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1 1PROC8.DI.GI 

2 (Workahop convened at 9:45 a .a.) 

3 CBAIRMAlf CLAJU(: Wa' 11 90 ahead and call the 

4 vorkahop to order. I apoloqiae for the delay. We did 

5 have an oral arc;raaant we 'Jallted to hear ae quickly as 

6 poeeible . 

7 Thank you for coainq today to share your 

~~9bt. O)l the .. thodoloqy for the r.turn on equity for 8 

9 qae induatriu. Let ae juet etop riqbt there. 

1 0 Do I n.ed to read a notice? 

11 okay. Would you pluee read the notice? 

12 MS . WAGNER: Thank you. Pureuant to notice , 

13 thle tiae an4 place hae bean eet for the Return on 

14 Equity Workebop for the Gae Utilitiee. The purpoee of 

15 thie workabop ie to di•cu~• and evaluate appropriate 

16 aethodoloqiu for deterainincJ the rat e of return tor the 

17 natural gae induatry. The purpoee of thia workshop is 

18 aore fully eet tortb in the notice. 

19 CHAI'RMAN cu.JUC: Thank you. Ie it appropriate 

20 to take appearanoae? 

21 D . PALBCl(I: (Nodding bud) 

23 au.xRMAlJ CLARlt: Okay. 

23 KS. WAGNER: Buide ae ia Kilt.e Palecki, and my 

24 naae 1e Lorna lfa(JJler. We are with the Florida Public 

25 Service co..iMeion, 101 Baet Gainee Street, Ta;lahaesee, 
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1 "Florida. 

2 

3 MR. ROGERS: Davld Rogara, A.aaooiated. Gas 

4 Diatributora of rlorida. 

5 KR. UHL: Jack tJhl, Peoples Gas Syat811, Tampa, 

6 FloricSa. 

7 MR. WHITB: llliott White, Peoplos Gas System, 

8 f!'aJIP& · 
9 MR. Moill'lYRB: Jill Mcintyre, Aaaocbted Ga:s 

10 Diatributora of Florida and Wast Florida Natural Gn• 

1:1 Coapany. 

MR. EASSBY: DoJULto Eaaaey, Marrill Lynch, 

13 Houston, Texaa. 

14 MR. MELENDI: I'• Gary Kelendi with Sebring 

15 Gaa sya~ in Sebring. 

~6 MR. SJII'l'lh Ran4 Saitb ¥itb City Caa COmpany, 

17 Hialeah. 

18 MR. LUR.IIs Robert LUria with NUl COrporation, 

1!1 parent of City Gas COliPAJly. 

20 MS. WOODt Anna Wood, CheaapGake utilities 

21 corporation. 

22 HR. 'lROMPSONt steve Th011.pson, Chesapeake 

2~ otillti ... 

24 MR. 'l'ROYt DArrYl Troy, Florida Public 

25 Otiliti .. Company. 

VLORIDA PUBLIC SERVICE OOMKISSION 
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1 lilt, STAB: John Stark, City Gas of Florida . 

lilt. HAR'l'Ilh I ' a Pater Martin with :South 

3 Florida Natural Cas in New Sayrna Beach • 
. 

4 CBAIJIMAN CLARIU .nat a ainute. can you bear 

6 You need to ooaa to a :aicropbone, p lease, it 

7 you would, an4 repeat where you are trOll and who you are 

a rapre .. ntinq. 

9 lilt. TROY: Durell Troy, Florida Pu:blic 

'10 utilities co.,pany, Wut Pala Beach Florida. 

11 Q, STABlt: Jobn Stark, city cas ot Florida . 

D. lfARTIH: x•a Pet.r Martin with :SOuth 

~3 Flor~ Natural Gas in New Smyrna Beach. 

MR. Mot.J!!TJ.&ND: I •a Jobn MolAlland, south 

15 Florida Batur~ Cas, New Bayrna Beach. 

16 HR. SHOAF: I'a Stuart Shoat, St. Joe Natural 

17 Cu in Port st. Joe. 

18 MR. SCHIUBLBBIN: Wayne Schiefelbein on 

19 behalf o~ Chesapeake Utilities. 

20 CBA7RMAN cu.Rltt Thank you. Is there anyone 

U alae vbo would like to entw an appearana.? 

Olcay . Any other preliainary aatteriS? No? 

23 KS. WAGND1 No, not at this tille. 

24 CBAIRHAN CLARltJ Okay. It i a my understandinq 

25 ~t we were goinq to atart ott by prese ntation troa 

l'!,.()JUDA PUBLIC SERVICB CO}QC[SS:ION 
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1 10:. n.-y. 

2 JCR. DSSBlr I Baaaey. 

3 CIIAilUCAH CI.JUUt: Baaaay. And you u:e going to 

4 aake the presentation on behalt ot th.e Aaaociatad Gaa 

S Diatributora of Plorida? 

6 JCR. DSSBY: lfot necessarily on bebalt ot the 

7 Aaaociated Gaa Di8tributora of Florida , but on behalf of 

I the aarJtet in general. an4 the atalceboldera or the to lira 

9 who put up the capital tor these OOJIIPIIlllias. :I ' • nr-to: 

10 representing any ot the parties bere, just qivinq Wall 

11 Street's viev. 

12 CHAIRMAM CLARX1 Okay. Well, can you tall us 

13 Vbo invited you to be here? I .. an --

14 MR. BASSBY: Well, th.e Associated G-

15 Diatribu.tora invited •• to be hera. 

16 CBAI1tJ(AH CI.JUUC: All right. Good . Then, as I 

17 understand it, att.r y·ou aake your presentation , other 

18 people and partiea b.ere aay wiah to aake other 

19 praaantationa? Is that oorreot? 

20 MR. PALBCKI: We have some qu.-tione that the 

21 Gtat! b&a aa~ wa, and ve vill aalca a presentation. 

22 Anl.l we•ve aubaitted those to Staff prior to thia 

23 ... ting. 

24 aJAlRKAN CLAlUt: Okay . 

a5 MR. PALBCJac And th,ey aay have some 

MI..ORIDA PUBLIC SBRVICI COMMISSION 
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1 ~1oM, aD4 ve 1 11 be Mx'e to anavu those and dl.a,cuss 

2 those . 

3 CH1tpV)N c.t.ARlltt All riqbt. 

4 save ve settled on any particular order, or 

5 can ve just 90 clown t.he table once the initial 

6 pr...ntation ia aada? 

7 lCR. PALBCI(I: We oan jWit qo down the tabl,e. 

8 CHAlRJIAJf CLA:Rlltt Okay. All rigbt. Well, then 

9 it vouliS be liY intention to' bear froa Mr. Ea .. ey t · : ,at, 

10 and then have the partie• respond to the questions that 

11 staff ba8 &aked thea to reapon4 to . And then we ' ll have 

12 an opportunity to au q~:Leationa . And the Staff will 

13 have an opportUQity to aalt queatione, as vall aa t:.hg 

14 ca.aiaaionera . 

15 la you know, ve bald a ei.ailar vorksbop 

16 yester4ay on the water and wastewater industry, and it 1 o 

~7 ay uncleJ.'atandinq we will bold vorJtshope relative to the 

18 teleco.aunicationa industry and to the electric 

19 indu.tr1••· And t:.h.en following the concluaions ot all 

20 the vorbb.opa, we'll qat a report back troa our Statt 

21 d.e8eribinq the 1 .. uea on th.ia point and qettinq 

22 ~endatJ.ona froa thea. Is that correct, 

33 llr. Paleoki? 

24 HR. PAI·BCKi t 'l'hat•a correct. 

25 C!HAIIUIAN CLAIUU All right. Mr. Eaaaey? 

FI;OR.IDA PUBLIC SBRVICB COMMISSION 
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1 u. D.SSftt rint and foreaoat, ;oocS W)rninq, 

2 u4 tbeNr you for thia opportunity to viait with the 

3 eo-et ••loft u4 the Staff. '1'hLa ia a very, very 

4 illportant ... tin9 ·for ua em Wall StrMt. And at Merrill 

5 Lynch, in particular, ve ovn $250 billion vorth ot 

6 equiti .. in the aarJcet an4 - on the electric aida i• 

7 out there, an4 Merrill Lynch owns about ot ot thou . 

a or on avara;e tbare'a about $25 b i llion ot capital 

t inveated on the equity eJ.de vith reapect to the gu 

10 OO'Ipa"i .. ; we ovn about lOt ot thou on average. 

11 It'• becoai.nq inoraaaingly clitfioult to 

12 attract capital to thia induatry. I think yeatarCiay ia 

13 a parfeot ex•aple of what the 9U in4u8try laoka in 

14 attractiven.au to the aarut. The -rltet reached an all 

15 tble high of over 4000 pointe which everyone in this 

16 rooa, I'• au.re, ie taaU.iar with. 

17 Since Order 636, vhich ia a aileatona in tbia 

18 in4uatry, aalt• no abtalte about it, the aarltat ia up --

19 the 8"' ia up 21.Jt . In oontraat, the aaallar aidai,za 

20 qroup, which ia laJ:9ar than any or all of thaae 

n noJIP&nlea COIIbined dovn in Florida , aovaCI a Whopping 

22 8. 7t relatively apeakint,J. so tharein u .. the problea. 

23 It 1a very clifticult. to attract capi tal vbe.n the aarkat 

24 in ga.naral baa an opportunity thia year to prov ide 

25 roughly 15t to 16t return on equity. 

PLORIDA PUBLIC SERVICE COMMISSION 
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1 I brol19ht, and you all have !n front of you, 

2 ao .. b&Ddouta trOll Kerrill Lynch cmd b.ov we p:racent in a 

3 ~ baaic farut to our COMt:ituenciu in the 

4 in~taent COIDIWlity. I'a not c;oillq to ineult anybody'• 

5 i:ntellic;ence by qoinc; over the firat couple of ali4e.s in 

6 there, but I tbi.nJc it' e very aportant to talt•e a look at 

7 Page 6. Thie is our univarH of oompanuHI that wa 

8 follow curre,ntly. 

9 In the:re you can He that the large 

10 distributors have 11. 76t on average return on equity 

ll allo-,~. The AIAller c;"Coup fairs slightly better at 

12 11.86. Tbat'a the first column. 

13 I voltld also like to point out on tibia ~ge 

14 that ve have the thaorotioal earninc;a povo.r of the LDC 

15 qpon an •amine;• par aha.r• baaia of $1.59 for tho large 

16 group. And as you look at tho corporate level, however, 

17 which incl udoa nonrogula~ activities, it •a $1.98 . And 

1 8 it ia for thase nonr89Ulat~ activities where then is 

19 any hope at all ric;bt now in tho aarket place for LDCs 

20 to attract capital and to grow the busin ... on a 

21 ooapetitive baaia . 

22 Por the ..all LDC universe the averac;e is 

23 $1. 5p. 'l'b• corporab oarnin9a c onaolic.\ated goes up 

24 about • 05 to a $1.54 1 not a biq chanc;• tbar• lb4aoause 

25 they are not nearly as CU.veraified, and they have the 

Ft.ORIDA PUBLIC SERVl:CB COMMISSION 
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1 aoat cUtficulty in attraotinq ~pital, ~titive co•t 

2 o'f capital. 

3 on ~ next •11de you can ... ~ hbtoric.al 

4 apraAda, it you vill, betv .. n the allov~ CJU utilitiu 

5 return on equity, the 8'? 500 ' • actual return on equity, 

6 and than ~ actual average return on equity tor all. we 

7 CJa. COIIpaniu, not juat tho•• that t.~r l n our univerae. 

I It look8 fairly reaaonable f or the layaan to look at 

9 th1a and My, awell, 1eea, ~ returne are not all that 

10 bad, • but ~y are conaiderably below that of the u.J> 

11 500 . 

12 Betwee.n 11182 and 1988, it loob lilte the g.aa 

13 OQIIP&ni" bit hoM rune, relatively apaaltinc;J . But ! 

14 think one needa to realiu that ~ aark•t in CjJ&neral 

15 vaa under a c;Jraat datl of econoaic pr .. aura. Oil and 

16 9aa pria.a vera at all tU.. higha, and they vera running 

17 the kind of returna fro• ~ gaa price iapl1C6tion.a and 

18 fro. ~ JUrltet in CJ&ner&l beinq depressed. But rig'bt 

111 nov, the linea are divarvin<J rather &CJ~Jr•••ively, and we 

20 ... thia u a n&CjJative red flag goinq forward. 

21 Looking at the next alide, we •ra just 

22 coaparinq the 8'P price earning• ratioa relative to that 

23 ot an LDC. And, &Jain, you can ••• thoaa linea are not 

24 901Dq in the appropriate direction . In order to attract 

25 C6pital, I would l1lt.e to r .. ind everyone that you are 

FLORIDA PUBLIC SBRVICB COMMISSION 
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1 c011P4tting tor capital. acroa• the •paot.rua of inveata.ent 

2 opportunitiea. If you have a dollar to inveat, you :are 

3 qoinq to go and look for tha aoat attractive return on 

-4 tbat dollar with t.be COl:!IMnsurata riaka th.at your 

5 tolerance• are aiaed at. 

6 The n.axt alida on Pa_ge 9 ahowa our ata.ncia.X'd 

7 exaaple of the s~ 500. It'• curre nt P/E , or price to 

8 Nrni.J)9a ratio, that VbLoh you track t.be price of a 

.5I particular atocJc, io tradin; at 15. 5 tUM~• earn!» •· 

10 'l'be avwa9• LDC, u ve apeak, ia tra.dinq at u.s to 12 

11 tU..e ea.rtiinCJ•. A full 300 bulb point., in aoat case•, 

12 below that. 

