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PROCEEDI NGS

(The transcript follows in sequence from Vol une 19.)
MR. REHW NKEL: Thank you, M. Chairnman.
REDI RECT EXAM NATI ON
BY MR REHW NKEL.:

Q M. Rubin asked you, do you recall, about the
approach of reviewing the filing, and I think he tal ked about
picking it apart. Do you recall that?

A Sonething to that effect, yes, sir.

Q And you testified about your 30 years experience,
30-plus years experience in this field?

A Yes, sir.

Q What is -- in those 30 years, who has carried the
burden of proof in filings before Public Service Conmm ssions
around the country?

A It would be the conpani es are responsible for
putting together the filing to support their request.

Q So in that regard is taking apart, in quotes, is
that appropriate in testing the neeting of the burden of
proof for a utility?

A | think if you viewit as such. | don't really
|l ook at it as picking it apart. |[|'ve actually had a case
once where a conpany cane in and | told themthey didn't ask
for enough.

Q Did you object to everything that was in the

FLORI DA PUBLI C SERVI CE COW SSI ON
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conpany's filing in the accounting area, the NO section?

A No, sir.
Q Was your evaluation of the conpany's filing based
on their -- whether they net the burden of proof, whether it

was in the working capital area or in the payroll or the
veget ati on managenent area?

A Can you restate that?

Q Was your review of the conpany's filing based on
whet her they nmet their burden of proof to denonstrate the
reasonabl eness and prudence of the expenditures in the test
year ?

MR RUBIN. M. Chairman, | object to the question
insofar as it may call for a legal conclusion in terns
of the burden of proof.

MR REHWNKEL: | think this witness's 30 years
experience, in his testinony he certainly ought to be
able to offer testinony -- expert testinony on the
burden of proof.

MR. RUBIN:. Well, he hasn't been offered for that
purpose in this case, nor has he filed any prefiled
testimony on the burden of proof and the standard that
is required to be proven in a case like this.

MR REHW NKEL: M. Chairnan, | think M. Rubin
opened the door by questioning the basis for the review

in the testinony, and |I think any accounting witness in

FLORI DA PUBLI C SERVI CE COW SSI ON
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opi ni on about whether the filing of the conpany neets

t he burden of proof that is expected of them

MR RUBIN. And | would respond that that is the

ultimate question for this Comm ssion to determ ne.

M5. HELTON: M. Chairman, | recall M. Rubin

asking the witness at |east a couple of questions about

the burden of proof, so it seens like it's an

appropriate area for redirect for M. Rehw nkel.

CHAIRVAN BRISE: | would tend to agree, and the

Comm ssion will give the response the weight that it's

due.

THE WTNESS: In ny review | felt that when the

conpany asked for a staffing level, as they did in this

filing, they didn't neet the necessary burden of proof

for why that staffing |l evel was required, given the

hi storical trends that exist. The sane would apply to

the coal treating and the tree trinm ng.

Hi storically they've under-spent fromwhat they

budget ed, so, you know, | think the facts are there that

they didn't provide the proof. To sinply say we're
going to spend it is not justification for what has
hi storically been refl ected.

BY MR REHW NKEL.:

Q Are you offering yourself as an expert in

FLORI DA PUBLI C SERVI CE COW SSI ON
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managenent in your testinony in this case, conpany
managenent ?

A I --

Q Well, let nme strike that question and ask this.
M . Rubin asked you about your opinion about whether the
conpany is well nmanaged or well run. |[Is your testinony to
this Conmm ssion based on you being asked by our office to

gi ve an opinion about those two topics?

A The OPC did not ask nme to eval uate managenent in
this case.
Q How nmany tines have you testified about payroll or

conpensation around the country?

A | wouldn't even be able to give you a clue. Ever
since -- | didn't testify in 1976 on it, but subsequent to
that it's been a topic that | generally will address in
these that |'ve done.

Q Have your recommendati ons through your testinony
been accepted on many occasi ons around the country?

A On many occasi ons, yes, they have.

Q And 1" m asking you specifically with respect to
payrol | and conpensati on.

A Yes, sir.

Q Do you, based on your 30 years in this business,
agree that regulatory authorities have concluded that only

W t nesses who work for utilities or have hired people for

FLORI DA PUBLI C SERVI CE COW SSI ON
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utilities can offer valid expert testinony on payroll and
conpensation i ssues froma ratenaki ng perspective?

