflation, correct?

A Yes.

Q So if one adds your neasure of expected inflation
of 2.8, which is page 39, line 24, and your real growth rate
of 2.75, the result is 5.55, correct?

A Yes.

Q Wul d you agree that the sumof the real earnings
grow h rate and the neasure of expected inflation represents
the expected earnings growh rate?

A Yes, long term

Q kay. So let ne ask you, why do you use the

expected growh rate of 5.55 percent in your Ex Anti Expected
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Equity Return and 4.75 for your expected growmh rate in your
DCF anal ysi s?

A The 5.55 represents long term expected growh or
the overall -- for the overall market. The 4.75 represents
expected growmh rate for the utilities in the proxy group.

MR YOUNG Al right. Dr. Wolridge, | want to
thank you. That's all the questions | have. Thank you
for your tinme this norning, and thank you for your
answers.

MR. MELSON: @lf has got no questions.

MR, YOUNG Vicki?

M5. KAUFMAN.  Sorry, | have no questions. | had
you on mnute.

MR. YOUNG Joe, any rebuttal ?

MR. McGLOTHLIN: Let nme look at nmy notes. Can we
go off the record for a couple of mnutes?

MR YOUNG Al right, no problem Do you want to
take a five-mnute break?

MR. McGOTHLIN: Yes, that woul d be good.

MR. YOUNG Al right, we'll cone back at 25 after.

(Brief recess)

MR. McG.OTHLIN: Ready to go back on the record?

MR, YOUNG  Yes.

CROSS EXAM NATI ON

BY MR. McGOTHLI N
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Q Back on the record. | have just a handful of
gquestions. Dr. Wolridge, staff counsel asked you sone
guestions about your choice of AUS as opposed to Val ue Line.

Do you renenber that conversation?

A Yes.

Q What is the source of the information reported by
AUS?

A | don't -- | nean, they report -- they have
mul tiple sources. | don't know -- for each iteml don't know

the specific item

Q Wul d there be any difference in the values for a
particul ar neasurenent that's reported by AUS as opposed to
Val ue Line?

A | mean, nost of themcome from obviously,
quarterly and annual financial statenents because nobst of
these are financial figures that come from 10-Ks, that sort
of thing. Each individual item | don't know exactly where
they get them but nost of themare going to be pretty uniform
financi al neasures.

Q Staff counsel asked you sonme questions about your
use of an adjustnment factor corresponding to one-half the
expected growh rate. Do you recall that?

A Yes.

Q VWhat are you trying to acconplish with that

adj ust ment ?
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A Wll, I"'mtrying to reflect what the expected
growh is over the comng year. And as | stated, the reason
| use one-half the growh is because the fact that conpanies
i ncrease dividends at different -- over different -- yeah,
they do it on a quarterly basis, but it may occur at
different quarters over the year

And by using one-half the growh you recognize
that sone conpanies are increasing their dividend next
quarter, others two quarters fromnow, others three quarters
fromnow, so the average over the year would be one-half the
grow h rate.

Q You were asked sonme questions about the value for
the anal ysts' projections. Do you recall that exchange?

A Yes.

Q In addition to the anal ysts' projections, did you
| ook at ot her nmeasures of growth rate?

A Yes, | |l ooked at -- on pages three through six of
Exhibit JRW10, | |ooked at historic gromh rates, but I
really didn't give themany weight. But | think it's
i mportant to | ook at historic growh rates to get sone
basel i ne.

Qoviously, | 1ooked at projected growh rates and
ear ni ngs, dividends, book value from Value Line. | |ooked at
internal growth, which is return on equities and retention

rates. And | |ooked at analysts' growth rates. So | | ooked
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at a nunber of growth rate figures.

Q And did the growh rate that you enpl oyed
appropriately reflect your assessnent of all those different
measur es?

A Yes, and it really reflected ny assessnent of the
projected growh rates from Value Line, the projected returns
on equity, retention rates to Value Line, as well as the

proj ected earnings per share growmh rates fromWll Street

anal ysts.
MR. MGOTHLIN:  That's all | have.
MR YOUNG Al right. WelIl, Joe do you want to
read? | suspect you'd like to read?

MR MGAOTHLIN Yes, we'll do that.

(Wher eupon, the deposition was concluded at 10:30 a.m)

W LKI NSON & ASSOCI ATES (850) 224-0127



o 00~ W DN

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

W LKI NSON & ASSOCI ATES (850) 224-0127

32



o 00~ W DN

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

33

CERTI FI CATE OF REPORTER

STATE OF FLORI DA )
COUNTY OF LEON )

|, LAURA MOUNTAIN, Court Reporter, do hereby certify
that 1| was authorized to and did stenographically report the
foregoi ng deposition; and that the transcript is a true
record of the testinony given by the w tness.

| FURTHER CERTIFY that | amnot a relative, enployee,
attorney or counsel of any of the parties, nor aml a
rel ative or enployee of any of the parties' attorney or
counsel connected with the action, nor am| financially
interested in the action.

Dated this 5th day of Decenber, 2011

LAURA MOUNTAI N, RPR
Post O fice Box 13461
Tal | ahassee, Florida 32317

W LKI NSON & ASSOCI ATES (850) 224-0127



