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1 P R 0 C • • D I • 0 a 

2 xa. LBB~•ar coaaissionara, Ito• 10 is an 

3 investigation into the ~quity ratio and return on 

4 equity tor Florida Povar and Light Coapany. For 

5 1998, according to the Forecasted s urveillance r.oport, PP'L' s 

6 equity ratio vas 65.7\, and that ' s vory high ~ompared with 

7 other electric utilit:; coapanie 'l . It r usains high after 

8 allowing tor the effect ot purchased power agreeaents. Also 

9 PP'L ' a equity ratio has increased steadily over the past tour 

10 years . ca.aon equity ia the h lghest coat sour ce of capita l ao 

11 the higher percentage or coaaon equity in capital structure , 

12 the higher the overal.l coat or capital. 

13 Regarding the raturt~ on equity, long-term 

14 interest rates have declined and are currently quite 

15 l ow. And other states have set ROEs that arc lower 

16 than PPL's currently euthori ~ed ROE of 12\. 

17 For these reasons starr boliovoa there's 

18 potential overearninga and we• ro recommending a 

19 hearing at this time . 

20 sta rr has passed out an exhibit that 

21 condonaaa those iaauaa. This above the revenue effect 

22 ot return on equity and aquity ratio at various 

23 lavale. 

24 CBAI .... JOBWBOUJ Who wants to go -- I'm 

25 not au£e who you r epresent, I'm sorry. If you could 
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1 atate your naae and who you r "epreaent. 

2 Ka. lALaNI Madam Chairman , members or the 

l Commission, Stott, I '• Richard Salem with Sola., Saxon 

4 on behalf ot Harria COrporation, together with Robort 

5 Sanda, vice pre"aident of Harria Corporation. 

6 As you're awara, Harris Corporation ia 

7 headquartered in Melbourne , Florida, with 28,0CO 

8 employees worldwide. 8500 or tham reside in the 

9 Florida Power and Light service area. 

10 Thie itaa i s of vital iaportance to Harris 

11 Corporation. It consumes a qreat deal of electric 

12 power, and it is concerned, as we all are, on 

13 increasing costa and expense in doing business. 

14 To the extent that the State has recOIIIIDOndod 

15 that the return on equity, the earnings ratio and 

16 earnings be reviewed on an analytical basis, and to 

17 tho tixtent that those considerations can be taken into 

18 account in reviewing the embedded rates and leasing 

19 and electric rates thci!Belves, Harris Corporation 

20 co .. ends the Staff, and recommends and requests that 

21 the coaaiaaion consider carefully this ltea in 

22 proceeding with the investigation as rocoaaended. 

23 Hr. Sanda is hera to answer any inquiries 

24 you might have. And we appreciate your consideration. 

25 ~axaa JOBXIO•s Thank you. He . Kaufman. 
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1 u. DtnDIII I ' m Vicki Gordon Kaufman of 

2 the McWhirter Reeves law firm. I'm here on behalf of 

3 the Florida Industrial Power users Group. 

4 And we support the Staff ' s reco11111endation to 

5 hold hearings on the appropriate ROE and equity 

6 structure tor Florida Power and Light . 

7 aot . CJIILD81 Couissioners, my name is 

8 Matthew Childs. I ' m here on behal:! of Florida Power 

9 and Light Company. The Staff recommendation is rather 

10 lengthy and technical, ~nd I have some comments that 

ll will take some time, but bear with me. 

12 we ask that this Commission take the longer 

13 view towards addressing the best interests of the 

14 customers and not look to, what I think is in the 

15 recommendation, more of a short-term perspective. 

16 I remind the commission that its longer view 

17 was addressed as recently as January of this year when 

18 the Commission extended the amortization authorized 

19 for Florida Power and Light Company for two years 

20 through 1999. 

21 The plan under the Commission's policy was 

22 to authorize FP'L to record additional expense in 

23 those years equal to lOOt ot the revenue betwaen the 

24 low band, and moat likely revenue band forecast from 

25 1996, and at least sot of the amount of revenue 
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1 actually -- this ia base rl!lte revenue -- l!lctul!llly 

2 rel!llized above that mout likely bl!lnd . 

3 That amount, the aaortization, was to be 

4 applied undor the coamiaaion•a approved method t o 

5 various categories. Appendix B of your Order in 

6 Ja.nuary seta those out. 

7 Por i nstance, it says that they are to go to 

8 the correction of any depreciation reserve deficiency 

9 resulting froa an approved depreciation study, writing 

10 off the unaaortized lose on reacquired debt, 

11 correction of the reserve daficien~y. if any, 

12 exiaitinq in FPL' s fossil!. diaaantleJDont reserves, and 

ll correction of the reserve deficiency, if any, existing 

H in PP'L's nuclear decollllllissioning reserves. 

15 In prior years , 1995 through '97, the amount 

16 that FP'L this is under an earlier version ot the 

17 aaortization plan FP'L amortized and charged to 

18 expanse about $60 aillion tor its depreciation reserve 

19 deficiency, $109 million for the loss on reacquired 

20 debt, and nearly $175 million relating to tho nuclear 

21 production depreciation reserve deficiency. In 

22 addition, $30 aillion waa charged per year tor nuclear 

23 production plant amortization. 

24 Outside of the plan, the aaortization plan 

25 in 1995 and '97, PP'L wrote ott on the balance sheet 
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1 approximately $87 million in litigation costs that had 

2 bean deterred by prior action ot thia CoiUiission, and 

3 $21 aillion tor nuclear maintenance reserves. 

4 These wri te- otfs end actions t o improve 

5 FP"L's balance abeet and to effect ths basis fc,r a 

6 long-te.l'lll coat reduction were tho result of fP&L's 

7 aggressive cont rol of costs. 

8 To refresh our recollection a little bit on 

9 tho prior efforts ot Florida Povor and Light I have 

10 some s tatiatica. Between 1991 and 1997 PP&L's capital 

11 expendi tures vera $5.9 billion. It added 2,794 

12 megawatts ot capacity. However, ita O'M costs i n that 

13 same period declined that' s O'M cost per 

14 customer -- declined by 2H: from $380 to $290 . Rates 

15 tor a thousand kilowatt hours declined a little over 

16 $3 i n that soma period t or residential service, 

17 thousand kilowatts, $80.43 to $77.30. 

18 During this period where these declini ng 

19 costs were recognized, and despite tho substantial 

20 increase in the i nveetment by Florida Povor and Light , 

21 the annual deco .. iasionin9 costa incroaaod by 

22 $47 •illion a year and the die.antl .. ont coats 

23 increaeed by $7 ai1llon a year. Evon boforo tho PSC 

24 had authorized amortization, FP&L incurred substantial 

25 coat redu~tlona and charged approx1mat4ly $228 million 

FLORIDA PUBLIC SERVICE COMMISSION 



8 

1 to achieve those cost reductions in manpower in the 

2 '91 and '93 period. Between '91 o.nd 1997 PP'L retired 

3 $4 .7 a!~lion in debt. 

4 During t hose years PP4L did not limit i t s 

5· write-off 11mount or the expenses, thot is e>.penses 

6 charged, eo ae only to produce an earned r.turn equal 

7 to the -xbnm authorized. In fact, it consistently 

8 was below the aaxiaua authorized, and ror two years 

9 vas below tho minimum of the zone. 

10 Those are a lot ot facta and figures. And 1 

11 ask you to take them, and they are being presented 

12 because I thin~ they have a lot to do with what is 

13 before you today. 