A No, conm ssions don't -- in fact, | know that they
don't because, again, | referenced the one thing I said a
little bit earlier, that just sinply saying that it's okay,
and then the nunbers are right, | have seen conmm ssion
deci sions or board decisions that said that isn't sufficient
to neet the known and neasurabl e standard.

Q And by okay you're saying testinony froma person
who actually does those things, hires enployees; is that what
you' re sayi ng?

A That's correct.

Q M. Rubin al so asked you about -- about whether a
capital investnent that benefited ratepayers and sharehol ders
equally is traditionally or is allocable 100 percent to the
shar ehol ders, or sonmething along that line. Do you recal
that |ine of questioning?

A Yes. |I'mnot sure he said it that way, but ny
interpretation was he says when they have an investnent in
capital, doesn't it provide a benefit to both sharehol ders
and ratepayers. And | said yes, on investnent, as long as --
It does provide benefit to both as long as it's providing
energy to the conpany.

Q Is it possible the circunstance coul d exist where

a capital investnent that benefited both sharehol ders and

FLORI DA PUBLI C SERVI CE COW SSI ON
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rat epayers was nade but it was made prinmarily for the benefit
of shareholders and that it could be disallowed on that
basi s?

A | think the possibility -- | mean, there's always
a possibility that such things exist, yes.

Q Wuld a tax -- would a capital investnent nmade to
provide a tax benefit for a non-regulated entity be possibly
sonmet hing that would fit that category?

A If the investnent provided a benefit -- a tax
i nvestment to a non-regul ated entity, nost definitely I would

opi ne that that would be a problem

Q Okay. Do you have your introductory remarks with
you? | just want to clarify something for the record.

A Yes, | do.

Q What is the anmount -- the nunber of enployees that
you base -- reduction in enployees that you base your

adj ustnment on in your summary? |Is it 387?

A Actually it's 381. I1'msorry, 387 was the
adj ustnment to 2012.

Q kay. So in your -- in your -- M. Rubin asked
you about 381, and that's the right nunber, correct?

A That's correct.

Q kay. So 387 was a slight m sstatenent?
A Well, that's the 2012 one.
Q

kay, | just want --

FLORI DA PUBLI C SERVI CE COW SSI ON
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A | used it in both -- | used it in ny testinony, at
| east in one place or the other.

Q kay. Thank you. And on -- | think he al so asked
you about the variance of 3.76 percent that's on page two of
three of your Exhibit HWS 2?

A Yes, sir.

Q Did you use data or a data set to get that nunber
just so you could get a bigger variance?

A | used the information provided to nme by the
conpany, what they said was authorized and what they said was

t he actual enpl oyee conpl enent.

Q But were you kind of picking and choosi ng anong
the data just to try to get a nunber -- a variance that was
bi gger ?

A No, sir. VLike |l said, | tried to use the 2012

nunbers because | thought that would be nore consistent with
what the Commi ssion utilized in the conpany's previous
docket .

Q On the directors and officers liability insurance
item you renenber being asked questions about the basis --
the 50-50 basis that you recommend?

A Yes, sir.

Q Could it be argued that that reconmendation is

conservative in the conpany's favor?

FLORI DA PUBLI C SERVI CE COW SSI ON
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Q Have ot her conmi ssions allocated that expense 100

percent to sharehol ders?

A | can't recall.

Q kay.

A |'ve had too many cases that |'ve seen it vary.
Q Do you recall M. Rubin asking you -- let nme ask

you about vegetation nmanagenent. Do you recall M. Rubin
aski ng you about the characteristics of FPL's territory? |
t hi nk you nentioned 28,000 square m | es?

A Yes, | recall it.

Q | s there anything unusual about FPL's vegetation
managenent needs relative to other utilities in the state or
around the country?

A Well, there are sone specifics. | nean, for
i nstance, in Florida you have weather that's -- provides nore
growt h t hroughout the year. However, if you conpare it to
sonme place |ike Utah or Vernont, where they've got nountains
to deal with, I nmean, that has a significant inpact on the
cost of tree-trinmng. So there is some variability
dependi ng on the geographics of where the work is done.

Q kay. Let's go to working capital real quickly to
close this out. You're a CPAin the state of M chigan,

right?

Q And you' re not hol ding yourself out to be a CPA in

FLORI DA PUBLI C SERVI CE COW SSI ON



o 00~ W DN

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

25

2748

the state of Florida, right?

A No, sir.

Q kay. But as a CPA, are you famliar with what an

attestation review is?

A Yes, sir.