1.3 Wlwn you buy the 861> 500, Vbicb do .. include 

14 9aa atoaka by the Vt¥, both pipelin .. , LDCa, intaqrated 

1.5 elec:trica and a full apact:rua of companiea tradad on the 

16 ar- York Stock Bxcbange, BPS czrovtb b 12 . 24. Ky blut 

17 company i• approxiaataly n because, aqain, you can•t 

18 qrow if you can't attract capital. 

19 'l'be return on equity for tho StoP 500 outlook 

20 right nov ia 17.3t tor 1995. 'l'be capital atructure 1a 

21 46t daa4 on average and 54t equity. Aqain, a l o t better 

22 than the beat t.ba~ we bave right now ia a 48t equity 

23 ooaponant. Solll8 .u::e approacbLng or headinq toward 50\. 

24 The yielda are only 2.73t. 

2~ 'l'h4l yie~da on the LDC• are boverinq aroun4 

PLOIUDA PUBLIC SERVICll COMMISSION 
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1 uaywhere between 5. 3 cmd 7. 5t, condcSarably bigber. And 

2 o~ ~.. tbe payout ratio. on the S'P 500 are not 

3 nearly aa a;vr ... iv. at only 45t. The Vbole point hare 

4 1a that it' • very difficult to attract capital if you 

5 don't have a ~titive rate of return out there. 

6 Aa we l ook forvard aa to vbat can be done 

7 &bout it, ve &dviaed -- and we hav~ bean diacuaaing it 

8 far over two year• v1th variou. foruaa, 1nclud1nq 

9 •narioua MAROC comaittee .. etinqa. Laat weak I vaa down 

10 at the DOB, 80118 of vboa in here attandiMS. And J • • a 

11 1111ch appreciated that there'• that llllc:h of attention. 

12 But I thin); one can look at ju.t the 

13 attendance Uat on that DOB HARDC joint conference and 

U qat a b6tt.r appreciation for vbat Wall Street thinlta 

15 about the qaa 1nduat~ r1qbt nov. 

16 It vaa a natural qaa conference, nearly 1000 

17 follca in att.ndance. 'l'bere wu ona analyst there fro• 

18 Wall street. 'l'bat'a the panel I vaa diacuaainq vitb . 

19 And one of thoae quya ia aelliretiriMS. And then we had 

20 HoocSy•a there. But for tbe whole conference tbare waa 

21 one analyat. And if thAt do.an't aen4 a aea-qe, I 

22 don't knov Vbat do.. . It ia difficult. So vhat can be 

23 done about it? 

24 In our viev, ve have a al.ple approach. It 

25 qoea in line, I thinlc, with ao .. of the qoala tbat thia 

PLOR:.tDA PUBLIC SERVICB COMMISSION 
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1 co--l .. ioa haa before itaelt. &e;ulatory deterainationa 

2 tbat are fair, jut and l ' .. aonablel encour&IJ• effioienc:y 

3 in the utility operation, and enoocraqe uae of the ooat 

4 beneficial. nev tecbnolOIJY. 

5 I oa.n•t belp you on the Staff aide. I think 

6 you have adequate Staff. But I would li.lte to auq1Jut to 

7 you that if you uaed a proxy of the SU' "00 return• over 

8 t~ paat five yaara an4 ~••P that aa a r olllnq averaqo, 

9 u a tar9et ROB with incentiv- Which, in ay view, ia a 

10 natural extenaion of Order 636, you would bave tbe ~•t 

11 opJ)Ortunity to balanc:e the ratepayer•• inter .. t with 

12 tbat of the aharaholder and/or the atakaholder ' a 

13 ~terut in totality. 

U 'to try to brinq it into per~ive a little 

15 bit, .I think ve have tl) look back 'lt ao .. of the 

16 4ecia.iona tbat vera recently aade. so.. of vhich you 

17 all aay be faailiar vith. I point to Waabinqton Bnerqy 

18 out in the atate of Waahi nitan •• the No. 1 candidate in 

19 tbia rt~gard. 

20 In &epteaber of 1tt3, the Waabinqton Utilities 

21 and Transportation Comaiaalon caae out vlth a 10.5t 

22 return on equity, and they aet the equity component at 

23 Ut. Well belov vtat the corporat.e atruoture actually 

24 va•, bUt thia ia what they 4!4. 

25 

P'L01UDA Pt1BLIC S!RVICI COXKXSS'ION 



1 for a ao~~ant. Jtaar vitb ,.., 

2 "''''la ~taai.on a4opta a c:ut.pital atruotura 

3 which llhould allov tha oo.pany to aaintain ita currant 

4 bond rattnq. • It'• on Pa;e 25 if anybody ia curioua . 

5 •Tba authorized rata of raturn abould aaaure 

6 i.Dvutora • confidence in the finencial intec)rity o f the 

7 utility, anabla the co-.pany to aa int8~P and aup~rt ita 

I ar.dit poaition an4 parait it to attraot additional 

t ca~oital on a reasonable ba.aia . • 'l'bey continued. •Tbe 

10 co.aiaaion baliev .. that the 9aneral r .. ult of tbi' 

11 order ia both predictable an4 r ... onabla.• An4 finally, 

12 --rha r*JU.lated 9aa COJ19ADY vill reaain baalthy and 

13 atron<J UDder the rate a.n4 other daoi8iona aada vithin 

14 tbia order.• 

15 Well, Vbat 11ctually happened? 'l'be Colllaiaaion 

16 did aet a 10.!1 ROB, the equity coaponent vaa Ut and! 

17 diauter atruck. wa cal.l thia a •wall str .. t train 

11 vracll:.• 

'l'bia order flunked coapatitive aarket 

20 ruliti .. on virtually every count. Wubinqton Bner.gy 

21 bad to aut it. dividencS froa $1.40 to $1 . 'l'be oredit 

22 ratinq vu aut froa a •ln91e A-ainua to a triple B+. 

23 tt•a bal ov that. I t vu juat put on vatcb yeaterday f or 

24 J1e9ative connotation~~ further. 

25 Tvo daya after the order caaa out, the bond 

FLORIDA PUBLIC SERVICE OOKMISSI ON 
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1 ratincJ vu wt. one cSa.y -- actually one day attar the 

2 order becawe publlc, nom-e~JJU].at..d a ... t ? ba4 to be --

3 CBAIRD• a.aua EAt .. aalt a quution about· 

4 that. Tbat eeep• avtul quiclt tor t.bea to react to an 

5 order. Wu there eoaat..nin9 elae ~oinq on? 

6 a . DBSBYa lfban you aay I •waa there 

7 a011ethinq el.ae going on?• No, there VilS ao111t1 

~ potentially extanuatinq circuaatanoaa aa t o vhy the 

t <.:oaiaaion reacted the vay they did. But, fortunately , 

10 there vue eoaa aic;rnala in the aarket vell 1n ad'¥ .nee, 

11 t.bat the atatt had poated their poaition, if you vill, 

12 vbich ay .. lt reacted to it to try &n4 get our client• 

u away froa the atoeik ahead of tiae. Aqain, all in a 

14 public forua. 

15 The drivin; forcea vere not neceaaarily that 

16 aoae political iaplicationa that vere goinq on botwean 

17 the Cowaiaaion and tba co.pany. The drivinq forcaa vero 

18 irr .. peativa of aarkat realiti••~ and that'• what I 

19 peraonally talta iaaue vith and bava a paaaion that ve 

20 try to get away fro• the political aapeota of it and try 

21 to rafocua on aarket realitiaa. 

22 When you aay the aarket reacted quickly 1 'When 

23 you aae the opport\IJ\J.ty for your equity to baooae eroded 

24 rather draaatically --

25 au.I:JIDN CUPJr:: No. What I '• talltincJ about 

ILORIDA PUBLIC SERVICE COlOUSSIOH 



1 ~ two day• after the order, the bond ratinq wa• 

2 cba119.c!. It ..... to - that procee• t:Ue .. a l ittle 

3 aore than two day•. 

4 Kll. DSS1ti1 It' • v irtually inetantanecu•. 

16 

5 Prior to wsy tenure with Harrill Lynch, I wa• vith Duff ' 

6 Pbalpe ill the ar.c!it ra_tinq dde . And you Jcnov 

1 1--wliately vbat kind of iaplioation t.na~ ha• for yo-..a.r 

8 •llOVer&g- inecJiately. 

g aiAIRifAN CLAPJI:: Okay. 

10 JGl, DSSBY: AJ:!4 that'• your job, u to 9~ out 

11 aDd infon your inv .. tJ.JVif olient thet, you mow, thi.nqa 

12 u. ob&nqinq bare rather rapidly. 

13 If I wa• at S'P or if I wa• at Dufr ' Pbelp£ , 

14 I vould bave lowered it when I put -- it yo .& look at the 

15 •tocJc in the chart - ~ou don't bave a copy of it, but I 

16 bave it bare - you oan look. Tbe •toclt trlld.c! at $26 

17 prior to the order. It•• nov bovarinq uound 13, and it 

18 vent there vary, vary quic)cly. 

li There 18 a l ot of connotlltiona one can 4rav 

20 froa it, but tbe 110•t ialportant of Vbi~ b tlult it 

21 didn't paaa a Ut:au. te•t at all in the aarket. And it 

22 toolc a •nap•bot of th• bond.a, an4 th1• j u• t bappenad to 

23 be at a point when bo14 an4 intereat co•ta vere allloat 

l4 at tha bottoa. And there i• the r equla t ory lac;r e.xpo•ure 

2G tbat you bave to be N.dc1l.c! vith c;ro in9 forward, b 
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1 rather draaatic aa vall. 

:t Under the .. thodolOCJY tbat va .. powaa, it 

3 would be an on;oinq accountable teat, if you vill, each 

4 and every quart.er, each and. avery aix aontha, each an4 

5 every yflll.r; however, tha staff and the coapaniaa were 

6 ~le to agree upon. But it insti lls aou diacipline in 

7 the ayat.ea. It ia not a coet-plua contract. It ia not 

11 a ])oolt blank checlt to the coapani ... 

9 1 would arque that the 8~ 500 .. thodol"'JY 

10 vitb incentive rates - .. cbani ... would, in fact, put a 

11 diacipline that theee oo.pani .. have yet to deal with . 

U It voul.4 allow the ratepayer to enjoy ao .. rebate• ae 

13 tbe etficienoi.. are broUqht to the table and. do away 

14 with the ooet-plua •'lntality that thb entire 

15 induatry -- it'• a rwtional ieaua. It'a not ·obviously 

16 just a l'lorida iaaua. 

17 I would aleo wq;aat that if the pipeline• 

11 vera qiven incentive rates aany aoone aqo, we wouldn ' t 

19 be eittinq here today diaauaainq thia; an4 you would 

:to bave 110:re aecurity Gt aupply and daliverability and all 

21 thoM ~ of nic.ti .. that all th ... COiq)&Diea have 

:u enjoyed in the paat. ~ shook abaorbinq ability of the 

23 pipelinaa ancS their aqqreqating prowa .. 1a a cUatant 

24 echo today than What it waa juat a few years baolt. 

:t!S 'l!he LDCa are nov r .. ponaible for the acceaa of 

PLORlOA PUBLIC SERVICE COMKISSlOlf 



18 

1 ~ly, the aqqr.;ation of aupply, the balancing of all 

2 tboae ia.uea an4 the daliverability of tbat to the well 

3 head, fraa the vall head to the burner tip. I would 

' euqqut to you that tba only thin9 oonaiat4lllt about 

5 natural qaa tcxlay relative to 40 ye.ara aqo ie that when 

6 you atrilte e aatch in the air, it otill ignite . 

7 BVeryt:hblq el- 1a 41ttarent froa the proapeotil'l9 for 

I qaa, froa the gathering of it, to the procusinq, to the 

t tran.alaaion ot the qaa an4 then the dbtributj n o! it. 

10 Compoundinq the problea, obvioualy, ia bypaaa 

11 capacity brokerinq and releaae and aarketera vantlnCJ to 

12 enter the U>C 1a traditional aervioa territory. w• 
13 weloaae that fraa a Wall street perapeotive. It · • 

14 obvioualy qood tor coapetition, it•a qood for the 

15 ratepayer, but there•• aou dravbac:lta for the exiatinq 

16 utility an4 atrande4 coat., aiailar to vhat you are 

17 facing with eleotrioa. 

18 By the vay, I would not llait thia diaousaion 

19 juat to qaa oo-..paniea or S'P 500 .. thodoloqy. I thinlc 

20 it voul4 be reaaonAble ror any utility, aa you qo 

2l throuqh thia. And I thi.nlt it would li~Jbten up your 

22 workload considerably, but at the .... tia. you would 

23 bave .ore aocountallility to what the ooapaniea are 

24 doinq. 

25 By the benc:hlllarka, and let aa refer to the 
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1 incantiv .. that I've talk~ Qbout a l'.ttle bit beoauaa 

3 tld!r are our key to the whole prooua. ouc per 

3 cuatoaar, nev plant oonatruotion relative to a -- all 

4 tbeae would be relative to a reqional index; not the 

5 aorpany next door or anytbinq becauaa there' • too many 

6 id.ioeyncrui.. that COJie into play. 