14 We believe that these efforts havo already 

15 produced substantial benefits tor PP4L's customers and 

16 have tho opportunity to continue to produce 

17 substantial benefits but of a more long-term nature. 

18 I think that it's more important that we tocue on thot 

19 goal now. There are s everal positions, however wi th 

20 the recommendation that's before you today that 

21 trouble us. And although we think tho long-term goal 

2< i s tho proper focus, 1 believe it's appropriate to 

23 coaaant on several aattors that are in that 

24 recollllllendation. 

25 Firat, on Page 2 ot the recommendation the 
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1 Staff says that PP'L' s Forecasted Earnings 

2 Surveillanos Report projects an equ i ty ratio of 65 . 7 \ . 

3 It aays this is high, and it uses this as a point o t 

4 departure t o attoapt to compare Florida Power and 

5 Liqht Company to other utilities to make the point 

6 that the equity ratio is not approp riate. And it does 

7 tha t in Attachment 3 . 

8 First of all, I'd like tc. comment that 

9 FP'L' a report , its Surveillance Report, its forecast 

10 tor 1998 operations, nowhere states an equity ratio ot 

11 65.7t. Instead, thls nuaber is a nu.aber that was 

12 constructed tor purposes o! the recoamendation to make 

13 a point. In the racoaaendation, significant or 

14 repetitive ra!erancos a re aade to s•P --

15 OOMXIIIIOwaa DBA&O»• Mr. Childs, do you 

16 disagree with the nuabar? 

17 KR. CBILDI• I disagree with the 

18 signitic.ance ot the nuaber, and that's what I'm trying 

19 to qat to, Coamisaionar. That the coaporiaon that the 

20 Stat! uses it you look at Attachment 3, which ia 

21 the basis tor Attachaent 6 that Starr just handed 

22 out -- is a comparison of equity ratios betw6en FP'L 

23 and various other utilitios that have AA ratings. 

24 How, this i a e selected group where Stott olialnotad 

25 soaa of the utiliti .. that have AA ratings, and did 
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1 ita co•par ison . The s iqn i t icanca at Standard ' Poor, 

2 bovever, b this iB Standard ' Poor ' s rotinq at M , 

J and, therefore, tho nuabe r that the stare has usll\d, 1 

4 think, o r 57t ia i~rtant. 

5 Standard ' Poor does not calculate chis 

6 equity ratio. When they datoraina how to r 11nk the 

7 riakinoaa of utilit ies, they don ' t coapute the equity 

8 ratio that Staff d id. Instead, ~~ey recoqni~e a debt 

9 ratio. And in calculatinq the debt ratio, they 

10 

10 i nclude oft-balance sheet obllqations, or a portion of 

11 oft- balance sheet obliqations, to doteraino what the 

12 real debt ia when those oft-balance ahoot obliqationa 

13 a r e included. In tact , they treat it as debt, a 

14 certain portion of those obliqationa, bocauao tho 

15 utility, in their viow, has to pay them, and it 

16 affects cash flow. 

17 Now, it one were to look to tho ratinqa, 

18 it's baaed upon adjusted debt/equity as ono of tho 

19 components - - exouee 111e, debt ratio as one or tho 

20 co111pononts, not adjuatad equity. However, Start's 

21 calculation has another omieaion, I think, and that 1e 

2: that it does not reflect the differences in tho 

23 companies for their preferred. so their nuaber does 

24 not produce lOOt of capitali~etion, and if you looked 

25 at - - and t he nuabers oro available -- if you looked 
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1 at the preferred etooK tor the various companies and 

2 included the preferred stock sa equity instead o! just 

3 co .. on equity, you would aee a different reault. 

4 Three or tour ot the companies have ratios that nre 

5 higher than Florida Power and Light haa. 

6 Ny point, Co-=issionor Deason, as t~ whether 

7 I diaagree with the nuaber ia that I believe tho 

8 Staff's view ia backwarda . It lo~Ks at a constructed 

9 equity number instead of an adjusted debt ratio. And 

10 I bo~ieve tho backwardness o! that is illustrated on 

11 Page 7 of tbe recommendation where it -- tho comment 

12 is made that the debt cost tor l'lorid.a Power and Liqh~ 

13 Company in a recent iseuance -- the issuance was only 

14 tor ten years -- norually they are 30. But, 

15 neve.rtbeleas, the Stat! ueed this as a basis to 

16 conclude that when comparing tho cost tor tho debt for 

17 FP'L to the cost ot debt tor Con- Ed and said there 

18 isn't very much difference. But it pointed out that 

19 the equity ratio for l'l~rlda Power and Light was 

20 64.1\, and that ' • tor a different period, 

21 Commioaioner. That ' s tor tho period ending Horch 

22 31st, 1998. So it woe 64.1\ tor Florida Power and 

23 Light Co•pany, and 54.9\ tor Con-Edt nearly 9\, or a 

24 little more than a 9\ difference. Now, the Stat! does 

25 aa o parenthetical note on that Poqa 7 , the 
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1 adjusted -- eo-called adjusted equity ratios. But tbo 

2 point is, ia that looking at Attachment J you sao that 

J the S'P rating tor lhasa AA -- you see these companies 

4 are rat~ AA that the Statt haa selected. 'rlat rating 

5 is baaed upon the debt ratio. And when you look at 

6 the debt ratio ot Con-ed troa the saaa dat~ aourco 

7 that Staff had you soe it•e 45.8\ and Florida Power 

8 end Light Coapany 's ia 42. 5\. "J'he reason simply is 

9 Florida Power and Light, as a percentage ot capitol, 

10 h.aa a aiqniticantly greater aaount ot oCt-balance 

11 sheet obligations than Con-Ed does. 

12 COMXIIIIO ... DaLIOM1 Could you repeat thoao 

13 percentages again? 

14 xa. CKILDII 45.8\ tor con-Ed and 42. 5\ tor 

15 PP,L. That's the adjusted debt ratio recognizing the 

16 off-balance abeet. The riskiness ot the bonds ia 

17 baaed on that ratio, not an equity ratio. 

18 Now, ay point about tho preferred stock is 

19 simply that tho reciprocal or the debt ratio is one 

20 ainua the debt ratio. And when you do that 

21 calculation you qat a nuaber. It's not apparent or 

22 evident in the calculation that the Starr has dona, 

23 and they aake no comparison Cor the dirroroncea 

24 between the companies when you look at prararred. 

25 Staff'• .. tbod, in short, Is baaed upon, I 
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1 think, a questionable selection process of the 

2 companies that are in its comparable group. It' s 

3 baaed upon a f l awed aet~odoloqy, with the s tated goal 

4 of reduci ng FP'L's equity ratio, quote, "to the 

5 average.• And it proposes to do so--

13 

6 COJOaiiiODR Ct.Allltl Mr. Ch ilds, jl\st so I'm 

7 clear, th.ey• ve sort of l a i d out their analysis to 

8 date, and they provide that analysis as tho basis .tor 

9 suggesting we look at it through a hearing process. 

10 U. CIUL.DII Right. 

11 COXIa88IODJl Ct.Alllt: And you • ro suggasti .. g 

12 that analysis is so f l awed that we shouldn't even look 

13 at it through a hearing process? 