Q s an attestation review the sanme as an audit
that -- is that a type of audit?

A It's a type of audit. It's nore centrally
f ocused.

Q kay. Is it detailed?

A It depends on who is doing it.

Q kay. What year did the PSC audit ook at in the
wor ki ng capital area? Wat year did they audit?

A " m not sure.

Q kay. D d they audit the 2013 projected test
year? Could you audit that?

MR. RUBIN. Objection, he just answered the
guestion he didn't know.
BY MR REHW NKEL.:

Q kay, let ne ask you a question. Wuld it be
possible for the Staff to audit the projected test year for
what's in working capital accounts?

A Hi storically, or for 2013?

Q For 2013.

A No, not for 2013.

FLORI DA PUBLI C SERVI CE COW SSI ON
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MR. REHW NKEL: Thank you, M. Chairman. Those are
all the questions |I have. Thank you, M. Schultz.

CHAI RVAN BRISE: Al right. Thank you
M. Rehwinkel. At this tine we will deal wth exhibits.

MR. REHWNKEL: GCitizens would nove Exhibits 258 to
268.

CHAI RVAN BRI SE: 258 to 268. Are there any
obj ections?

MR. RUBIN. No objections.

CHAI RVMAN BRI SE: Okay. So we will nove Exhibits
258 to 268 into the record. Any other exhibits? Staff?
(Exhi bits 258, 259, 260, 261, 262, 263, 264, 265, 266,

267 and 268 admtted in evidence.)

MR. YOUNG Yes, sir, at this time Staff woul d nove
Exhibit 117, to include the anended errata sheet al ong
with the correction that M. Rehw nkel nentioned on page
17, line eight, to the deposition; the word not after
t he word shoul d.

CHAI RVAN BRI SE: (Okay. Are there any objections?

MR. RUBIN. No objections.

CHAI RVAN BRI SE:  Okay, at this tine we'll nove in
Exhibit 117 with the errata sheet with the corrections.
Ckay?

(Exhibit 117 admtted in evidence.)

MR REHW NKEL: | would ask that M. Schultz be

FLORI DA PUBLI C SERVI CE COW SSI ON
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excused fromthe hearing.

CHAIRVAN BRISE: Al right, at this tinme we'l]l
excuse M. Schultz fromthe hearing. Safe travels.

THE W TNESS: Thank you very nuch

CHAIRVAN BRISE: Al right, at this tinme we are
past our two-hour mark and we're going to go ahead and
take our ten-mnute break, and we'll cone back with
W t ness Ranas.

(Brief recess)

CHAI RVAN BRI SE: kay, if everyone is ready, we're
about to reconvene. And before we nove forward, we want
to express our condolences to M. Wight. W know that
he's experienced a loss in his -- aloss in his famly.

MR. VWRI GHT: Thank you, M. Chairman. | really
appreciate it. And | appreciate your acconmodati on.
And as |'ve told others, it could not have been any
better. She went peacefully and with no pain,
surrounded by her famly. Thank you very nuch.

CHAIRVAN BRISE: Al right, I'"mgoing to ask
Conmi ssioner Gahamto chair for the next few hours, so
" mturning over the gavel to Chairman G aham

COW SSI ONER GRAHAM  Thank you, M. Chairman.

M . Rehw nkel ?
MR. REHW NKEL: Thank you, M. Chairman. GCitizens

of Florida call Donna Ranas to the stand.

FLORI DA PUBLI C SERVI CE COW SSI ON
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Ther eupon,
DONNA RAMAS
was called as a wtness on behalf of Ofice of Public
Counsel , and having been previously duly sworn, testified as
fol |l ows:
DI RECT EXAM NATI ON
BY MR REHW NKEL:
Q Ms. Ranmas, could you please state your nane for

the record, please.

A Donna Ranas.
Q And were you previously sworn?
A Yes, | was.

Q Thank you. M. Ramas, on whose behal f are you
testifying here today?

A "' m here on behalf of the Ofice of the Public
Counsel, representing the citizens of the state of Florida.
Q Did you cause to be filed on behal f of the

citizens 45 pages of prefiled direct testinony?
A Yes, | did.
Q Do you have any changes or corrections to nake to
t hat testinony?
A Yes, | prepared an errata sheet.
MR. REHW NKEL: Okay. And | think that has been
provi ded, M. Chairman, to the parties previously, and

di stri but ed.