7 But you vou1d have your bencluaarke that woul<l 

8 ~~u4e o.x per cuatoaer; plant per CWJtoaer; CUflto••r 

9 ~hint. relative to other 0011pani .. ; an4 vhat you a~\ 
10 hear fro. the ratepayers, qaa acquisition. PGA voul4 

11 dU.appu.r as ve JtDov it today. 

13 voul4 reaova the handcutfa, if you vill, that thay are 

14 aad41114 vith, that the aarketer ia not u44le4 vith. 

15 7b.ey bave no aervice obliq& tion; they bave no 

16 co-witaenta; they bave no inv .. te4 capital. All they 

17 want 18 •cce•• to the pipe. 

18 An4 I think it ia a huqa aiatake not to 

19 recoqniaa that the qroea reoaipta tax, aoaa o.t Which vaa 

30 diacuaaed earlier today -- an4 I'• aure that you all 

2, have ba4 to be u~e4 vith in recoqnid119 the 

22 iap:Ucat-iona there -- but a tra.na•iaaion c011pany doet~n' t 

33 pay any qron rece1J>ta tax \n aoat jur11141otion.a. 

24 Bolle folb are a<Mr .. ainq that ri9ht nov. But 

35 your state revanwaa vill decline u tho•• aarkatera 
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1 peutrata each of thaH jurbdiotiona becau.e it vill be 

2 tranaportatloa CJU aD4 not eal .. qa.. And Florida -Y 

3 not be unlike any other atate vhaxa you vill likely ••• 

4 !101M lellialativa oh•nq .. to acldr .. a that. But it 1a a 

5 r .. l threat to the truaurer . 

6 If I vaa a tr ... urer in aoat of tbaaa atat e a, 

1 I would be qattin9 a little excited n .J'tt nov beoawsa 

8 tha .. urJtatara are al>Out aa aqqruaiva aa - - aa vall 

I tb4y abo\114 be becauaa the c;pportunity ia t.hara. 

10 But turnin9 back to juat ruovinq the 

11 b.a:ndouffa of the LDCa, allovinq tbaa to deal vith tbe 

12 realitiu of tba urket aaaooiatad vitb qaa pzoour ... nt, 

13 b849in9 to protect tba dovnaicle pr .. auru and! the upaida 

14 pr .. auru aaaociat.ct with CJU prioea, qaa \)ricea ara not 

15 90in9 up any tiae aooJ,. Anyone vho ia counting on qu 

U pd.oea to raviva thia induatry b aalclnq a b.uqa airtake. 

17 And tbat 'a 9ood for tb.a cona\IIIU' . It'• alao qoo4 tor 

18 tbe LDCa beoauaa Vb.ila they enjoy a very 1 vary nic e 

11 a4vantaqa on aver&9o in the nation over alaotrioit y for 

2 0 i!pace hutlnq and applianc: .. and tha like, that 

21 caapetitive advantaqa ia aotu.ally qoinq to !.prove, 

22 particularly Wldar our S.P 500 .. thodolOCJY. 

23 It'• a .. t:hodolOCJY that the North carolina 

24 Co• !alton ia looking at olo .. ly, evan the Waahinqton 

25 Ca.aiaaion ia atartinq to l ook at it. J&aaaaobwlatta bas 
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1 taken a bard and faat -- ~en Gordo~ and I bave bed 

2 lenqthy ~ouaaiona on it . And, of oou.rae, Mev Jerasy 

3 i• tbe .oat proqreaaive ri9bt now. 

• one tbiDq I vould caution on ia that the folk• 

5 tbAt 90 intu thia endeavor aqqraaaivaly early vill bava 

6 a ooapetitiva advantaqa to attrac• 1nduatry ~ jobe 

7 bec&Wie it 18 an efficient .. thodology. And aa North 

a caroline .avu forvar4, south carolina, Tanne••-· 

9 Vizvinia, Waahinqton will all fall in atep becawae they 

10 rlll not be able to co.pete on tbe traditional 

11 ra.tualtinq .. thocSology. 

1a Bov do you proteot the oo~r? Kov do you 

13 protaot ~ Jonee• water heater bill froa qoinq up? It 

1' will not 90 up in RY view, in th~ atudiaa that I've 

1!5 done. The effioienoiu tbat tbia kind of a syatea 

16 

17 

18 

1t 

ao 

21 

22 

23 

2' 

:!5 

entail• vill drive coate further 4cvn, and I think 

that'• where the win/vL~ eituation coaaa in frca. 

There ie a lot .ora I could eay about it, but 

what I would like to conclude vith and then o~n it up 

for hopefully e qreat deal of dieouaaion ia that I've 

sald thte at the DO! aeetinq, and I think it bite 

h~ -- 18 tbat tbe vary infra.etruoture of all theae s'P 
500 oo.paniaa and aaab eoonoay reate on the 

infraetru.ctura of each coaunity. Tbat infra•tructura 

1a ba•e4 on water, telepb.one, electricity and natural 
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1 gaa v.ae. 

2 If you allov that infr-tructure to 

3 deteriorate or to d~~eay, you are, in fact, allovinq the 

4 O'PUJ~ity to decay right alonq vitb it. And tho- are 

5 paraphraaecl vorda : roa co-at-loner Vincent Majkov.ki of 

6 Colorado vbo tak•• a v~ -- I apo loq1 ze for butchering 

7 bia na.. - bot be take• • vary pnqaatic approach. And 

a I have a uniqu• appreoiatio11 for bia approach. 

t SO tb• bottoa line ia, ia that you can · ttnct 

10 capital if you vant to attract capital, but you'v• got 

11 to bav• co..,.titive ROBa. It all atllrta tbar• . 

12 BencbMrk, decide, arque, flip a coin, vbatevar on vbat 

13 tba par ... tera are 9:»i.nq to be. set thai; up biqb to 

14 c;iva tha COIIP&fiY an ftpporlunity to ovaraarn and ahar• 

15 that. 

16 And pardon ... I laft out th• blqqeat, 

17 ~rtant ~ hera, 'l'he ac.le on th• ovar•arnir.q. For 

18 ex•~le, tbe s•P 500 right ncv would vork out to be 

l.t u.st, oonaidarebly above Vbat th• OOllp&nl•• are •arnlnq 

20 ric;bt nov. How, that doean•t quaranty or 9lve th- ot 

21 blank check. But Vb&t v••r• IIWJCJ-ti.nq le, - tbaa• 

22 incentive attribute• are aat and/or attained or 

23 exoaedad, than coapan.ie• abould be allovad to ovar•arn. 

l' But you Nt tha .Oale dbproportionate to tb• ratapayera 

25 advanta9•· 
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1 In other wont., let'• aay a coapany aarnad 

2 U.5t in that firat year. Wall, that hundred baaia 

3 pointe -- and you 47ain .. t tha aoala to Vbat you are 

4 OC*fortable with. But j uat for diacucaion purpoau, the 

5 firat 10 baaia pointe would ba apl it ~ot for the 

6 ratepayer, lOt for the coapany. T 1 next 10 baaia 

7 pointe would ba 80/20 and ao on until you got to 50/ 50. 

~ 'l'berain liu the incentive baoauae tbe coapany will 

~ be - ita objective vUl be to overaarn. 

10 The ratepayer vine. Bov ia be overearninq? 

11 Be grove the bwlinaaa, aqgreaaively grove tbe bUainaaa. 

12 'f'.be per unit coat on exiating ratepayer• auat go down by 

13 definition. A lot of diacuaaion about, •wall, abouldn't 

14 gaa oompaniu ba part of electric ~aniaa aa va go 

15 tbrouqb tbia unbundlinq of the eleotrio aida?• 

16 1 f .. l that tbara could be, you know, very 

17 onerous and di11aatroua, alaoat, for qaa uae for the 

18 environaant, at cetera, qoin9 forward. And tbe reaaona 

19 are, ia the COllbination of coapanlea tbat va •va a .. n 

20 that hava aplit up, the gaa coapany aubaidhaa tba 

21 electric buainua. By definition , bacauaa o~ the 

22 elaotric coat ia up bare -- and ve•v• done a great deal 

23 of at\14iea, and I can ahov you evarythin<J va bava on 

24 it -- and gaa coat ia 4ovn bare. And you are a 

25 COIIbination ooapany, you auat expand the electric 
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1 bwairlua to drive that per unit c';)at a.n4 keep the 

2 ratepayers happy a.n4 iqnore the qaa bWiirleaa. Because 

3 it' you c,JrOV thia, the elaatrio buaineaa ia qoinq to 

4 auffer • 
• 

5 so l take iaaue vitb the &.r9UJI4Ult t:b&t qaa 

6 ~Diea and electric co.paniea -- vbat vill happen 

7 cwu tU.., 1n ay view, ia that you vill aee the power 

A CJ-.Der&ton, the transaittera and the diatributora bainq 

9 in oM ar.. and then a aarketer bein9 in another . An4 

10 tb.ia 1a probably a 10 U> 15 year prooeaa. But you are 

11 CJO.i.niJ to have aqgT&CJI'\tora of the power and 4iatributora 

12 of power, and you'll be able to ait at bOIU and aviteh 

13 to Vbetever you want to U.e for that qivan 4a.y. But 

14 tbat 1a down the road a piaca . 

15 In the 1141&!\tU.., you•ve qot an in4watry that, 

16 you Jc.nov, baa a trtlli4Ul4owa appetite for capital, and 

17 it•a very difficult to attract capital in today'• 

18 deolininq ROB environment. You all invaat everyday. 

19 ~t • a not juat your future . In aoat ca••• it • • your 

20 ddldren'• fUture, and you vant the beat return for 

21 tbat. 

22 To encourage inveataent in utilitie•, vhicb ia 

23 the very intraatruot\~e of the coaaunitiaa, ia aoaevhat 

24 of & diaappointaent, I would think, an4 that you abould 

25 be encouraq1Jl9 and not 41acouraq1Jl9 inveataent. 
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l Induatry amploya about .2.6 aillion peop~e. Tb&t'a from 

2 the vl'll bead to the bu:rner tip, an4 that 1a dovn about 

3 25t over the paat five year• troa where the nuaber baa 

4 been. And it•a 9oin9 to CJO dovn f urther. Becauae the 

5 only vay <'Cli!IP'Di .. ~ attract Capital today 1.a 

6 .ubaidiae tbeir inter .. t vitb a niqh divi nd payout a nd 

7 C!olt coata. And a lot of tiaaa vtum you. Coata, yo11 are 

a aacriticinCj potentially eafety, qrovth and other. Tbat 

9 aay pre~t tbeaaelv ... 

10 I tbink tbat coverc juat about everythinq I 

11 wanted to aay about it, uc11pt that I really appreciate 

12 the opportunity to ba bere1 and J:'a encouraqed tbat t.Ma 

13 co--taaion baa t.ake.n the initiative to at leaat uar 
U Wall Street'• viev. Aqain, it'• a very ilaportant view. 

15 I aa one ot 16 or •.o qu analyata . I •a 

16 probably the 110at veraacl on the LDCa . I follow 

17 pipelinaa and inteqrated CJU coapani .. aa vall. In ay 

18 area of reaponaibility, there 1a probably $18 billiolo 

19 inveat.d. 

20 CHAI.RJC:AlJ C'.LAIUI:s Cowaiaaionera, do you have 

21 any qu .. tiona vhUe tbia pr ... ntation 1a freah in your 

:n ain4? 

23 COMMISSIONER DU.SOlh I bave a fev. I can aak 

24 thea now or later; it doean•t uttar. 

25 c:HA.DaCAif ~: Okay. Why don't you 90 
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1 abea4. 

2 COHJaSSIOND DIASONI Okay . You 1 ve covered a 

3 lot of ground, an4 1 jwrt h.lve a tev queationa about 

4 aa.e ot the thin;• tbat you 4id cover. 

5 I take it tbat your racowman4ation, qoinq to 

6 aaae type of SiP indexinq, 1a alao to qo bancS-in-han4 

7 vitb your i4ea that there aboul4 be aoma type o f 

8 :Lnoenuv- --

' MR. EASSEYl Abaolutely. 

10 COIOaSSIOND DEASOll: qivan to C011pania 

11 baaically to overaarn 1.214 ahara thoH benatita vith ths 

12 auatc.era. 

13 I quaaa I nea4 to u.nderatan4 a little bit aore 

14 exactly What type of iocentivaa you think are 

15 appropriate. I Jcnov tl-.at incentiv- really veran•t the 

16 .. 1n fOCWI of thia workahop toc1ay, it waa ROI. But the 

1. 7 vay yCN are prHantillq your ROB arquaenta, you thinlt 

18 they qo band-1n-han4. 

19 D. IASSEY1 Abaolutely. An4 the in.cantivaa 

20 are really ..... ureunta. 'l'hay are not -- it you've got 

21 a reqi~l i n4ax for the average operation and 

22 aalntenance expanae for a aiailer aituate4 coapany, it 

23 you will, If you•va qot a balf-a-aillion cuatoaera, 

24 there'• other aia1larly aituate4 cuetolaara that have the 

25 .... ltind ot coat atrw:tura, U you will, tbat you 
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1 llhOuld be atriving tor. 

2 ICY beat .... ure on coapaniu riqbt nov 1a Ot.H 

3 pttr CN8toller, to •~ .rtent coat of capital ~ 

' ~toiNr. It you want t o, Look at bow aqqr ... ive the 

5 OQq)Uly wu in aanaqin9 ita finance• acroaa the board, 

6 tb.at a.n4 equity u a coabination . 'i· u knov, it the 

7 averaqe ~t of gaa in t.ba aoutheaat part of the Cnitad 

8 Statea waa $1.40 an4 a coapany cb&rqe4 $2 for whatever 

J reuon, that ia a failed benchllarlt, in •Y viev. A1 

10 tb.at ' a acmathing, you knoW, that would bave to b-. 