1 4 MR. CKIL.D81 Ky suggest ion, ComaJ•aloner, is 

15 that, first, to remi nd tho Commission that we ' re i n 

16 the aidat ot a two-year amortization program just 

17 approved this year, running through 1999. And my 

18 position, as I urged the COIIUiission, is to take the 

19 longer view and to stay with that program and not take 

20 thie aide trip that is suggested to you . And in 

21 addressing that, what I was atteapting to point out is 

- 2 that I believe there aro sufficient difficultieo with 

23 the analysis that's presented to you, particularly 

2 4 when you look at what the longer tara view could 

25 achieve, that i t•a not naceaaary or appropria t e to 
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1 follow through with the recommendation that is being 

2 made to you. 

3 Their reco~endation, to repeat, is to move 

14 

4 the equity ratio or Florida Power and Light company to 

5 the average, and to do so r09ardlees or coneider-.tion 

6 of the preferred equity ratios and regardless, 

7 apparently, ot how the equity ratio came abO'Jt. 

B What they juet distributed is the! r basis 

9 tor this. I! you look at the nuaber 57 . 13 that they 

~0 have there. That ie shown on their Attachment 6 whore 

11 they ehow, eupposedly, an adjusted -- excuse me, an 

12 equity ratio o! Florida Power and Light or 57.13 . And 

13 it they adjust that equity ratio ot Florida Power and 

1 4 Light to the average that they compute for their 

15 selected group, then they would produce a revenue 

16 effect. We think that's flawed. They bring us to 

17 COIIDUIIIODR DU.80VI Mr. Childs, it 1 s 

18 flawed becauee you disagree with 57.13\ as being the 

19 average, or you disagree because it ' s inappropriate to 

20 base it upon an avcrdge ? 

21 MR. CBXLD8a Well, I disagree -- I disagree, 

22 first o! all, because I think it's flawed as a matter 

23 of technique. I think it's flawed as a matter ot 

24 technique simply because Standard & Poor, which is tho 

25 rating agenoy that Start baa ueed Cor its selection ot 
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1 comparablea, loolta at adju,ated debt ratio; it dOGa not 

2 look at adjusted equity ratio. 

3 OOKXX8810KI1 DBASOWs But you indicated that 

4 the adjusted debt ratio is -- I forget my mathematical 

5 terminoloqy -- but it ' s one minus the debt ratio woul d 

6 equal the equity ratio. 

7 KR. CBXLD81 That's correct. And what I'm 

8 saying is, is that the nUlDbare that are shovn tore on 

9 the Staff's At'tachment llo. 3, under adjusted equ i ty 

10 ratios, are not the rosult o! one minus the adjusted 

11 debt ratio. In tact , all they present is the coaaon 

12 equity ratio. They iqnore preferred. So you don't 

13 know that it one company has more preferred than 

14 another -- which is the case -- you don't know how 

15 thoy tit. You don't know what the relationship is. 

16 And that's the other part o! what I think is a 

17 technical flaw, and 1 think it ' s a signi ficant one in 

18 the calculation. 

19 The third area or flaw in that 

20 methodoloqy - -

21 OOXM%8810Wia DZA80W1 I'm sorry. What was 

22 the second flaw? 

23 xa. CBXLD81 The second iL thftt it does not 

24 include the preferred component end then make a 

25 coapariaon that way. 
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Nov, the aelectlon proc:eaa ltaelt that the 

2 Statt haa uaed ia to exclude any AA co•paniea that did 

J not have off•balance sheet obl19ationa. I thlnk you 

4 can ••• that it you coapute an adjuated equity ratio, 

5 1 t you don't have any ott-balance ahaet obliqa tiona, 

6 your equity ratio ie vhat it vaa be tore. It •a not 

1 adjuated.. They didn't include any or thoaa eo y:.)u 

don't get that viev either. 

I think. another tlav in the approach b 

10 t.h.Sa: It doean't look to hov the equity ratio that 

11 Florida Pover and Light haa caH about. .Juat a a, tor 

12 inatanea, it do.an•t look to how the adjuated equity 

lJ ratio that they've coaput.cl for other coap.anio• •ay 

14 have eo .. about. f'or inatanca, that Florida Pover and 

15 Liqht haa apent aubata.ntlal aonay - - and I qa.vo the 

16 figure earlier, $4 .7 billion of debt that had been 

17 redeaa.d, and that.' a qoi119 to have an i•pact on your 

18 capital atructure. I don ' t think -- and thla ta 

19 another area of t.ha diftlcu1tiea that t have with thh 

20 auqqeatic.n -- I don't think that it'e appropriate to 

21 look aort of in •id-atrea• when vo•ra in the proeoaa 

22 ot att-.pt1nq~ to take and laple .. nt a long-t•r. vlev 

23 to coat r~uction and aay, •well, let •a atop here. • 

24 

Z5 

c:oullllODa CI.Aaa 1 Well --

D. C.ILD81 lAt. aa tintah that thought. 

fLORIDA PUBLIC SERVICE COMMISSION 

ror lnatanee, and I think it•e only to give the tl1p 

2 aide a little bit, but for inatanee, in rat.e caeea 

l thie co-iaaion, vhen coapaniaa have qc .. • through 

4 heavy conatruction proqrau vhere they've laeuad a lot 

5 ot debt and their equity ratioa are lov and ttey t\ave 

6 a lot ot debt outatandlncjt becauae of tho he,vy 

7 co-tt .. nt tor conatructlon pr09r ... -- thla ie 

8 aotMthin; that bapP4ned vlth a lot of utiliti•• in the 

'70a. When thoae co•paniea ca•• in for rate 

10 incraaaea, they had low equity ratloa. Tha Co-iaaion 

11 dicln't aay, •wall, it ouQht to be h tqher.• In tact, 

12 what it aaid ia -- and it eaid thia t.O Florida Povar 

ll and Liqht in the '80a, •It aey uke aenae to iaprove 

14 your equity ratio, but. outalde ot a rate caae.• I '• 

15 not ny1no t.hat that juatitiea a particular ratio, but. 

16 I think it juatitlea taking a loncjter ter-. viev 

17 oppoeed to a ahort~r tara viev. 

u Nov, I think that t.he reault, when you •••· 

19 tor in•tenca, the Attac:h•ent 6 th•t.'a in color nov, 

20 that baa.ci upon the Staff'• co•put.41t.lon that vaa in 

ll the reco ... ndation, or aoaeone'e reco-•ndatlon, thot 

22 the vey that he would achieve thia reault of produc: inq 

21 the 57.1)\ equity r•tio t.o the average f o r theM 

24 coapaniea eelected vould be haue appro)(laately 

25 $610 aJ\lion ot debt end dividend it all u.,-treaa to 
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1 the parent. That would t ix the equity ratio. And 1 

2 don ' t think that ' s appr opriat e f inancial behavior . 

3 COMXII8IOVIR CLARKI I ' m sorry, Mr. Childs. 

4 Wou l d you repeat that? 

s KR. CBILDB t That i t the Florida Power and 

6 Light Company wore to iapleaant the recomm~ndation, 

7 tha t i s t o reduce t ho oquit y ratio that's on this 

8 s hee t that was j ust passed out to you at tho start, 

9 reduce that adjusted - - or that equity ratio from 

18 

10 57 . 13' to tho 48.93\ that is coaputod for tho other AA 

11 coapaniea that are the co•parables, that would require 

12 a transfer of funds to chango the equity ratio or tho 

13 company. Which would aoan, you'd ha.ve to dividend out 

14 approximately $600 million to the parent . Tho only 

15 way you ' re going to got that money is to either atop 

16 your amortization oubstantially and issue debt, or 

17 issue all debt and dividend i t out. I think that's 

18 I bring that to you because I think it supports whot 

19 our view ia, ia thot you ' re being aGked to look to a 

20 short-term view . 

21 The next point on the recoaaendation 

22 C'DI~ JOD801h Could you go back to thot 

23 point? You said you'd have to dividend out about 

24 600 aillion to the parent. You said tho only way you 

25 could do that is what aochaniea? 
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l o. OXIL08 1 My point is - - I'm sorry, t ho 

2 only vay to do that i s what? 

3 

4 

CDIIUOJI J OD IOIII Tho two mochaniam!J. 

D . CJIIL081 Well, a ssuming that a plan 

5 continu .. at a ll , if you follow this reco~aendatlon , 

6 if the plan continues at all t or a contirued 

7 amortization expense, then in theory cash produced by 

8 the amortization expense could bo d i vi dended upstream 

9 to the parent. But you wouldn't havo enough, so you'd 

10 have to issue debt to make up the $600 million. And I 

11 think that's one ot the points that I'm trying t o 

12 IDAke, Co111111iasioner Johnson, when you bring it up. Aa 

13 you 90 through time, when cash is produced, one ot tho 

14 things a company could do is to s ay, well, cash is 

15 produced through some ot these expenses that we're 

16 recognizing . Well, what do we do with it? One ot tho 

17 thinqe that was done was to redeem some long-term 

18 debt. or course, you could dividend it out . 

19 And I think that in terms or looking at 

20 it -- and I hope to get to some bettor comparisons 

21 that when you oee the impact of soma or these actions 

22 and what I think is an inappropriate view or those 

23 actions, that you might see the difference. 

24 on 1tttachment 4 ot the recoamandatlon, this 

25 1• preasntad to aup~ort the assertion on Page 5 that 
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1 FP'L's actual and adjusted equity ratio increase 

2 siqnificantly froa 193 to March 31, 1998. And then 

J Page 5 the reco.aendation s~ates, "Whereas, the 

4 averages for the peer group do not show a 

5 correspondinq increase.• Well, iC we turn to 

6 Attachment 4 and look at the entries under "Adju•,od 

7 Equity Ratio" you'll see that what is said is true. 

8 What is said is true. Except it doesn't point out t o 

9 you that FP•L'a adjusted equity ratio number tor 1994 

20 

10 is llt lower than the average tor those companies !or 

11 the prior year. So as so•eono might say, you started 

12 with your toot in the bucket and then you measure your 

13 rate of change. I don't think that's a fair 

14 comparioon . 

15 Another interesting !actor, however, is look 

16 up tho page to florida Power Corporation. And this is 

17 an issue ot why are the&e numbers what they are? And 

18 look at tho entry for the year '96 and tho year '97. 

19 And you seo that Florida rower Corporation's equity 

20 ratio declined !roa 51.9t to 42.Jt. No mention at all 

21 aa to why. Well, you know, 1 don't know why , but I 

22 toubt that it wee something that wasn't dramatic. It 

2J uoaaod that was about tho time there were eoso 

24 write-offs by thea of some coats. But when you're 

25 coDputing averages and saying the goal is to reduce 
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1 you to tho average, I think soao these tactors ere 

2 aportant. We don't think that they were takon into 

3 account. 

21 

4 The Stott raters to other recent ROEs that 

5 have been allowed, end they rater to that 001 Pages 10 

6 and 11 ot the Recommendation. There's se•oral 

7 ditficulties that we have with this. 

8 First ot all, in earlier documontat iono that 

9 were given to us by the Statt in some of our 

10 diacusaions it showed that AA companies, which are now 

11 being uaed as tho comparable tor Florida Power and 

12 Light, had allowed returns of under one list 12.3,, 

13 that's the midpoint, and under another 12.5\. So 

14 thooe were the comparablos and those were tho allowed 

15 returns. 

16 The othor thing is that -- or another point, 

17 as I look at the companies, and we have, quite 

18 trankly, had some difficulty running some ot those 

19 down to tind out what happened. And I don't have a 

20 cocplete explanation . I know that I got one, I think 

21 just this morning, while I was sitting here, and it's 

22 E!Dpiro. The boat I can figure out is that Repire Willi 

23 a diatribution-only company, very seall, loss than 

24 5,000 customers in Arkanaas. And it was a settled 

25 case. And I don ' t think that indioatea a whole lot. 
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1 Pacific Corp was a distribution-only case. It had, 

2 incidentally, in addition to tho 10\ return for ROE, 

3 it had a program where the range was, the cap was 2. 5 

4 points higher. So i t earned a 12.5 under that. And 

22 

5 the bottom vas 2.5 in the other direction. one of tho 

6 other ones, I think it's concord, was a 

7 distribution-only case. some of these 

6 distribution-only cases are caaee where they are 

9 setting returns for distributi~n in connection with 

10 various reorqanitations. I think it was also 

11 concord -- pardon me if I'm wrong but one of them I 

12 looked at in trying to read the order -- tboy are not 

13 published and they oro not easy to tind -- but it said 

14 yes, it acknowledged that its 10' return had been 

15 challenged because thoro was no evidence to support 

16 it. But they noted that it was a return that any ot 

17 tbe companiaa could adjust when they came in with 

18 tneir rata filings. So I don't take that as 

19 indicating much of anything. 

20 I would note that the only other rocont 

21 allowance that I'm aware of ia one tor Wisconsin 

22 Electric. It'e a AA ratod company. tt ' a not on thi s 

23 list. It was allowed in April ot '98, 12.2 as an 

24 equity return. 

25 Finally, what I want --
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COJOaiiiOJIJUl CLAUI Let ae ask a quoation. 

2 What is Con-Ed rate? 

3 11.1 . CII.XLDe • A+ . It waa M through, I 

4 believe, 1995. 

5 COJOalllODR CLaRK I A+ is lese thPn M-

6 right? 

7 Ill . CBILI)I I tt'a tho next bracket down. 

8 Finally, what I want to coament on is 

9 Attachment 5 to the Recomaondation. And the 

10 Recoamondation'a concluaion ia set forth on Page 7. 

11 And a t this tiae I ' d like to aak you to turn to 

12 Attacbaent 5 and ther e you see these linea. It's not 

13 real clear on the copy that I have what the nullbers 

14 are exactly. But you can get pretty c lose. And I 

15 think you can take the c lue that Florida Power an~ 

16 Light's the top one on each graph. And it shows that 

17 wbat the Start has done is fixed, as they state, the 

18 coat, the return rate on equity at 12,. And then thsy 

19 computed the coat ot capital using the other 

20 coaponenta ot capital other than -- and they've 

21 excluded deferred taxea, cuatoaer depoaita, tax and 

22 credits. 

23 Now, Page 7 oC the Rocoaaondation talks 

24 about that a little bit, and this is in the aiddlo 

25 paragraph. It aaya "However,• aiddle paragraph, I 
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1 think it ' s about third sentence down, "However, in 

2 PP•L ' a situation equity aaintainod at the utility 

24 

3 laval has increased significantly without commensurate 

4 dec rease in the cost ot debt.u And the tinal sentence 

5 in that paragraph says "This shows that over tho past 

6 five years" and it naaea t .be coiCpanles , on•J coJDpany ' a 

7 coat ot capital has increased slightly, a•1d FPC and 

8 Gulf ' s costs have declined in cont rast to PP'L' s 

9 overa ll cost o r capital has steadily increased. 

10 Now, when you look at this sheet, AttachlDent 

1 1 5, you see this is their point: the coat rata is 

12 staadily i ncreasing. And I want to distribute at this 

1 3 point a sheet also for you to look at. 