11 &44rulled u to vby that bappanecS. 

U The incentivu are really, u I aaid earlier, 

13 jut ..aaur...nta. &n4 the incantive 1a to ... t the .. 

14 boqiu that are aqreo4 upon by the ataff and the 

15 CnDiaaion or exceed th... Becauae that ' • where it ' • a 

16 vin/Win aituation . 

17 JtiQbt nov you .sre out apandinq .oney ancl 

18 llpendinc;r 110nay and hopinq to qat ao.e naaonable rate of 

19 r etu:nl on that. Koat people would argue that you are 

20 apenctinq 110ney for qrovth. I would •WICJ .. t to you that 

2\ .lf you look at the load factor iaaua, wbicb I recently 

22 ia.ued back in January, on a year-round b&aia, the LDCa 

23 facilitiu on avaraqa, tbou in our univarae, vbicb 

2• repreaant.a about 22t of the qu oonawaed on an annual 

25 baaia, only uae 57t of their capacity year roun4. on 
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1 t.be vinter, obviou.ly, that • • the perio4 yo11 need your 

2 capacity, it cliaba up to 86,. 

3 But if you vue to drop out specific 

4 enterpriau or so. cal Gas, it vould qo clown 

5 precipitou.ly in the winter. So that ~· we•ve got a 

6 little exoeaa oapaoity thrOUghout the nation. We 114Y 

7 not bave it c1own hera in Ploric1a, but \.'._ do have it. 

8 So the point ia, b that ~~aybe aoaa qrovth 

9 aaterialiaed or caaa to fruition tbat really 4ic1n't need 

10 to. Onder this acenerio, you vo~ald only qo ~tar hose 

11 producta .n4 qrovth opportunities that provide real 

12 returb and. pua the auatard teat, it you vill.. 

13 COJOIISS:tom:a D!MOXr Vall, you are teUtir.q 

U abput indexinq. For aoMple, ona of tha :tey factors 

15 you' ve i4antitie4 ia our per custo.ar . And I think you 

lCI ere raco ... n4 tnq that tbat be indexed or OOJilPilX'ed to 

17 ~ type ot a reqional average. 

18 Are you faailiar vith tha OiM bencluaark thia 

19 CO..iaaion already utiliau in rata• aking? 

20 liR. EASSBY~ Partially. 

COIOUSSIOND DBABON: And there are a nuaber 

22 of cUfter-.nou. one, it's atriotly for on. o011pany, and 

l3 it•• baaioally dona on a historic varaua a current 

24 b&•ia. And there ica a percentage qrowth factor appl!•d 

25 to historic Out.. And there's badoally a bUrden of 
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1 proof or a thl"ubold wtuarein a cOit,l)llny that •xoe~• that 

2 bc1ohaerk, vell, then they bave a bei9)ltal\ed burden to 

3 abow that th•ir expenditure• vhiOh exceed t.bat benchJD&r)( 

4 are juat1tie4. 

5 And anot.ber aain ditference I voulcl aee 1a if 

6 a 0011pany ia below t.be benoh••rlt, there •• no baeically 

7 llharincJ in t.be aense that it it•a j ust lov the 

8 ~k, t.bey•ve Mt the burden. 

9 An4 I think Vbat you are aayincJ 1a if they do 

10 better t.ba.n a bencbaar'lt, if their costa are lover t. 'n a 

11 be:ncba&rit, they aboul.d be able to keep eo~~e of that 

U benefit an4 2&re eo~~e Qf that benefit. Ia that the 

n aaiD difference that you - -

u MR. EASSBY: 'l'b.at'a ric;Jbt. But it wouldn't be 

:l!l juat that one. Tbare 'ould be a cedre ot attri.butee, if 

16 you will, that you would be abootlr\9 for. 

17 And, again, you lli9)lt bave weather, for 

11 exa.ple, vbicb ie 20t varaer than noraal . That'• beyond 

19 the 0011pany1 a control. You abould not allow that to 

20 detract the ability for the ca.pany to raiee capital. 

21 And vbat bap~ if waathar 1e -- in 110at 

22 ju::ie41ctiona, it waatber ia wanaar than noJ:1Ull? Tben 

23 they take a bi9 bit OJ\ earnin9e an4 etutf. But tbat, 

24 a9ain, would only be -- you'd have to weight theae 

25 t.binCjle u to their relevance to tbe earnincJ• ability of 
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1 ~ CO'Ip'ny. W it•a tbat urnin9a ability and pa)'out 

2 .nd dbida"" grovtb and Ul tha thinqa that: you are uaacl 

3 to o&lC\llatiniJ tJae rat:url:la on and drivin9 thoaa returns 

4 tbat are qoinq to drive the atory qoinq forward. 

5 kll Street knova tlult the vorld baa chan9ad 
6 in the 9 .. induatry. And tbat a evi' nt by what I 

7 •tarted out vithJ the aarket a up 20-•ome- odd percent 

I and tba LD - aince Ordar 636 -- and the LDC8 are up U. 

9 You Jtnov, I don•t Jtnov bov to qiva a 110ra co111palli' J 

10 d•acription. 

11 I voulcl alao aay --

12 CO'OfiSSIOND DIASOMz Wall, let - aaalt you a 

13 qu .. tion on tbat point: beoauH tlult ia iutar .. tincj . The 

U JIU'ltet b.aa b4aen exp&Minq; it •a b .. n going up . It'a at 

15 an all t~ biC1h. It•• got to have been qoinq up . so, 

16 ba8ically, tiaea are good. And ti.JIIu are good tor the 

17 LDCa, too. 'l'hay are up n . They are not aa CJood. 

10 MR. EASSEY: at aince ~ril 

19 OOMKISSIONl'Jl DEASOM: Juat let .. aa)t 11Y 

20 qua.tion, and then you can expand all you vant. 

2 1 KR. V.SSBY: Okay. 

22 COHMXSSIONBR DEASON: My queation ia, ia that, 

23 in tbe bad t iMe -- l.at • a hope va don • t have any, but ve 

24 lulov they are qoin<J to COM -- the aarkata qo up and 

25 dovn. In the bad tbaaa vtwn the s•P 500 doeen ' t ahov a 
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3 lou, or tlhould there b<) 1 ... fluctuation ao that in the 

C bad tiu• there ' • .. ybe i• it tbere wu an n gain 

S vta.D tba vbole aarket vent up 20, vben the wbole aa.rket 

6 9oea clovn 20, abould the gaa coapaniea realiatically 

7 only 90 dovn et? 

11 Bacawae aoae would argue that LDCa are lea• 

9 rieky tban the ~ct generally, vbiob ia a good 

10 aurrogate in tbe aarktt, generally ia the s•P 500. Now, 

11 you oan answer ay qaeation. 

12 KR. DSBBY: Okay. Thank you. 

13 Pirat ot all, the reaaon for the five-year 

U average ia to try an4 aooth out aoaa ot the pealta aJ1l1 

15 valleya of the aarke'~. Rov, it we've 90t a tive-y .. r 

16 d.aline, ao be it. That•• the 114rket. 

17 I thi.nlt you have to -- it you 90 down tbia 

18 road, you have to recognise tbat you bave to ltaJta tho 

19 good vitb tba bed. And tbat'• vby, vbile I'll continue 

20 to recognise - Wall street appreciate• vbat' • happened 

21 in the aarket and bov eacb of tbe different companiea 

22 aalte up tbat aarket aix. They alao have an appreciation 

23 that, you Jmov, vbi:•.a people .. y tbat LDC• are not u 

2C risky, I Voul4 taka iaeue vitb tbat today. I vould .. y 

25 they are one ot the aoat rieki .. t inv .. taenta one could 
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1 have d<J,ht IIOV. Aqain, I vould have to auqgeat tbat the 

2 tive-y-.r rolling average i~ ~appropriate. 

3 llow, if you qo into thb -thodoloqy ancS you 

4 fiDII that it 4oeen•t work, tbat the ratepayo.r doean't 

5 benefit, there'• n1>t:h1nq to preclude you froa going bac:lc 

6 to ao .. tbing that vorka better . :. >~culd just auggttat to 

7 you t.bat if you are 90ing to ccouraqe development of 

8 n.Ltural ;aa in thia atate, or in the nation, that you've 

t got to attract capital. 

10 Olina, with O'Laa.ry over there y .. terday vith 

11 eo.. of the corporatioru1, they are l ookin.q for $6 

12 bl~lion 1n capital. Tboae are aoatly u.s. dollara in 

13 capital. I voul4 &UCJ9e&t to 1lY clienta to buy Bo.n9 Kon9 

14 aa. before I voul.d 11U99 .. t to tt-.. to buy a Florida 

15 utility. Because the opportunity for return.a are there. 

16 .And tbat•a the co11potitive •arket forcea tluat you are 

17 4ea11Dq vith. 

18 CHAIRMAH CLARX: ror c equity invaatlllant? 

19 xa. KASSEYs Abaolutely. 35t return at Bong 

20 Kong Gaa opportunity over the past year . 

21 CHAIRKAN CLARK: It 'a a biq riak though , ian•t 

22 it? 

23 MR. IASSBls It doesn't coma without ita rialc. 

24 An4 vban you loolt forvud down the tae line with 

25 reapect: to LDCa, you have a fair ~· of riak. Laat 
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1 yu.z.- they vere down 16 - over 16t u a group. The 

2 warut vu down four-tentba of a percent or t10118thinq 

3 lilul that 1D 9eneral. so, I ..an, they 110re than -- !ar 

4 exceeded the lo••· 

5 aiA.IRHAM CLllUC: X..t ae aelt. You voulc! 

6 r~ that invaataent for every one ot your 

7 i.Dveatora? 

a D . u.ssns lfo. I '• u.i1'19 that aa an 

' •""l'Pl • -

10 CBAI1UO.N cumr: You voulc! recoaend that. tor 

11 your aora aqgreaaive investora, wouldn't you? 

12 MR. U.SSBY s Absolutely. We have the lu• 

13 rialt aver••· 

u 
15 D . U.SSB'YI An4 we have thoae that have rialt 

16 tolerance• that are higher . 

17 But I think what's illlportant , ancS the point 

18 1•, that we are heacSinq cSovn this competitive aarket 

19 reality, if you vill, for utiliti es in 9aneral, ancS the 

20 LDCa are not buaune to that. But vbat this -thodoloqy 

21 voulc! c!o, voulcS aore oloaely tie the corporate Americas• 

22 growth vith that of the utility. It woulcS also aaooth 

23 cut those peak8 ancS •ralleys that ve we.re juet 

24 diacuadf\9 . And than it vould be a clean brea.Jt troa the 

25 interest rate cycle that ve•ve bean tollovinq tor 
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l aetting equity. 

2 In the Wa&binqton decision, it vas just an 

3 interut rate 4rl.ven 4aciaion tor the aoat part . An4 as 

4 one knOWs, clearly, that it tailed on ..rket raalitiea 

s tut for equity. Jquity 1a equity , and debt 1a 4abt . 

6 If' you vant to bond -- if an inveator vanta a bond, 

7 he'll buy a bond or she'll wy a bond. It they want 

a equity vith the upd4e potential asaoclata4 witt it, 

~ tbay'll go that route. 

10 I think that going dovn thia .. thoct would 

1.1 anhanca vbat be.retotore baa bean the very ber.: deli,•ery 

12 syatea in the vorlcl. It ia the 110at efticiant in the 

13 vorlcl. It helps industry qrow, and it attracta jobs. 

14 Tbare's not a deliver, .yatea out the.ra aore efficient 

15 than a natural gaa clelivi&Z'Y syat.a. An4 as I aa14 

16 ..rlier, vith 9aa pricu wbe.re they are at toctay, it 'a 

17 even ~re efficient. 

18 Tba urJcatera are qoing to try and ooae in and 

19 taJite aclvanuga of it. But vbat, in ay viav, ia, in 

20 order to protect the atranclecS ratepayer, it you vill, 

21 t:lMt captiva ratepayer, you are going to bava to taka the 

22 ban4Culfa off of tba LDC aanaqeaant in or4ar to allow 

23 tbaa to raiaa prioea in :.nduatrial loacS wbare it vill 

24 take J.t , lower prices Whara thay na-.! to co11pete with 

25 fuel or ooel and protect the captive ratepayer 1n the 

PLORIQl PUBLIC SIRVICB OOHMISSXON 



35 

1 aaantiu. It's a cSitfiault balance to cSo, but it oan be 

2 do"•· I've done it for 21 ~iu, and I know t.bat it 

3 works -chani<=Ally, anyway, or froa a quantitativa 

• baaia . 

5 But vitb the current requlation, you can •t 

6 attract e~fioie.nt capital as you otherviea would . The 

7 1DVUtor vill quickly recognize the up~iae opportunities 

8 aaaoc iat.acS with this aethocSoloqy. 

Finally, ~r•'• the sbarillq. It'• not just 

10 let's CJ•t in there an4 qat thie rata oaaa done. w .. · 11 

11 aak tor 13 -- or va'll aak for 9 or 10 and 11, and we ' ll 

12 ..ttla tor 12, and then 90 back and cut coat.e and try to 

13 CJ•t a lAtter return for Wall Street to, you know, 

14 valooa,a their initiativu. It '• no vay tc run an 

15 .t~ioient operation. 