14 What we •vo done, wbile that ' s baing 

15 distributed what we've done is -- ~nd we didn ' t do 

16 it for all, we just didn ' t havo tho time to include 

17 the Gult nuaber, but we want to tho reports, 

18 Surveillance Reports f or the other utiUtioa, and wo 

19 computed the total capital and the sources o! capital 

20 and the weighted coat rate ! r oe those surveillance 

21 reports. And you'l\ see, tor i nstance, that for the 

22 entry at the top, under the coluan headed 12/31/98, 

23 that the coat for Florida Power end Light ie ahown as 

24 10.57 ,, and that corresponds to what is ohown in tho 

25 attach .. nt that I waD just refer ring t o that' s 
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1 attached to the reco .. endetion. 

2 This is what I vent t o point out. It we 

3 look at the cost r &te, ve can see that tha cost rate, 

4 that is on the rate or cost tor capital for Florida 

5 Pover and Light, did increase in those years troa 

25 

6 10.02 to 10.57. The next coapany down lnureaaed under 

7 the weighted average coat, tho capital cost rate, a 

8 little bit1 not as auch as PP,L. And the final 

9 cowpany listed ie about the sa .. in '98 as it vaa in 

10 '94. Tbie is the point I want to aake. 

11 Look at the weighted coat, tho capital. 

12 That's tho coaparable t o rate baas. Tho c apital. 

13 Plor!da Power and Light'e capital, oven though it has 

1 4 aade over $5 billion i n additions, and 1 don't 

15 think -- that's not over tho sa.e periods, so tho 

16 aaount is not that big -- but aa a matter o f change, 

17 PP'L'a capital has declined absolutely by over 

18 S500 aillion. It's declined. Kow, we sea that tho 

19 next company down, it's auch, auch smeller than 

20 Florida Power and Light, its capital increased or rate 

21 base increased by $350 million. so we have a 

22 $150 aillion difference between those two companies. 

~l Florida Power and Light and the next one down. 

24 COXMIIIIOWia CLaa&a Mr. Childs, is aoae o t 

25 that decline in rate ~aae as a result or ua allowing 
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1 the amortization pl an? 

2 MR. CBXLD8 1 It ' s tho result -- it is the 

3 result ot the amortization pi an in our view 

4 pri ncipa lly . In our view i t's tho amortization plan 

5 that we want you to cont i nue that we think h4B had 

6 this kin~ ot an ettoct . 

7 How, it you go to tho last company lt shows 

8 that the capital in that per iod increased by 18' or 

9 nearly $500 millJon. I! you look at the rate ot the 

10 cost ot capital you will soc that FP'L ' s rate is a 

11 little higher. It you look at the base to wh ich that 

12 rate is applied you ' ll see th~t PP'L has a substantial 

13 decrease, $500 million . We t~ ink that -- and the next 

14 point is that avon in the annual coot , FP,L' a annual 

15 cost has actually declined while the other companies 

16 have increased substantially. And stated ditrorontly, 

17 it PP'L's rata base had grown at the 18' level that 

18 one ot these companies actual ' y experienced, and the 

19 cost rate tor FP'L's capital 'ere r educed to the 9. 5 4\ 

20 that that company shows, then PP'L'e coot or capital 

21 in 1998 would have been $860 • Ulion, or $100 million 

22 higher than it is. 

23 So I quass ay point ~n that is that we look 

24 at this ettoot and say that's Jood, that offers 

25 long-tara benefits. The Recoa~endation looks at it 
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l end says that ' s bad. And we think that you ought to 

2 stay with what you•re doing and that you should 
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3 continuo to recognize that there's thio opportunity to 

4 qo forward. 

5 One final comment to make, and that io a 

6 suggestion that in the Recommendation that pert.aps we 

1 could change the equity ratio tor Florida Po11er and 

8 Light Company and th3re wouldn't be any i•pact on 

9 Florida Power and Liqht Company ' • credit r ating 

10 because 

11 fa ctors 

and there's a discussion of other 

because. I would point out that the 

12 Standard ' Poor report tor Florida Power and Light 

13 Company covers situations I guess somewhat analogous 

14 to that and i t points out -- and it's analogouo in the 

15 sanae that it says PP'L's rating is stable. It 

16 doesn't eay i t's tenuous or that it would -- you know, 

17 riqbt at the top or right at the bottom; it says it's 

18 stable. Therefore, I don't think that a suggestion 

19 that you should make this dramatic chanqe is 

20 appropriate, and we urqe you to continue with the 

21 progra• that you have. Thanx you vory much . 

22 COKMX88XO .. a ~· I didn't understand 

23 that l ast point. would you repeat lt? 

24 Ma. ~LD8 1 Yea. Standard ' Poor, which 

25 again is a credit rating agency that rates all of 
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1 theae coapanies that was used by Start to select the 

2 comparables that it shows in various or its documents, 

3 it issues a report on tho credit rating tor the 

4 co~pany, any coa.enta on it. It's a narrative . Talks 

5 about the financial posture or the companies and the 

6 business poature or the companiea. 

7 In the Recommendation, however, where 

8 there's a discuss:on about the need to change tho 

9 equity ratio tor Florida Power and Light Company, it 

10 is suggested that FP'L is healthy in other areas. 

ll And, therefore, auggeated that you can change FP'L'a 

12 equity ratio and it wouldn ' t attect the credit rating. 

13 What I'm aaying to you, first or all, that•o 

14 little bit like reading tea leaves. But on the other 

15 hand, there is some evidence. And the evidence .ls 

16 what tho rating agency itael! says It says the 

17 rating is stable. It doesn't any that you can draw 

18 that conclusion, that changing the equity ratio wou ld 

19 have no artect on credit rating. 

20 

21 

COKKIIIIOKKA CLARKI I don't get that. 

D. ClliLI>It Okay. 

22 OOMXIIIIO ... CLARK I It aeema to mo lr th~y 

23 say it's stable, it indicate• to ao that you have a 

24 stable credit rating and it you do ~ako aomo 

25 tluotuationa, it won't attect it being stable, 
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1 whereas, if it were at the top or at the bottom a 

2 cbange is more likely to affect that rating. 

3 xa. CXILD81 I don't think so I think the 

4 stable means, and as they discuss, they are reading it 

5 and looking at all o~ these factors, and it's in an 

6 equilibrium. Por instance, when you saw that 

7 Con-Edison -

8 COIDI.IIIIODa CL&aJtl so the ractc•ra making 

9 up the rating are stable, not that the rating is 

10 stable. 

11 xa. CKILDBI I think they both go togetl>or. 

12 Tho factors are stable. That's why you have a stable 

13 rating. Because the business profile and the 

14 financial profile is stable. For instance, they state 

15 in there that in 1997 PP'L dividended up moat or ita 

16 earnings and they expected it to continue in the 

17 future. That's one of the factors that they look to 

18 when they say it 's stable. 

19 OOKKI88IODR JaOOBBr Your argument is that 

20 tho debt ratio is qoinq to be a sore accurate 

21 refloction or the demands on cash flow? 

22 JCB. CBILD81 It's a 1110re accurate rofloctlon 

23 or tho relationship o! credit worthiness of one 

2 ' company versus anothar bocauaa it measures the cash 

25 flow relationship o! the two companio~. 
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1 COJIXI88IODR CL&Rltl Mr. Childs, what is the 

2 diffarenca between your coat ot capital as a result of 

J maintaining -- are you AA- or ora you AA? 

4 D. OJIILD81 AA-. 

5 C08188IODR CL&Rltl AA- as opposed to 1.• • 

6 K8 . OJIILD81 What is tho result ot coal ot 

7 capital? 

8 CONXI88IO .. R CLARKs What's the difference 

9 in tbe coat of capital? Because it would soe• to mo 

10 one t .hing you would want to look at io, is i t 

11 appropriate tor you to maintain that ratio. 

12 D. 0J1ILD8 1 Sura. And I think that • a 

13 1•plicit in the Rocomaendation. 

14 COJIXI88IOD1l CLaJUtl You think Staff is 

15 saying i•plicitly that you should maintain that 

16 ratinq. 

17 ... ClllLD81 I think they •ay be s aying 

18 that. I think they probably are eaying that. 

19 However, I think that that's my point, Comaiaaioner, 

20 about the ditterence between the long view .::nd the 

21 short view, is that tho company's situation as t o ita 

~~ equity ratio is in large part duo to tho efforts that 

~3 it i s now undergoing, and has undergone, to which we 

; 4 think have produced vary significant otreota with our 

25 rates being lower than they ware botore. 
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1 You need to -- I think we're urging you to 

2 keep that in ai.nd when you look at and say, "Well, is 

3 your equity ratio two points higher or two points 
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4 lower than somebody else?" secondly, as t said on the 

5 flaw, on tho equity ratio whe.n you look at pretrJrred, 

6 we 're not -- do not have tho same ditterence !~at is 

7 shown in the Recoaendation. But finally, 

8 Co~~~aissioner, as to ~he cost, I aean it's l1ko the 

9 exercise in a rete case. Exercise in a rate case 

10 and you•vo looked at it, you've looked at it once and 

11 said, "Wall, do we have increase earnings in order to 

12 perait a company to i•pr ovo its c redit rating?" And 

13 tho co .. ission has concluded that no, it didn't want 

14 to that. But it didn't want to do that in tho context 

15 of a rate case. That's my point is that in a rata 

16 case whore you had t o grant additional rovonuo tor 

17 that purpose, said, no, wo shouldn 't do that. 

18 However, outside ot a rate case it makes oense to do 

19 it . 

20 T think that over the lonq tara, for 

21 instance, we can look at tho spreads and issuance 

22 coste tor Con-Ed and Florida Power and Llqht in tho 

23 recent past and say, well, what does that provo? 1 

24 don't know, when you look at tho capital aarkots in 

25 tho short tora, what that proves. But I think we noed 
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1 to take the longer tera. Because once you chango 

2 these ratios - Florida Power and Light Company had a 

3 lower ratio tor years, and it took years of - - otter 

4 the changes, construction schedule and construction 

5 bud;et, t o get out !rom under soae of those ear lier 

6 ratings. So ay point is that precipitous oc•. ions oro 

7 not necessarily the right ones. 

8 COIOliiiiO~ CLARK: I'm not sure we're 

9 suggesting a precipitous action. I think all the 

10 Staff haa said is here are soao factors that argue a 

11 closer look. 

HR. CHILD81 Well --

32 

12 

13 COIOli88IODR CLioUI And lot ae j ust ask the 

14 second question. I! wo don't toke action now and do 

15 as you suggest, that we wait until after ·the 

16 amortization has run out, which is 1999 if I 

17 understand what you've said, we 've lost any 

18 opportunity to recover tor tho ratepayers any coney 

19 that we eight subsequently believe woe excessive 

20 because o! the ratio equity or the return on equity 

21 allowed . 

22 xa. CBXLD8s Well, I quesa what I'm urging 

23 tha Coaaission to do -- I don't think that I mean 

24 we know that the program continues through ' 99, and we 

25 acknowledge the Cor;;aission con look at that proqnua. 
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1 Wa understand that. I'm suggesting to you that I 

2 think the longer term view is to not say today noc 

3 say aa a Recommendation, that the information 

4 presented to you sug~esta that t here ' s an imbalance as 

5 to equity ratio, and the information preaGnted today 

6 suggests there's an imbalance on equity rethrns and 

7 that you ought to do something. Once you ftart taking 

8 that action it bas an ettect on it. And that's one 

9 reason I aade the point, co .. iasioner, that in che 

10 past, when it was company manageaant choice about what 

ll it was writing ott, it didn't write down to tho 

l2 ma.ximua of the authorized ra t e of return. An.d in two 

13 years even thouqb it was engaged in write-otf e it 

14 didn't even earn tho minimum. 

15 And I sort ot reel that we're in a situation 

16 now where there ' s a buap up againat a level thee the 

17 authors of the Recommendation think is appropriate and 

18 we've got to stop right now. I'm urging please take 

19 tho lonqer view because you can't turn it around real 

20 fast. 

21 COXKiaaiOKIR CLARKa With raapoct to looking 

22 at tha concern expressed about hiqher debt to equ i ty 

23 ratio and tho point that the ComaJeslon did not tool 

24 it waa appropriate to do that in the rate case, that 

25 it would be appropriate to take place outside of the 
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1 rate caee, I aaeu.e what that meant wae we weren't 

2 going to allow increased revenues that would reflect a 

3 higher equity ratio then actually eiCisted, but that aa 

4 it was iaprovt~, that that higher equity r atio, tor 

5 surveillance purpoeeo, would be reported and w~uld 

6 earn the h igher ratio -- it would ear.1 the equity 

7 rate, not that it would be kept ac the prior ratios of 

8 equity to d~bt that ware tound in tho rate caao. 

9 And I would point out, at least, I think, in 

10 a United Telephone case we round that they had too 

11 auch equity. We imposed a hypothetical equity ratio 

12 and allowed returns basad on that. And the Court said 

13 that that waa appropriate to do . 

14 XS. CBILDSI I think it that's being 

15 considered, that it ought to be considered very 

16 seriously, Commissioner, and I would ask to go back 

17 and look through the sheet I passed out. That's my 

18 distinction between coat rate and coat. ls that it 

19 you think that the -- now, what is being measured here 

20 ia the effect of the ratio. That's tho chango that's 

21 being aeaeurod. Baoaueo they've kept -- you eoo !rom 

22 the prior attachment they've kept tho return on equity 

23 constant. So the increase is only the resul t or tho 

24 change in the equity ratio. And what I ' a attaapting 

25 to aay ia wher you look at that -- end it's crit icl~od 
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1 in the recommendation -- when you look at that and you 

2 s~e Florida Power and Light Company has had an 

J absolute reduction , even though it's added billions ot 

4 dollars in plants, had an absolute reduction in its 

5 plant i n service or ita rate base. 

6 Yeo, if you do the c alculation so that you 

7 measure tho impact ot tho equity ratio chango on cost 

8 or capital , FP'~'s cost of capital overall has gone up 

9 a little bit here compared to these other companies 

10 but its costs have gone down substantJally. And once 

11 again, it ' s tho costs all along i n terms ot PP'L's 

12 prograas in the past. It's the ability to contain 

13 costa, tho effort and incentive to contain coots that 

14 the company had which made it able to do that . And 

15 those costs then were ted back into the process. 

16 So ir you -- I don ' t know how it can be said 

17 that, well, we don't want to chango the equity ratio 

18 but we won't allow you to have it, because it you 

19 don't allow the company to have an equity ratio, 

20 then I mean it's different to say we're going t o 

21 look at it, we're going to monitor it , that's fino. 