16 Bvary other ooapany out there rurua ita 

17 aativitiea basad on vbat the aarkat opportunities 

18 pr .. ant th ... alvu and vhat Jdn4 of rillk/r•varcl versus 

19 return. Anc1 th• LDC has bean inaulatec! froa t.bat for 

20 over 40 years . But tbe aarkat fore•• t.bat are no11 

21 acaiDCJ down, since order 636, this 1.nc1ustry has been 

22 turDed ineida out. 

23 Aa I said aarU.ar, the &hook abaorbin9 an4 the 

24 6.q9re9&tion prove .. an4 all of t.bat .itutf, it • s all 

25 CJODe. U we had the naceab4r of • 19 vintar weather in 
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1 January of '93, the January 17th tiae tra.ae, i.e. the 

2 pro4\&Ct~on area froze oft. 636 voul4 be ovarturned by 

3 nov because .uppliu wouldn't be there, an4 everybody 

4 would bl ... 636 irr .. pective of the wacb•nica that are 

5 90in9 on out tbara. 

6 We bad a very ... 11 teat on the delivarability 

7 of thb nation'• ener!JY .upply. ':!.'he vorlcS couldn't aove 

1 because the rivara vera froze. The atandby fuel th.a.: a 

9 lot of ~terruptib:te outollera vere required by r · at 

10 at.etut.ea to have if they uae int.errupti.ble load of 

11 natural qaa, the facil11t1 .. vera there, but the oil 

12 tanka vera ruated and vere.n•t full vith oil or whatever, 

13 ao-
• 

There vaa l'.o.a bit of a teat, but it vaa only 

15 four or five daya. And the front that oaaa throuqh fro• 

16 Cbicaqo over to the northeaat cSidn 1 t have a lot of teeth 

17 in it dovn in the produation area. 

18 So you have to etill contract for gaa. You 

19 have to have lonq-tera aupply, a.aurity. You have 

20 eervioe obliqation to deal vith and all thO .. kinde or 

21 thinqa. Yet you etill vant to give thaa the 

22 flexibility, or I vo\lld think you vould vant to give 

23 thea the tlex.ibility to COJIP&U beada up vith those 

24 otbar urkatera who do not have capital invuted or a 

25 aervioe obligation or any of the other nioetiu the LDC 
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1 1• aaddled with. 

2 mMMTSSIOIIBil DKASOlf: Giving a coapa.ny the 

3 ability to coapete ia ~ thinq, but -- an4 aaybe you 

4 cut ~ on tb.ia. I'• t earful ot vb&t you are aaying 

5 i8 that the c~i48 need the ability, baeically no 

6 liaita on thair upvar4 earning• . aay that becau.ae I 

1 Jtnov you are talking .;x,ut aba.ring. But etill there 

I voul4 be a tra.endoua inoentive on the upeide 1 and 

t hopefully they voul.c1 do vall. An4 they would ea: • vall, 

10 and tbey voulcl be aba.rinq, and everybody would be a 

11 vin/v in aituaticm. 

12 But what I •a turtlll ot ia the other aide. It 

1.3 you are going to have al.aoat unliaited on the upaida 

14 and I tnow it ie U.aJted -- but thia would be • 

15 tr ... ndou.a obange troa what it ia nov. 

U JIR. BASSD 1 Abeolutely. 

17 "'C*"ISBIOJIZR DBASOlf: What about tor a company 

18 that bit tiOlM bard ti.ae• 1 aacle ao .. wrong deoiaiona or 

19 ju.at bad ecae bad luck or ao••t.binq 1 I don 1 t know 1 a.nd 

20 their earninga start really qoin.q dovn . And ve get to a 

21 aituation Where in a ~ly ooapetitive aarkat1 that 

22 ooepany aay ju.at have to tile t.nlcruptoy or liquidate 

23 ita aaaet.w or vbat•ver:. 

l4 You are talkil19 about a looal diatribution 

25 ooapany vit.b captive ou.wtoaara wbo need to atay wara in 
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1 t.ba winter, anCI you know that tbi a Ca.aiuion ia not 

2 901D9 to let a company lilce tbat jut "Y• •wall, we 

3 quit. You knov, va .. ~. sou bac1 4eciaiona, and va are 

4 ju.t Ooinq to cut our loasas .• That'• not qoing to 

!S bappen. 

6 Bow 4o you balance t.ha• J itb the incentives 

7 tbat you want to raooqnin on ~ upside ot e arninqa? 

8 NR. BASSBYr That c1iaproportionata scala would 

9 work on the upsid11 11nd downside . And first of a ll , you 

10 vovl4 cap it out. I aaan, once a company -- yo1.. · c1 aax 

11 it cut at 50/50 onue thay•va aarna4 aoo basis points 

U over their allovacl. And than you'4 "Y that'• it , 

13 Everythinq beyond that, 100'. 100' qoe. baalt to the 

14 ratepayer on it. So you would cap .Lt out. I 11aan, it 

15 vovl4 be ri4iculo~ not to. 

16 On the down side, it you•va dona averythin~ 

17 corraotly, r~ou would still ahara those ahortf.alla with 

18 that of the ratepayers. In other worc18, you 'ltould have 

19 to ahll%'98 th .. aon for those sbortf&lla . It you've met 

20 thoH attributu. If you've dona everytllinq in your 

ill power correctly, you' vs st.ay4td within the raqiona.l 

22 ln4ex .. tbat vera praoo~ivacl and aqreed upon, at 

23 ccatera, but it vo.lld again ba diaproporttonata . Of 

24 co~, it woul4 ba tba other way. '!'he first 10 basis 

2!5 pointa. 
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1 You aiqht not even h:lve a eh&r1nq tor the 

2 fir•t 100 baab pointe, let ' • My. 8\lt beyond that vbe.n 

l you fell down to lOt, let •• My, froa tbat 13.!5, well, 

4 you've qot 200 baaia point• , 2.5 that you want to aaka 

5 up aoaeboV. And you• ve dona everyt.binq oorreotly. You 

fr f•ll abort. And you ' d have t o qo out , on the next 

7 billil'l9 oyole, and up the rat .. to aake up for that 

8 llhortfall. I IIN.n, you'd have to -- it would be 

!J COMMISO!ONER DEASON! Well, nov that ' • 

10 fh1.1ncial aapeot• cf tbia buaineaa, tbat'• qo1••9 to 

11 dictate the rate~. But we all Jcnov that we ' ve qot to 

12 work in a leqal world. 

13 IIR. '&ASSDc Abeolutely. 

14 ecJNMISSXONE'R DEASONI .lll4 before thU oha.nqes 

15 the rataa, you•ve got to qive notice to ouatoaera an4 

16 due proc .. a anct all that •on: ot tbinq. And it you 

17 atart talkinq about tbia abarinq on the downside -- are 

18 you talkinq about ju.at autoaatio rata increa-• tb.at 

19 aoaehov vera to be approved in advance anc:l that 

20 ouatoaara raally never know what the rates are qoinq to 

21 be until we qet the latest financial reaulta for the 

22 quart.r or the year anc:l we •tart oaloulatinq abarinqs? 

23 It'• qot to be -abed with the legal world in 

2' folhich we aU operate and the due proceaa an4 the notice 

2!S to ouat.oJMra and cu.tOJIAr participation and all tho .. 
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1 tbt.nqa. AncS hov do you plan on auhin9 tho- thinqa in 

~ with your propo..U? 

3 KR. 1ASSBY1 Wall, that'• probably the aoat 

4 difficult aapeot of the whole prooeaa , but it ' • not an 

5 t.posaibla attribute to .. et. I would auggeat to you 

6 that when you go back to the Bl ooatield Water Worb 

7 .S.Oiaion of u.ny eona ago, you t ind. that we bava been 

I doing little to keep pace witb that deciaion troa a 

t national perapectiva. ~· PERC 1• even augqaating that 

10 tbay naed to take even aore aqgrudve poature ·. ~tb 

11 incentive ratea and tboae kinda of thinqa . 

u If I can indulge for a aoaent to quote botb 

13 san.-.a an4 Boecker froa tbe I'BRC, an4 tbie v:at jus~ a 

U aoupl• of v..ka back. •A ayataa of regulation that 

15 aanda a ai9Jl&l tbal. tba !~eat way to IIAlta aona.y ia to add 

16 new capacity ia a0118What out of atap vitb tbe market and 

17 the current cycle for tbe industry. • ~ia ia Donald 

11 santa. 

19 ADd than Jaaea Hoack•r aaid, •The coat of 

20 aarvioe rat-•ldnq tancla to ancouraqa pipeline 

21 aanag ... nt to bloat tbe rata baaa and to revarcl 

22 inefficient behavior by ravarclinq a coapany•a increase 

23 in rtak by qivinq a higher rate of return.• So I think 

l4 it•a tiM to look at alternativu. It'• tiae for 

25 opan-aincladnaaa, an4 nav vaya to achieve efficiency. 
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1 If the PBRC .ov .. clown that roa4, it's going 

2 to beco:M incrauingly difficult . 'l'here 'a go1Jl9 to be 

3 an e4~cat1onal proceaa for the ratepayer• to underatand 

4 that tbey've enjoyed 10 yeara of declininq r at... I 

5 don't know if that•• true for Plor14a, but it 1• true 

6 for the price of natural 91l• throughout the nation. And 
7 .oaa cd that ia jut nov atartiJl(J t o t-1 t the ratepayara 

8 in a poeitive vay, that there'• 90ing to be an 

9 acho&ti.)nal pr~••; thara .ay be aou legislative 

10 cb•Qiil.. that are needed troa the current law• that are 

11 on the books, at cetera, but it's not an iapoaaibl 

12 ~· And it would instill accountability and 

13 ef1'io1enoi.. that have been lODCJJ lac:ltinq in tbia 

14 indue try. 

15 I don't t.a·re a atrai~J~btforva.r4 answer beyond 
16 that, but I think there would be a great deal of public 

17 diacuaaion about it and a great deal of trial and error. 

18 But it vou.ld be better than whAt ve have to4ay. And , 

~SI qain, thia 1a Wal~ Straat•a view. Tha.ra 1a a lot of 

20 other atakebolda.ra that have pr obably a different vic;v. 

21 I would also •u99-t to you tbat the only 

22 people that aren't on tha .. tar when you all are goiJl(J 

23 thr0U9h your process, clue procau, 1a tba rate payer; but 

24 b•'• pickincJ up tu tab for all the liti9ation that go .. 
25 on, the r .... and reaas and r .... of paperwork that baa 
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1 to be qone through and the consultant. an4 attornaya a.nd 

2 al~ tbat a~f. They are aakinq a kiJ linw at this 

3 proceaa. AD4 thoae follul vill fiqbt thia kind of 

4 approa.ob veheaantly aqainat it. I guarantee it. Tbat•a 

J tha approach. 

6 I vill a l ao qo on to auqqest to you that if ve 

7 continue down the road we are a t tight nov, people will 

8 lo.e j~. IVerybody Nya to - that th .. e atooka ought 

t to M trac!inq at book v•lu.. Book valu. ia a aeaaure of 

10 a roint in tiM on a biatorical accountinCJ ~U. 

11 adjuated for inc.olle ainua the dividends, at cetera. 

12 Tbe suo 500 ia tradinq at 2.87 tiJau book on 

13 avaraqa. fte LDCa are t:rac!i.nq at 1.45 tiaea book. 

14 Ralatlvaly apa•lrinq, they are very in~aive . But 

15 people think they at.ould be tradinq at book froa, a9ain, 

16 a regulatory llind-sat that ia different than the aark~tt 

17 re.alities today. 

18 I can only ~· you to have a sanae of 

19 open-~• about iit, to t.e.U a loolt at it an4 aay , 

20 •Who ia a looaar in thia kind of environment? Ia it the 

21 ratepayer, or ia it the bureaucratic aoraaa that the 

23 ay.tea has ancouraqac! and paid for over these paat a.any 

23 yeara?• So I would arque that the ratepayer vill be 

24 betiter off in the lOI\9 run over this. Aqain, 90in9 baclc 

25 to your ovn CJO&la, I th.inlt it -•t• vith the litaua 
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1 teat, it yo~ will, u to what y~ are atrivlng tor. 

2 <X*KISSIONJ:R DEASOllr One laat que•tion. I 

l think in your prue.ntation I ca~;ht that ygu aa1c1 that 

~ oonaitttent with yov.r lc1e .. , tba way the inc1u.try a 
5 aban91D9 and the ince.ntivu anc1 thirl9• ot tbat natv.re, 

6 t!aat you woulc1 rec01111enc1 aboU.abae.nt of the pv.rchaaec1 

7 gu adjuatJMnt c lauae . I ;ueaa I C4n understancS aoae 

I reaeona for that. It ae ... to .. , thoUCJb, that th&r• 

t are ~~c.e benefit. trOlll aucb a clauae. I'd juat 11Jce for 

10 you to expand ea.. .ore on that. 

11 JIR. USSftl Sv.re. 

12 CCICKISSIONER DEASON: b to why you think it 

13 would be 110re beneficial to eU.ainate it. 

14 111. IUSn: I'• apeakin9 aort of nationally 

1!1 in tbe context tbare. For variou. parbl of thia nation 

16 it - we are not goin!J to be able to bave a 

17 coolcie-cutter approach to bow thia proceaa .ovu 

18 forward. 