22 But it you're going to change it end the 

23 raco .. endation is to change rates on that basis then 

24 we would urge you no. 

25 C0~%88IO .. R CLARK I As I understand the 
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1 recoaaendation it•s to, i n ertect, i nvestigate through 

2 a hearing process. 

3 XR. CBXLD81 Well --

4 OOJOCIOIIODR C~J:a Is there another way 

5 you'd like us to investigate it? 

6 MR. CBIL08a I know it asked ~o investigate, 

7 but one ot the, I guess, points o t concern is, is that 

8 tirst of all, you know, repetitively, we think we•ro 

9 correct. But independent ot that, when a docket is 

10 opened to say invoetigate, it suggests a lot ot 

ll things. And I have -- I mean it suggests that -- 1 

12 mean we have this docket, for instance, that suggests 

13 an investigat ion, but it suggests you have a hearing 

14 and you hove it right awoy. And 1 think once you 

15 start rolling dovnhlll that way, it sometimes boc<>mes 

16 difficult to say, well, lot's remind ourselves this 

17 was just an investigation. 

18 ~taxa. JOBX80W1 Any questions? 

19 COMMI18IO~R DBABONa Coaaissionors, ie it 

20 Statt •s intent to try to go through a l ine-by-lino 

21 rebuttal of what Kr. Childs hao said? 

22 xa. D.vLI•r No, Coaaiaaioner I wanted to 

23 make a couplo of co .. enta and then peas out a sheet o r 

24 paper. 

25 OOMMXIIIO .. R oaa.owr I don ' t want to 
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1 preclude you trom doin9 thot but lot mo ot loost soy o 

2 little 80111ethin9 ond we moy not need to 90 there. 

3 Obviously the other Coaaiaaioners wont to see it. But 

4 let me just say I think we need to stop tor just o 

5 moment ond look and aoe where we are. 

6 I think the discussion that WJ have hod here 

7 has been ottic iol but it is not an evi,lentiary 

8 hearinq. We'r' just tryi ng to determine it we want to 

9 qo forward witl1 one . 

10 I believe that Staff, in thu Recommendation, 

11 has pointed out some oreos of concern. I think 

12 Mr. Childs, on behalf of the company, has indicated 

13 eoae areas ot concern within Staff's analysis. And 

14 

15 

16 

17 

18 

we•ro not here today to decide who ie right or who is 

wrong but I think we • ro here today to assess whore we 

are and where we want to qo. 

Aa a aatter or hilltory, 1! you' 11 indulge 

tor a moment , I think that lt is good that tho 

19 Commission has tb4SO type problema to deal wit~. 1 

20 reaeaber the days when we had co111poniae with low 

21 equity ratios, lov interest coverage ratios, 

22 inadequate cash !love to moat construction bud9etsr 

23 havinq to 90 to debt market when interest rates were 

24 at all time higher the threat of ealnent ond serious 

25 rate increases a t tiaes or hiqh inflation on 
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1 cuatomera. Tboae would not happy tiaes. 

2 This company has engaged in a aeries of coat 

J reduct ions and thoae ware quite painful; engaged in 

4 and ude a very dit t icul t decleion to reduce tlle 

5 dividend payout ratios, which it that dividond payout 

6 ratio had bean maintained, perhaps, we wo•lldn't have 

7 the equity ratio problem we have now. 1 don ' t know 

8 what that impact would bo. Mr. Childs tndicatod that 

9 a quiclc fix would bo to declare d ividendL and pay out 

10 exceas cash tlows to tlle parent compa ny . B~;t I don't 

11 thinlc we want t o encourage that either. But from a 

12 historical perspect ive, it ' s good we hav~ thaae type 

1J problema as opposed to the other side ot tho coin as 

14 thoee problema . 

15 Wo have been through the company's coat 

16 reduction& and through negotiated settlaaents whi~h 

17 have encouraged the reduction ot what I rotor to as 

18 balance shoat costa, capital cost and the regulatory 

19 aaaets, reserve deficiencies, things of t hat nature. 

20 This co:apany haw positioned itsel f quite wall, and I 

21 thinlc that ' s illuatrated by tho handout that was 

22 presented by Mr. Child&, i ndicating whi le thoro may 

23 have been an increase in the coat of capital, the t act 

24 that it 1a appl led to a much smaller base actually 

25 ahowa a net reduction in t otal capital cost .a. That I 
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1 believe is significant. I cannot accept this on ita 

2 face and say that cures all the problems and addresses 

3 all the probl .. a which Staff has raised. It does not. 

4 I guess the bottom line that I ' m trylng to 

5 qat to ia that thi s Coaaisaion has encourdged the 

6 coapaniea to become aore ef!iciant. 1 thhk the 

7 coapanias have responded to that encoura9eaent from 

8 the Coma~ssion, aa well as froa the reality that 

9 perhaps there's going to boa day of reckoning, i.e . , 

10 competition. That perhaps has had sore impact than 

11 evan this co .. isaion. 

f2 I think this company has taken those --

13 reacted accordingly, and this Colllllisaion over the 

14 years baa iapl .. antod a number of planu to take 

15 advantage of a window of opportunity to reduce coats 

16 in the long t cra. And I think tho Commission and 

17 company has taken the lonq term perspective. But 1 

18 think wo cannot ignore what Staff is bringi ng to uo. 

19 But before we actually go to a proceeding, 

20 declare a hearing and look at those aattera, I think 

21 we owo it to the parties, including everyone that has 

22 appeared hero today, and our Staff, to give the 

:u neqotiated process one morca opportunity to aao it a 

24 negotiated settleaent cannot be reached. I know we 

25 have a plan in affec t already, but I think that the 
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1 concern Staff raie .. are legitimate, and that if there 

2 is not a negotiated oettlement , I ' m Cully prepared to 

3 go forward with an evi dentiary hearing and we'll sort 

4 through all o f the things Mr. Child.s bas been saying 

5 and more, and perhaps things that our Staff w~uld be 

6 saying in aome of the rebuttal they probabli' have 

7 prepared here today. But I would want to •Jive that 

8 opportunity one more chance. And l would advise our 

9 Staff, the oo•pany and the parties that it is time to 

10 make a decieion. 

11 COMXI88IOWIR CLAR•s I would agree. 

12 COMXI88IOWIR DB180•: Because wo do -- if 

13 we're going to go forward, we do need to put -- make a 

14 decision. And if the decision in what staff 

15 racolllll\anded is such that we need to put money subject 

16 to refund, that needs to be done in a timely manner. 

17 But I'll not prepared to do that today. 

18 I think that to aome extent some of the 

19 cards have been placed on the table, and I think 

20 that's beneficial and it's certainly educational for 

21 the eo .. ieaionera. 

22 But I gueaa I would recommend, and It a 

23 motion ie in order, I would move that we keep this 

24 docket open, that we allow the partie• one eorr 

25 opportunity to sit down and negotiate , and 
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2 agree what you con agree with. And it you cannot 
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3 e9ree, come beck to the Co.miaeion aey "We can 't agree 

4 and we're prepared to go to hearing." Because that's 

5 what' a going to be tho result. It then. ' s not on 

6 aqr·oe111ent, we're going to go to hoarin,1, at least 

7 that 's whet I would vote to do, to go to hearing. But 

8 I want that prQCesa to have one lost opportunity. And 

9 I would suggest that we do it in very abort order. I 

10 think there's an agenda tor the let ot Deceaber, and 

11 come back on the 1st of December either with this some 

12 reco.-endation or a recommendation oC o settlement, 

13 one or the other, and then go forward from the.re. 