1 t TM PGA ia a qoocS benc:haarlt anc1 a qoocS 

20 IMChanU. for traditional approaabea t.o the in4uatry. 

21 1he direction the inc1uatry ia beading tor voulc1 auqq,at 

22 to yo~ that you an4 I •• the ratepayer will be co-optinq 

23 with other uaera to e10ntract for our own gu. So I 

24 voul4 venture to au1J9eat to you that vithin the next 

25 five yeara, in the atate of Nav Jaraey, for ex&~~ple, 
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1 t:My are already unbu.n4lin9, vary siailar to vbat the 

2 pipaline8 did, the aarcbant function froa the we. 
3 8o there will. ba nc buyinq and Mllinq of gu 

4 ia t.be state of Wav J ar My by ths a utility . When 'I aay 

5 that, there aight ba a aarketer that d~s the 

' &99Tec;!ation and Vb&t not, but You'll ba buy incJ and 

7 payincJ the LDC to transport that 94» to you . That'• all 

• they aaka 110ney on nov. Most jurisdictione, save 

t california, are not allovad to aake aoney on buying and 

10 Mllinq a coaaodity anyway. So that further cor 

11 savings, if you will, wi ll coJM dovn to the individual 

U holdu-. So -- in the national cont•xt . 

13 In the SUte of l'lorida vhe.rs you aay have t o 

14 protect the ratepayer on th.a rata abocka asaociatad vith 

15 ;u, and sign tha l llncJar tar~~ contract&, because, nov, 

16 let•a face it, this i& not the aost gas-attractive 

:17 aarkat in tha United States; it ' s up aast . So the PGA 

18 aay ba varrantad strictly for the residential captive 

19 ~ tor the interia. But eventually it's qoin<J to 

20 90 dovn this road u teobnoloqy advances and the 

21 availability of 110ra vu apply in this state . 

22 OOKMZSBIONER DEASON: But you are sayinq as 

23 cuatoaera davelop a qr-ter opportunity to baaioally 

24 purchase their ovn vas, either throuqb soae type of 

25 aa.rketinq approach or throuqb aoaa type of cooperative 
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1 9roup of cuatoaana gat together or W&tever, when 

2 cwataaara have that option, then. But •• loncJ u they 

3 are captiva cuatOJiel'a, it•a goinq to ~ 

4 MR. U.SSBYs PGA .. Y be appropriate, 

5 pa.rticglarly here 1n Florida. 

6 

7 I think 1t • a appropriate nov to go through the 

8 partiu vbo are preaent to4ay and allov you to aaka any 

9 tu.rt.hu pr...ntation you would like to do, and to direct 

10 th4a to the que~~Uona aak~ 1n the notice. Waa that 

11 al•o put 1n the not104l? Were the queation. in the 

12 ootice 1n the .... way 

13 KS. WAGNBRI Yu, they vera. 

14 C'HAilUCAM CLARK: I don't have it with 11e. 

15 

16 

MS. QGNEJh YetJ, they were 

CHAIRMAN CLARlC:: Okay. All right. We'll 

17 Gtart at tht. and of the table. WouLd you identity 

18 youraelt aqa1n? 

19 MR • .oGIRS: I'll dater to Mr. Mcintyre. He's 

20 going to aak.e a pruantation, I thinlt, on the quutiona 

21 tor AGDP. 

22 CHU'RMM CLAIUt: Tb.ank you. ~ ahead. 

23 MR. MoilfTYRBs I've put together an executive 

24 ~~u.aary of the queatiorw that ve • va -- the an•vera to 

2:i th• queationa. An4 aa a group, we've tri~ to answer 
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1 tbOM to t.be beAat of our ability. 

2 'l'ba only tbinq 1a that t.be autborh~ rate of 

3 rei:urDa for equity, Florida natural qaa distribution 

4 eyat ... are Mt adequate to aaintain fimlncial viability 

5 ancS attract capital. 'l'bay are vall belov the raturna 

6 1Dvutora can raalhe froa lnvuting in corporate 

7 ~ica, u va•ve juat be&r4. To aaint~in !inanciLl 

8 viability an4 attract capital at reasonable rates on an 

9 . OJ\90in9 baala, a ragulate4 fira • a author beeS rate of 

10 return on equity JWSt be ccmaeneurate with the bus. :eaa 

11 ancS financlial riM to vbicb the tina 1a upoa~. 

12 ~ autborise4 returns on equity for FloricSa ' a 

13 natural 9U 41atribut1on coapaniu do not coapenute 'c.he 

14 firaa for riak, factors apeoifio to 1n4ivi4ual firma 

15 aucb u 4..an4 riM, IJl iPPlY risk, caall aha, financial 

16 riak, ancl ohan9u in fadaral regulatory an4 re9Ulatory 

17 riak. 

18 The current authorized returna on equity for 

19 Florida'• local 4iatribution co'&p&niu 4o not reflect 

20 the aatarial lncr ... u in capital coste that have 

21 ocou:rre4 recently, lnclucSiDCJ those ocourrin.CJ ovar tha 

22 laat Mvaral aontha . 

:u As you are aware, the J'adaral Jleaerva baa 

24 lncraaae4 intare.t rates ei9bt tiaaa since ambarkinq on 

25 a oourae of tiqbtar aonet.ary policy. LollCJ-t&ra boneS 
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1 y;ielda bava increaatld over 24t in U94, an4 abort-tara 

2 rataa, aa ..asurtld by '1'-billa, bave iDorurtld aver lOOt 

l since January 1, 1994. 

4 

5 aaall. 

Adding to thi.a, aost natural gaa LDCs are 

Uthough ... 11 f irae e&n aoaeti .. a be aora 

6 effloiut an4 rupon4 to CNStoaer neeca, they are 

7 INbjeot to bigber rlslts, sucb as environ~~canta.l, property 

I and llabiUty increases an4 1Uid~l irun~rance. 

9 'l'he LDCs in Florida bave varyinq cieqr01ea of 

10 buain ... and financial risk. However, all LDCs in 

11 Florida bave eaaantially the .... authori~ed rate of 

12 return on equity, an4 in aost cases are loYer than our 

13 O<lllaP6ting lU'9e electric naifJb.bcra . 

14 lnveators an4 lenders carefully conai dar a 

15 CClllpany•s authorized and a•lhieva4 rate of return on 

16 equity vben deciding Vhather to land funda an4 at vbat 

17 taru. 

18 The ROB that ia expecttld to be aohieve4 is a 

19 function ot the authoriatld rate of return on equity, The 

20 co.pany'a rata design, ita operationa, the depreciation 

21 an4 a co11petitiva poaiU.on. 'l'be ROE anticipated ia 

22 clo .. ly linked to other 4abt-ratinq criteria such aa: 

23 1'\mda troa operation to total 4abtt tun4s froa 

24 operation; inter .. t covara'j,a; pretax intaraot coverage, 

25 and nat caab tlov to capital span41nq. 

!'LORIDA PUBLIC SBRVICI COIOCISSIOK 



48 

1 By analyainiJ bbtorical an4 currant aohieve4 

2 ROI, invutora and lender. can gain an inaiiJ)lt to be 

3 \UJM to project e.a.rni.DCJ•. Alae inve.tor• an4 lender• 

4 carefully analyae r~atory polloi•• and practice• and 

5 their iJipaotAI. It... investor• include are allowed. 

6 rates of return, ua o! project teat yaua, uaa an4 

7 ~aataant of the PGA, vaatbar noraali :aLion, accaptanco 

8 of alternative foraa of raqulation, inc lu4in9 incentive 

~ requlationa and other PSC incentives. 

10 Another i.llportant factor is the 4ar&C]Ulat' .n 

11 and unbundlin9, PERC order 636, vblcb ve•va diacuaaed 

12 aarU.er. '1'be ordar f\miS.uoentally cba.nqecl the' role of 

13 LDCa. Aa you era avara, the ~~&rcbant functio.n and. the 

1• ralata4 aaaociatad riak8 blatoriaally borne by the 

15 pipalinaa ahi.ftecl to tJ~a LDCa. ~ risks aaaooiated 

16 vith supply, transportation, contract uncartaintiea and 

17 atoraqa are all nav riaka for LDCa. 

18 Purtharaora, the PERC policy baa a tendency to 

1~ ancoura9e bypaaa. Wben bypau occura, LDCa a.ra left 

20 vitb atrandec1 invutaent and. idle capacitiu; and there 

21 are currently about 12 iaauaa of bypaaa before the FBRC. 

22 Alae, LDCa are raquirecl to aalta 20-yaar 

23 CUWI!itaanta. Ne have to aign contract• for oapacity 

24 vbicb va .. y not: havtt 20 year• dovn the road. CO!llpani ... 

25 aleo auat aign up tor contract& to aerve the cold.ut 
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1 day. Wa auat dCJD ~~ and co.ait to t.aJta gaa or pay the 

2 ~ oba.rgee fQr our ooU.ut cSay. An4 slao the 

3 atraigbt, fixed variab.la rata cSuign alao increa••• a 

• utility•• fixecS coat, qaa auppliea becauaa it oovera all 

5 tba fixed coat o~ the pipaline. 

6 '1'be -t aignifioant fallout fro• 636 waa that 

7 it brQWJbt to PloricSa a tloati.ng nonreoqulated U>C, 

8 ~nly oallecS a aarkater. A carketer wbo baa no 

9 inveataent in faoilitiaa, no obligation to aarve the 

10 p;lblic an4 no atate or federal price or aafety 

11 regulationa to contend with . A aarkater brinqa only a 

12 package of ;aa, pay• no taxu, oollaot. no taxu and 

13 eolq)etea with a local cS.iatribution ooapany, v'hiob 1a 

14 baaat.runcJ with trac1itio.nal re<JUlation. 

15 Ploric1a IDea are .ora riaky than otber LOCa 

16 for two otbar raaaona. Firat, they are aarved by only 

17 one pipalin.. Of courae, it ia known ~~enopoly auppliera 

11 are able to extract bi;ber pricea for their producta and 

19 aarvicaa. A.n4 ..con4ly, LOCa are a ;reater riak than 

20 co.parabla northern coapaniea clue to their lov 

21 throughput per cuatolHr, par re.aic1ential cuato•er. 

22 '1'be coat of equity -thodolo;iea that .. Y be 

23 appropriate for CJatl coapaniea in Ploric1a are the 

a• diacountec1 caab flov llodel, the riak pr .. iwa approach, 

25 the arbitrage prioinq theory, an4 the coaparable 
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1 .arninqa approacb. We f-l that the doubla leverage 

2 appcoacb to dataraini.n9 an LDC'• co.t of et!'l·ity ie not 

3 an aco.aptallla .. thodol09Y. And a brief daaoription of 

4 each .. tho4oloqy includu pro• an4 cone an4 vae 

5 eq""itted to Staff. 

6 The levaraqa for.ula 1• not f eaeibla f or LDCe 

7 1a Plorida. 'l'b.a baeic aaauaption of the leverage 

8 'or11Ula ie that the W.inaae risJt ia dailer for all 

t LDe - all qae LDCa in Plorid&. The uauaption ia 

10 incorrect. Purtharaora, traditional capital atruot ce 

11 theory bolda thllt u :.evaraqe increuu put a 

12 ra.uooable rar19e, the co.t of diatrua outveigba the tax 

13 baDatit. o~ &d4itional debt. Therefore, tha overall 

14 oo•t of capital can vary aa leverage var1•-· Por a 

15 givan laval rio, too INCb or too little equity can 

16 prove ~ticiant vitb r~a.rd to 111tliabinq the coot of 

17 capital or aaxiaid.ng abaraholdar vaaltb. The coat of 

18 equity 1a a nonlinear function of aa.ny variable:• and ia 

19 not ~laly a function of leveraqe. 

20 finally, the uauaption that an invaataent 

21 9%'a4• bond rating 1• repreeantative o~ the co•t of debt 

22 for tiru th.at cannot aoo.ae, aa.ny tiM•, the bond 

23 aarut, 4\&a in a lar;e part to their eba, ia 

24 qqeetionable. 
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4 arad eDeX9Y iaauaa facin9 tbia 91':eat atate. Tr:acSitioral 

5 1':819\ll&tion cSoea not fit tbe r-lity of tocSay•a natural 

6 9•• buaineaa cliaate. 

7 'l'be 9&&-to-qu ooapetition for tbe cu.eto..r ia 

8 not regulate4. CUstoaera bave choicea, ancS LDC• auat be 

Sl able to attract capital to be able to provide tbe 

10 ae;r.,ioe• cu.etoaera want ancS effectively ooapete r~- a 

11 oepitai aarket eharn . 

12 I'd like to thank Donato for hia preaentation. 

U a. a... down bere at bia own expense to apeaJc ~or• tbe 

14 taaioo, an4 I appreciate bia cSoin9 that. 

15 We bave th• cSiaoueaion of the return on equity 

16 tor natural va• queatione. We can 90 tbrouc;Jb tboae ono 

17 by one; or it tbe start baa aoae queationa , they ' ve bean 

U provided witb thia prior to tbia .. etinc;J. We'll c;JO 

1SI abead an4 anaver tboae. 

20 OJURIQ)I CLA.Rltl &ave we 00J1Plete4 tbe 

:u preaentatione, or n~y elae wanta to aake 

22 ~--.ntationa? 

23 Okay. 

24 co-iaaionera, do you bave any queationa? 