14 COM!fi88IODR CLAJUtl I would support that it 

15 you add to it that when the recomaandation comee bock 

16 to us, it there io no agreement, that thoro be a 

17 reaponse to -- ~~at the recomaendation i nclude a 

18 response to the points made in opposition to what the 

19 Stott has suggested so we have the opportunity to road 

20 that ahead of time. 

21 OOM!fi88IOWBR OBA80W1 I don't have a problem 

22 with doing that. Tho only thing I'm saying today is I 

23 don't wont to got involved in a lino-by-lino 

2 4 re.buttal 

25 COXNX8slona CLAJUt l Hot today, no. 
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l COXKI88IO .. ~ DBABOWI -- or what they bad to 

2 eay today. If they want to include that in the 

3 next -- if there's no settleiDent and they want t o 

4 provide that i n the recoamendation, that's fino. 

5 

6 

COIGfT88IODR CLaUI Tlo.st would he -

COMXI88IO .. R oaa.o•• But I'm c~nvinced even 

7 without that rebuttal of what Hr. Childa said that I 

8 think Staff's or! ginal recommendation raises enough 

9 concern it there's not a negotiated settlement , I 'd 

10 vote t o go t o hearing and juet l ay that out on the 

11 table. Because while I agree Kr. Childa r a isea a 

12 of concerns that perhapa are legi timate dnd would 

13 be -- would come out in a evidentiary hearing, t o 

14 they don't solve a ll of the problema Staff has 

15 indicated . But, anyway, that would be my motion . 

16 

17 

18 

COMX%88IOXBA CLARKI I second. 

aKA~ JOBX80W1 There ' s a second. 

co-Mt88IOHWR QARCIAI Did you modify it 

lot 

me 

19 because I certainly would like to have staff address 

20 ao•e ot ieaues that Mr. Childs 

21 COIDU:88IO .. R ox.aur In a subsequent 

22 recommendation, it it is necessary. 

23 

24 

25 would be 

COIOU88IODR QARCIAI Right. 

OOMXI88IOnR DaASOMI That ' s fine. That 

that's perfectly permissible . 
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1 COIIDtlBBIODR GUCIAI What you mean by 

2 aubaequent racoaaendation ie when they come bacx to 

J ua . 

4 COIUU88IOftR CLAJUtl Oecolllber 2nd or 

5 whatever it is. 

6 CJIAIRMU J OD IJOMI Motion -tnd aecond. Is 

7 there any furthe r di ecuaaion? 

8 n . 8U.Ul CoiUI!aslonera, may we mention 

9 any other concerna, Chairaan? 
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10 CJIAIIIXU JODIJOIJI I I 'Ill sorry. You said can 

11 you mention other concerns. 

12 n . BJU.IIJC• Yea. Is there an opportunity 

13 for us to -- f or Harria Corporation to advance any 

14 further thought on this before you vote? 

15 CDiliK'IJI JOIIM80lll l In the negotiation 

16 process with Starr, inter ested partie• can 

17 participate. To the extent there are other issues 

18 that need to be addreaaed, they can be raised in that 

19 forum. 

20 KR. SALaM I We understand that nogo~iations 

21 have been ongoing for quite some time, and the iaauea 

22 that Mr. Childa raiaed, ln all deference to it, they 

23 are of on elloquent, cogent nature, are compelling 

24 inaamuch aa thay do addreaa noeda that need to be 

25 aired in a hearing. And our intereat ia to put all of 
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2 our wel l being end our rates i n the Cuture, to 
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3 coiUiider them in ar. open torua, in tho sunahinn State, 

4 aa opposed to negotiations behind closed door s. So --

5 COXKIIIIOOR DIIUOWI I don ' t t .h '.nk there's 

6 been any negotiations behind closed Aoorr. And I 

7 tnink that is an inappropriate statement to make and l 

8 talce oftanaa by it. Whan has thoro been a closed door 

9 that you have confronted and you've not been allowed 

10 t o enter? 

11 IOl. IALDI wo wore unaware, Colllllsaionar --

12 ooxxxaaxona DBABOWI unawareness is not a 

13 closed door, sir. 

1 4 IOl. 81LBK1 Well , t apoloqi%e, Commissioner. 

15 I didn't mean it in the eenae they were locked doors 

16 but --

17 OOXMllllOna JAOOBBI can I ask ono -- are 

18 there issues that you would i ntend to raise consistent 

19 with the ROE iasu6s that have been raised by Staff or 

20 are they outside ot those? 

21 xa. IALIXI The ieaues that wo aro -- intend 

22 to raise are those that are consistent with the 

23 t ac tual data that the State has developed. Now, how 

24 those factor into the equation, Commissioner, wo•ro 

25 not certain at this point . But in prep3rat1on tor 
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1 hearinq, the issues would be fra•od and the 

2 inroraation developed sufficient to present to you for 

3 consideration. 

4 COMMX88ICWIR JaDOII I Sounds like it would 

5 be appropriate then, at least tor the short tar=, fer 

6 you to be a part of -- Star t has -- what 1 • hearinq 

7 you aayinq, Starr has framed your iasues properly. 

8 You wou~d be involved in whatever negotiation takas 

9 place from this point until w6 coma back, it we are to 

10 como forward aqain, and you ' ll be able to deal with 

11 that in t he context of those negotiations? 

12 MR. SALEK: We believe that tho data that 

13 the Staff has raised ie adequate to frame issues, and 

14 i n deference to Mr. Childs' srquments, some of the 

15 methodology and techniques do deserve scrutiny tor the 

16 fairness of all parties, including customers. So in 

17 that context we do want to ferret out how beet to look 

18 at the information so that the customers , such as 

19 Harris corporation and our eaployees, do qot the 

20 benefit of the effort in your final decision aakinq. 

21 COXKXIIIOWIR CLARK: Madam Chairman, I don't 

22 think deferring this t o provide tor settlement will 

23 cbanqe the heerinq dates. The hearing datea are the 

24 9th and lOth. I don't think allowing a little •ore 

25 time tor negotiation is qoinq to adversely affect that 
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1 date. Even if we decide in Deceaber to go t o hearing, 

2 I think they would etill be good. So , you know, we're 

3 just --

4 KR. ~LIABI That ' s our belief. 

5 ~DU88IOifllR CLaRKI We're ju~t aayin~ lot•o 

6 see if a negotiated proceea will bear frui t. 

7 CDIDAII JOD80•1 There's o motion and 

8 second. Any further discuasion? 

9 COlOil81IOiflllt JACOBI I Ho COIIIliiOnta . 

10 CDIRXAM JOBX80WI Seeing none, all those in 

11 tovor signify by saying "aye." Aye . 

12 COXXII8IOifllll DIIAIJOWI A yo. 

13 

1 4 

15 

16 

COlOIIBBIOifllR CLaRKI 

COXX188IOXIR JAC0881 

Aye. 

Aye . 

COIOU88IOIIB1l GAJI.CU.1 Aye. 

CI!AIRMU JOIDI80WI Opposed? Show it 

17 approved unanimously. 

18 .a. BLIABI So we're clear procedurely, 

19 there will be no order issued as a result or this 

20 d iscussion. The ~otion was to deter action on the 

21 recowmendation, continue to negotiate, and i f thoao 

22 negotiation• oro uneuccessrul, como back with a 

23 recommendation that addresees the issues that we~e 

24 raised by the parti es. 

25 COXX181IOX&R JOHM80WI That's right. 
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