25 COJOaSSIOJfD D!ASON: Well, I bave one tor 
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1 Mr. Jl.ctntyre. 

2 Vou •ve indicated that you 4on•t think that the 

3 leverage for.ula 1a appropriate for the qaa coapaniea, 

4 aD4 you 1 v• identified aoae abortcoain9a in the approach. 

5 Ana I don't neceaaazily 4iaagrae with tha ahortcoainqa 

6 tbat you've identified. 

7 '1'be J:)enefit, of oour-, ot the leverage 

8 for.ula ia aiaple, an4 you can look at it. An4 aa 

9 eccmoaic oon4itiona cbanq•, u aarJcat conditione chan9• 

10 you can put tho- inpute into the foraula, end you oan 

11 derive -- you aay not aqree with the output1 at leut 

12 you know vbat it ia, and it •a aiaple . 

13 ~ you have aoaet:hi.nq in aind that you tbinJc 

U voUl4 aitiqata or eliainate the ahortooainqa with the 

U leveraqe foraula, but would atill qive the benafite of 

16 havinq a ai.llple approach that everyone Jtnova what tbe 

17 inputs are, lcnOva wbat the foraula ia, and can r-dily 

l.8 4eterJdna vbat woul4 be corwi4ere4 a reasonable return 

19 on equity without qoinq throagb the tille and expenae1 of 

~o a caae where va have t.o have the ooat of capital axparta 

21 a.n4 we 'iiO tbrouqb the Whole nine yarda? Do you bava 

22 acme othar .. tbod in 1l.ind that woul4 achieve that? 

23 aca. IICDI'l'IRllz I tll inJc one that - Mr. a&aaey 

U brouqht up a CJoo4 al:tunativa to that .. thod, and it 

25 bel:»e rmbnNUe ea.e ot the aervicea and allow• ua to be 
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1 a little ~e co.petitive than ve noraally would. 

2 You kDow, you can aaJte the fonwla wbat.var 

3 you want, and you can ll&ke the foraula c:c:aae out the vay 

• you waDt .a.t of the t.iae, but it'• difficult to co .. in 

5 here and cban9e that. And I think that --

6 COIOIISSIOBER EIU.SOM: Let - ult on.e further 

7 quaation, and I'll qive you an opportunity fol l ow-up . 

8 Jtc·. :saa .. y•• approach 1• be want. it tied to s•P soo, 
9 but tbat qoe. ban4-in-b.an4 vith bb concept. of adde4 

10 incentiv .. and freel.nq up aanaq...nt to aan&CJe tbe 

11 COIIp&DY 110re and llbare in benefit. if they are achiev•d 

U and ~inCJ i .n the dovnllide if downside b a.cbieve4 . Do 

13 you aqr .. vith all of that, and what b your vi•v on 

U ellaination ot the PGA'l' 

15 MR. MciNTYRE: Well, fir•t of all, I aqree 

16 1tith the incentive•. I think ve •bould go to an 

17 incentive rate•akinq. You lcnov, we'd have to l ook at 

18 •peoifically at vbat tho .. incentive• are and whether 

19 they are fair and equitable. I think you need t o have a 

20 ~ide. I th1nlt eventually the PCA riqbt nov 1• a 

21 Wx"den bacau.e of the faot that you can't •treaa gas to 

22 ouato.er•. In Ocala, for example, we have Golden Plake 

23 Data Chip Company, ia called on continuou.ly by 

24 .arltetar• to buy qa•, but they va.nt to buy from a local 

25 .uppliar. We can't COIIP&U bacau.e we have to oolleot 
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1 tAa taxu, tee francbbe tax••· So I thinlc that 

2 eventually ve abould be unl:lurdene4 vith the Pea. 

3 COKICISSIC»>D DBABOlh Nov, that ralaea Cl very 

4 .1Dte.r .. tiD9 queation, and I do &91' .. vith you that to 

!5 tbe ext:.nt there ie a tax et.ructure vbiah ))a•ically 

6 prevent. you froa ccmpetiJl9, that aeeJU to be patently 

7 unfair and ie prob&tlly inconaiatent vitb gettinq the 

8 true benefit. ot coapetition to cuat011are, but that '• 

9 18C*ethiDg .,e don 't have control over. Have you qone to 

10 t:h.a lecJialature to ..U: a raedy to that particular 

11 probl•? Becauae that ia a taxing .. tter. You knov, ve 

12 doD't have taxing authority. 

13 MR. KcDI'l'YRB: RiiJht. We • re in the proce .. ot 

14 vorkin9 vitb th• l~ialature. 

15 COMIIISSIOKD DI:ASO•: Okay. 

16 

17 '0\P before the leqialaturca on qroea receipts tax . But on 

11 the other band, cuatoaera vant to cleal with 501Mbo4y 

lSI local. You Jtnov, they don't want to deal vit.b the 

20 te"lepbone which ie an office in Bou.aton. 

21 Wh.en tbi• coleS clay co-•• alonq and tba river• 

42 do tTee&e up, they vant aOJDeona vbo can be there to talco 

23 care ot the:a, and they can qet a lot better service if 

24 they had a local cU.atrbution company. We have to 

2'1 juatity that and qive thall qoocS aervice and be abla to 
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1 coapete with th.a peopl• on a lonq cUatance baaia. But I 

2 think ve can do that iC ve aro unbWl4lad. 

3 COJOIISSIONBR DBABON : I think thb other 

• ventl ... n want.ad to -y •o-t.hi.nq. 

5 

6 I'd lika to r.apon4 to y UT queation, 

7 c:o-iaaioner Deuon, on the levaraqe fonaula . 

8 I thinlt that we ... it aa aort of failin9 

9 it faila th.a aarket tuit, I thinlt, ia our pri.llary 

10 ~ beoauae it'• no better than th.a input that you 

11 put into it. And it'• not reaponaive to aarket forcaa. 

12 So I think ve are conc.rnad with it troa that aapect. 

13 With raapeat to your queation to Mr . Baaaey 

14 t:o .71a in teras of Mr. Eaaaay•a theory of dealinq with 

15 the S'P 500 with ao.. checka, balancea, incentive• and 

16 one thincJ or anothar, it would a eea to .. that ve aiqht 

11 be vall advaed bare in Plori4a to -- in th.a natural qaa 

18 in4uatry, begin to look at aoaetbin9 different than vhat 

19 ve•ve been doinq in tenia of trying to aaybe be aore 

20 aanaitive to the aarket forou an4 aaybe aovin9 to aoae 

21 ranqu nr whatever. So you aiqht uaa a bench••rk aucb 

22 u he hu ~9ute4 but build around that ao.. very 

23 ti9bt paraMtera eo tliAt you allow the utilitf t o 

24 o~atA within theae paraMtara. 

25 ' I'a not r eally tuiliar too IIU.cb vith vnat 
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1 you've done in the t.l.aa.aunicatione 1n4ua~, blt I do 

2 believe you have done •a.. - thia ccmabaion, I think, 

l baa done aoae fairly 1!-novative thinqa there in the 

" Heent yur•. 
5 And ao I think - I vould auw .. t that ve 

6 OUQbt to collectively ... ttb&t aiqht aalte •an.• in tUllll 

7 ot the thinga that have been diJIOWiaed here and aGybe 

8 aove a little different patb than vhat ve•ve been aovinq 

9 ~ and try to ac~liab a vin/vin aituation. 

10 I think Peoplea, frankly, believe• that .in a 

11 co.petitive environa•nt that ve •r• in, that ve cSo bave 

12 .a.a difficult! .. in caapetinq with aarltatera, tor 

13 ax•ap:t.A, that are not burdened vitb r~lation, one 

U thing or otbu. But ve ue not troubled vith dealinq in 

15 the aa.petitive environaant ao long aa tba playinq tield 

16 ie, you know, aoaevbat •van. And I think i n tbat 

l 7 eDYironaant tbere•a •oae vinJvin poaaibiliti .. bere tor 

11 tba atalt&boldars. 

19 I think tbat certainly tbe ratepayer• can fair 

20 aucb better and the utiliti .. can fair better aaybe than 

21 we bavo. And I think it vill take perhapa acnae burden. 

22 b.aavy burden, froa tba Staff and tba Ccmaiaaion. 

23 So I voulcS like to ... u• aaybe aove aort of 

l4 in that dir.otion. And I can't be very definitive 

2!5 becauae ve•ve covered a lot of territory bare thie 
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But I t.binlt ve•ve baarc1 -- in ay view, I think 

2 ve•ve uard ao.e very inter-tincJ ide&a an4 concepta 

3 Vhicb, I think, are worthy of e.xplorinq. 

4 MR. EASSB'Yr Xf I aay, Colllllh•ionar Deason, 

5 the one t.binq about the 9T08& rec:eipta tax &*! the tax 

' 1-v..., by t.be tiae you czet ~419ialation puaed, it ' s 

7 v.ry likely that a 9Teat deal of bypass will have 

8 al.zaacly occurred, an4 the daaaqe vill have already bean 

9 done. When I looked at t.ba bypass sit u t ion vit.b 

10 Ar.cadian an4 Atlanta I Gu I·igbt, for ex411lple, I 

11 parapbraaed Winaton Olurcbill in one of ay vriteoffs by 

12 aayin9, •••var have 80 fev qained ao IIUcb at t.be expense 

13 of 80 ~~&ny.• Tbe •ao 11any• vaa t.b.e captive ratepayeJ : . 

14 Atlanta Ga. Lit#lt, for •vaaple, rate base didn't elul.nge, 

15 or ita coat of service o.banged $.01. 

16 J'or •xaaple, to aake it aiJiple, they vera 

17 oo1lectiD9, let's aay, $25 aillion a yaa.r fro:a Arcadian. 

18 And t.bey vera paaaiDt,J c.n all but $5 aillion, if you 

19 will, to SONAT. But nov SONA1' 1a collectinq only $10 

20 aillion hoa Arcadian because of the coat of the rata 

21 atruoturea, et oetara. But they still have to cover 

22 that $1~ aillion ahortfall that Atlanta Gaa Liqht vas 

23 pay inc) throuqb thea. So t.be ratapayera • , that rUI&ined 

~4 ou Atlanta au Syateaa, coat just vent up e.xponentia! ly. 

25 ADd bov 1a that aervin9 the pUblic? It 
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1 aertainly .erve4 the coapot.tive ~ket forca for 

2 .u-cadian, &Del their prodwrt o~ta went 6:nm, But tbat'• 

l cme au.ata.er, It 1 • not in the public inter .. t . And I 

~ would arvu• that -- or at l ea•t pre•ant for 

!5 COD8i.s.ration tbat the <.:o-udon adc1rao• the tax i .. ue 

6 to the rulJI of ita rupon.i.bility .o encourage the 

7 J.e9i•lature to aove . llaybe you o.n•t. I don 't know. 

8 CBA.IRMAM CLARJC: We can't. And it ..... to •• 

9 ~i• ia the firet it'• been brought to •• in teras of a 

10 probl• with the diacrepanoy betlieen the qroae 

11 raceipta 

12 IIR. DSSBY: I ..an, a ~keter, thJ.a b wbat 

13 ve oall a atrinq of pearl• dcwn bere. 

1~ ~ CLA1Ut1 A what? 

15 MR. DSSBY1 A •trinCJ of pearls, if' you will, 

16 for cherry pickincJ the industrial ancS larqe COlllllercial 

17 uaer•. I .an, you oan 90 to every McDonald • • ancS 

11 ~er King and Piasa Hut tbat burna qaa, or ev.ry larqe 

19 industrial. potato ctdp uker or ao-one vbo i• paper an<l 

20 pulp and piCk th .. off and aay, •Hey, we can aave you 

21 tvo-point-llatever pucant, to 2.st of tax ... • 

22 CHAilUfAJI CLARK: What I .. auqquti.nq to you 

23 1a vbila it 1• proba'oly obvious to •o-body vbo deal• 

2~ wit:h it on a daily ~ie, I c .an tell you wban we bad the 

:1!5 .... probl• in the taleooaaunio.tione aarltet where the 
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1 CP• vu, in ef~ect, brolten avay froa the aonopoly and it 

2 vu no lon;er .ubjec* to r~ation, there vaa a buqe 

3 ..aunt cf revenue. no lonqar available to be taxed. 

4 An4 ay recollection 1• ve 41dn • t recoc;rniz• 

5 that on the front end, but vben it beca•• apparent, vben 

6 the Departaent of bvenue nv their tax baae beinq 

7 erocSecl, tbey Ht up a taaJt force to dea.1 "'ith it. And 

a 12- it been brought up before and I haven't been payinq 

9 attention? 

10 MR. XCINTYJtB: David, vhy don ' t you addresa 

11 that. David vorlt.a vith tbe legialature. 

12 CBA1IQIA1f cx.aa&c llo . What I '• aayinq ia baa 

13 it been broU9bt to ua in affect to ny thia ia th.e 

14 probl .. , and it baa an adverse effect on your 

15 availability to compete and your ability to keep the 

16 lar<J• ouatoaara . And vhan you lose the larqe ouatomers, 

17 ooat of service doun •t ohanqe, but the unit• you can 

18 apread it over ohenq ... 

lSI HR. XCINTXRB: No, it bas not bean brouqht to 

20 you before. It '• just beoome a problu in the last --

21 and tbe atate legulature, aa David vill point out to 

22 you, tried to adc1reaa the i .. ue laat year and did not. 

23 aiAI10IAN c.I.AR&: To so .. axtent it you have 

24 the CC!I!IIfaaio.n aay.Lnq, •Yeah, thia ia a probl-,• it 

25 belpa to have aoaeone Vho doean•t have a atake in it 
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1 beinq a aourca of advice. 

2 JOt. ROGIDUIJ David Roqora, l.aaoo1ate4 Gaa 

3 Diatr illutora. 

4 It bU bean brOU~Jbt up by t:be Departllant of 

5 a.venu., although X don't think they tully r-lhe the 

6 iapact of it. It vaa brou9bt t o the finance and tax 

7 oo-.ittee in the l.;ialature, and X expect it ' s qoin; to 

a t.- brought up &!Jain in this ••••ion. But ao tar, I 

9 don't think they r - liz• the aaqnituda of the tax b .. e 

10 ve are t4lkinq about bare . But I don't knov that it. · .1 

11 been brought to your a~tention. 

12 CHAllUCAII CLARltz Well, you Jtnov, I queaa vbat 

13 I would SllgiJeat ia aaybe ve need t o -- I don't ltnov if 

14 it '• appropriata to put it on internal .tta!ra. It 

15 atrikea .. that it ia baoauae it vould be a leqialative 

~6 aattar that ve aboUlcS look at an4 ~rovide ao.. advice 

17 on. Because I don•t look forward to the LDC loainq a 

18 l&riJe cuatoau and b.avintJ to deal vith that l o- ot 

19 revenue. Becauae 2t waa enough to aake aOMbody change. 

20 COIIKISSIONER DEASON: Nadall Chairaan, it aay 

21 be appropriate tor tne IJ&S induatry to aaybe COllllluniel\te 

22 vith Mr. Vandiver. I quaaa be ' • our chief lobbyist, and 

23 advise bia of the ai~~ation. And he uy vant to aake a 

34 brief in; at internal attain or vhatevar . 

25 Obviously, the leqial ative ... aion is right 
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1 around tba corner. There • • qoinq to M aany thinqa up 

2 t:bare t!at ve are interutad in. Thia aay lie QM thinq 

3 tbat ve t .. l lilce ve could qive aoae ..ani~ul input 

4 into tba le9ialative prooe .. , and aaybe it juat explores 

5 a little bit furtbar lock. 

6 CJ:IAIJUQN CLARJtl Okay. I think that I. g ood 

7 advice. 

I Ia i t fair to alDI up vb.at you are bllin9 ua 

t v i th rupeot to a obanga in the vay ve look at ROB that 

10 you are a hybrid coapany. You not only provide a 

11 IIOllOpoly aarvica, you provide a co~titiva service, and 

12 you have no choice. You bava to be the provider of a 

13 la•t reaort, in etftlelt. An4 ve need to reC09Diae thf) 

14 fact that you aerve ptrtly in a ~pet•tt...e .. rket, the 

15 ~ vu, an4 thAt you need to be able to earn 

16 COJaPOtitive ratu of return. So we need to co11e up with 

17 aaae hybrid 1n tba ..._ vay that you are a hybrid. 

11 &. KciN'l'lCRI: That ' • correct, an4 it'• aore 

19 obvioUD in tbe in4uatr.ial an4 the larve co...:roial side. 

20 I c1on•t think the residential -- can de.re9Ulate that . 

21 But I tbi.nk larqe co.11ar0ial and induatrial •hould be 

23 loolce4 at. 

23 CBAIJUSAN o ;ua~ts But if ve ever qat to the 

24 point that a ruidential cu•toaar could puroba•• bia ovn 

25 pa an4 bave you all deliver it, than we juat bre!llt that 
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1 part of tbe bu.ineaa ott . We rac~ize that the ~nly 

2 IIQDOPOlY part ia tbe cliatribution. 

3 JCR. Jlolln'YRBI JU.qbt. 

4 

5 

~ CI.ARK: But ve aren't there yet. 

JCR, KOINTYRBI JU.qht. 
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6 JCR. tJHL: Coul.d I juot a; " one quic.lt cOlUiant? 

7 I've Mid thb aany tillea over th• yeara, and it'• ju.t 

~ 4avnecS on .. that it neec1a to be add again becau.e I 

t te:n4 to forfJ&t it. ~ that ia the aonopoly ai tur. ':ion 

10 is a little bit di~ferant in the gaa indu.try. 

11 An4 I bopto you don • t aind if I indl.llqe 

12 everybody, Ka"•• OlairJian. But every cbance X qet, I 

1S vamt t.o reaind all of WI that ve need to difterentiate 

14 the x.DCa in thia a tat& fl"oa tbe electric indu..try, troa 

15 the talepbone indu.try, and I don't knov about vatar an4 

16 vaatavater, Perba~. 'l"bey are, too. I juat aa not 

17 knoVled9eable enough. 

18 But ve are in a aituation where no one baa to 

1t bava our product. In other verdi!, you can live in tba 

20 etata of Florida without natural qaa. You don't have to 

21 have it. Particularly in the ruidential aector. so 

22 vbat ve are, u I aee it, ia an induatry that ia a 

23 higbly ca.petitiva imduatry vith requlate4 rataa and 

24 r~lat.ed Nfety, etcetera. So we live in a bi91:lly 

215 OOJq>atetive environaent evan in the r .. idential ar-, 
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1 bQt we atill have thia Qbliqation to protect that 

2 particular part ot our core bua1n-• . 

3 

4 

5 ~-tioNJ? 

So anyway, tbanJt you . 

t:IQ'TRQ.IC cu.px: Dooa Staff have any 
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6 JIB. WAGNERa Yea, we do. TMy would l ike to 

7 ac14r-• the CJaa induatri ... 

I CIIAIRJCA)l c:LARI:I OJtay. 

g JCR. LIS'l'!R: I wanted. to di•cua• the aaue of 

10 privat.ly plac.cS debt. And I W\deratanc! that aoat q · J 

11 oo.panie• 1D Florida iaaue privately plaoed debt, and 

12 tb8y don't have rated debt. AD4 I wonc!er if you can 

13 diacus• the benetita and the dravbaoka of privataly 

14 placed dabt ancS bow auob the int.reat rata b and co•t . 

115 ICR. MciNTYRE: I oan only apealt tro:a ay own 

16 experienoe with it. It'• auch acre difficult baoauae 

17 it4 a aaller. Mo•t of the people that you've talked to, 

18 1~ Traveler• who ve placed our laat bond 1••ua vith, 

19 tb8y von•t do anything 1 ... than U!S alllion. Our total 

20 oapitalbation ia juat over $20 aillion, •o it vould be 

21 iapraotioal tor u• to qo to that type of aarltet, •o it 

22 i• auah aore difficult t or a aaall LDC. 

23 I'd like aoae of the other people to qive •oae 

~4 ex••plu, but we're bi'l91ilr than a bank vould 

25 particularly vant to handle, but ve are ... uer than 
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1 vbat a noraal bon4 OOllp&l\Y would want to handle. 

2 Doea any!:lc4y •1 .. want to a44r .. a that? 

3 & . DBSKY' :I can qJ.ve you Wall Street'• 

• tvo-oent:a worth bera, U I aay. 

5 '1'ba averaC}a coat ot debt ot privately placed 

6 a v~ally bic;rher 'c:ban it would. be 1n tba public 

1 :aarut. 

I OCIJIIIISSIOHD DEASO~: What would that preaiu:a 

t boll in )our opinion? 

10 IIR. IASSBY~ Anywhere between 100 and 2!) · 

11 baaia J'()lnta potentially. You Jtnov 1 dependinq on the 

12 type of buain .. a at riaJt and Vby you can ' t C}et capital 

13 elaevbere . 

14 As Jia 4eacri!lecS1 you talk to a::y financier 1 

15 it•a difficult to qo nut and rai•• capital below a 

16 certain fi;ura . And moat ot the banlta 1 co ... roial banks 

17 and W&ll Street want a 25 at leaat a $25 aillion 6.:1 

18 to apend their tiae on. We've C}Ot to deal with $6 

19 billion deale. 

20 COMNISSIONBR DEASOlf: Would it be poaaible tor 

21 aeveral CJU COlllP&ni.. to oou toqether and --

22 KR. IASSBY: A.baolutaly. I would augqeat to 

23 you, eouiaaioner1 tbat you will aee that. I thi.nk the 

24 eoapetative torcaa will drive acme conaolidation, not 

25 only troa a cooperative at&ndpo1nt 1 but froa a hostile 
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1 ataMpc)int:. 

2 We • ve aean it 1n -..aaohu.aetta. There • • 

s already a policy ata~nt iae~ by a Coaaiaaion up 

4 there, and it aaya, •we vill allov a pr .. iua acquisition 

5 to ba paaa~ on to the ratepayer if you oan IIbov that 

6 th.a ratapayera • coat are goinq dovn. A.n4 the .... 

7 thin9, I •a afraid -- thia 1a ona ot t.lle thinga that 

a the .. qentleaen probably don't vant to bear, but it'• 

9 the tact. ot life, 1a that there vill ba consolidation 

10 in t.hia atate. And it will ba to the benefit of .1e 

11 ratepayer. It vill not neceaaarily ba the benefit ot 

12 tbe aanag..ant. aut at leaat give thea an opportunity 

13 to get a fair value tor it, 1a the vay I loolt at it . 

14 COHKISSIONBR DEASONI And you are apealting of 

1!5 conaolidation aa aot1ally to~7 and taking two 

16 .. pu-ata entitle• an4 Daltin; ona entity. I queae ay 

17 queation vaa could tvo .. parata entitiaa cc .. together, 

18 atill aaintain their aeparate idantitiea legally in an 

19 operating aenae but ju.at coma together to laaue debt on 

20 a joint baaia. Ia that ao .. thin; that •a poaeible? 

21 KR. ZASSBYI V•ll, juat before Jia t.altaa over 

22 I would aug;aat to you that it'• vary difficu~t to have 

23 the .... kind of t1.ainq of - the needs for capital aay 

24 not ba in concert, if you will , and your debt ooveraqea 

2!5 aight ba a little different than bia or vioa varaa, all 
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IIOl. HcDIT'YRZ: Well, 110at of the tiaa you have 

3 to pledqe uaete an4 qive oorporate vuarantema, and it 

4 vould be difficult. 

5 And the other thinq ia evan thouqb ve are 

6 ..all, ve are a very di varae group, and .oae of the 

7 oa.paniea have larqe a.ounta of reaidontiala; othara 

8 bave vary ..all amounts Md larqe industrial s , eo thlllt 

9 the oredi t rating of the ditfarent companies would be 

10 cliffer~tnt. And I guua you 1 d tv&ve to f iCjJUre out bov you 

ll vue qoiJ39 to pledqe the repayaant schedule, too . 

u But I don't knov. It 1a an intereatinq 

13 ~ion. I've never tried that. 

14 COJOCISBIONER DBASOlf: I agree that all of 

l5 those thinqs would be difficult. I juat wontfered, if 

16 the praiWI is 250 baaia pointe -- an4 that aay be 

17 utr ... , it ~~ay be vortb it to address aoaa of those 

18 probl. ... it the difference ia, aay, !50 baaia points, 

19 vbich ve had aome tutilllony here yuterday in the water 

20 indWJtry that if the pruliua ia about 50 basis pointe, 

l1 it aay not be worth it. 

23 qwntiona troa the parties? 

24 Thank you 'fery much tor oo-ainq. 

25 'rhank you, Kr. Baaaey. 
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2 

3 riCJht now. 

a. IASSEYt laeaey. 

CSAIRMAH c:LUU!tc I'll probably n.avu qat it 

4 Aa I nid, wa ' ll btl looking at return of 

!5 equity for other indWtt.riu and than expecting a 

6 reoc.p•ndation an4 cUacuat:Jion of tha ie•u- fro• our 

7 Staff. 'l'banlt you very lallob. 

• (Tbereupoo, tbe M&riJI9 conclud.cl at 1111!5 

9 . .... ) 
10 -- ---
11 

12 

13 

14 

16 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 
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2 c:ooMTY or LIOB ) 

68 

CEirl'lPICAT& or RJ!l?OR'l'ER 

3 I, ROWJDU. HASH BACKNBY, c~iaaion Reporter, 

4 DO HBRBBY CEirl'lPY that the Workahop vaa beard 
by the PlorJ.da Public Service COlllllliaeion at the time and 

5 place herein atatecS; it u further 

6 CDUPIJED that I ate.nog:rlll)bicu., ly reported the 
Aiel proc•d'NJ•I that the aaae baa been ranacribed 

7 under wy direct aupervidon1 an4 that thia tranaoript, 
oon.iatinq of 61 paqea, conatitutea a true transoription 

8 of ay no tea of Hid proceeclinqa. 

9 DM'ID thia 7th clay of March, 1995. 

10 

- ~Q \-\J 
ROIIDIA HASH BACJ.QOrY ~ 

O!tloial Cocaiaaion Reporter 
($104) 488•5$181 

11 

12 

14 &'rATE 01' FLORIDA) 

15 COONTY OP LEON ) 

16 'l'ho tcr.qoinq certificate vu acknovledqec1 
be~ore M tbia 7th day ot Karch, 1995, by Rowena flash 

17 Haolcney, wbo u peraonally known to ... 

18 At"·,QJ a c:titud-
19 PA'l'RICIA A. CHORCH 

Notary Public - state ot Florida 
20 My COmaiaalon M~. CC-90785 

Hot_,. '~'Wk. Srcr• of Fl...UO 
21 My C-.,juJon [clllru AptiJO lttS 

t-4tt .... s.., , .. ......,.,_,, ~. 

22 

23 

24 

25 
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