FLORI DA PUBLI C SERVI CE COW SSI ON
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COWM SSI ONER GRAHAM  Ckay.
BY MR REHW NKEL:

Q Apart fromyour errata sheet, do you have any
ot her changes or corrections to make to your testinony?

A | wouldn't call themcorrections. However,
subsequent to the date ny testinony was filed the conpany has
provi ded a few revised or supplenmental responses to sone data
requests | relied on in ny testinony, one of which inpacts
one of the adjustnments | reconmend and anot her of which
doesn't inpact an adjustment |I'mrecomendi ng but does i npact
a nunber presented in ny testinony.

The first areais -- | believe it was | ess than
two weeks ago the conpany provided a suppl enental response to
the O fice of Public Counsel's Sixth Set of Interrogatories,

i nterrogatory nunber 124. And that pertained to itens
i ncluded by the conpany in transm ssion property held for
future use.

And what they did in this response is they
i ndi cated that based on additional discussions between the
di stribution and transm ssion departnents that they' ve now
changed the forecast in-service date of a couple of the
projects that I recomended for renoval and noved them
forward, and they now project themgoing into service in
2018.

And as a result of that, I'mno | onger

FLORI DA PUBLI C SERVI CE COW SSI ON
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reconmendi ng that two of the projects that | originally
reconmended for renoval, | no |onger reconmend they be
renoved fromrate base. This specifically includes the
Gal | oway- South M am Loop to Sout hwest Sub Project and the
Line to Portsaid Sub Project.

In my Exhibit DR-2, at page 4 of 11, the anmounts
that | hadn't renoved fromrate base for these was $1, 834, 000
for the Gall oway-South Mam Loop Sout hwest Sub. And the
Line to Portsaid Sub, | recommended a $27, 000 reduction to
rate base. | no |onger reconmend those recomendations. |
agree that they should remain in rate base in this case.

The ot her suppl enental response that was received,
| believe, within the last two weeks, was a suppl enent
response to the Ofice of Public Counsel's Twel fth Set of
Interrogatories, interrogatory nunber 254. And it pertains
to the smart neters and the amount that's actually included
In the conpany's requested plant in service balances in the
average test year for those smart neters.

In ny testinony -- if | can find the page -- at
pages 18 and 19, | provide ny estinmated i npact on revenue
requirenents resulting fromthe inclusion of the smart neters
in rate base in this case. On page 18, line seven, | had
estimated the ampunt included in the adjusted test year plant
in service as approximately $555 m | lion.

The conpany's suppl enmental response provided

FLORI DA PUBLI C SERVI CE COW SSI ON
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anot her correction to its MFR Schedule B-7. And based on
that correction, the anmount included in the average test year
for the -- what they item ze as the AM neters, is 563
mllion, approximtely, which is higher than the anount
presented in ny testinony.

And the inpact that has is if you turn to the next
page, page 19 of ny direct testinony, | had estimted the
revenue requirenent inpact of the plant in service in the
depreci ati on expense and the other rate base conponents in
the filing is approximately 78.1 mllion. |If that corrected
nunber the conpany provided in the suppl enental responses
flowed through, it increases the inpact on ratepayers to $79
mllion. And that would conclude the -- the changes or
i npacts of the conpany's later filed corrections that I was
provi ded on ny testinony.

Q Thank you, Ms. Ramas. And with the changes and
corrections that you have identified here today, and in your
errata, if | asked you the questions contained in your direct
testi nony today, would your answers be the sane?

A Yes, they woul d.

MR. REHW NKEL: M. Chairman, | ask that the
prefiled direct testinony of Donna Ramas be inserted
into the record as though record.

COWM SSI ONER GRAHAM  Her free -- excuse nme -- her

prefiled direct testinony with the errata and the

FLORI DA PUBLI C SERVI CE COW SSI ON
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changes she nentioned will be entered into the record as
t hough read.

MR. REHW NKEL: Thank you.
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DIRECT TESTIMONY
OF
DONNA RAMAS
On Behalf of the Office of Public Counsel
Before the
Florida Public Service Commission

Docket No. 120015-El

INTRODUCTION

WHAT IS YOUR NAME, OCCUPATION AND BUSINESS ADDRESS?

My name is Donna Ramas. 1 am a Certified Public Accountant licensed in the State of
Michigan and a senior regulatory consultant at the firm Larkin & Associates, PLLC,
Certified Public Accountants, with offices at 15728 Farmington Road, Livonia, Michigan

48154.

PLEASE DESCRIBE THE FIRM LARKIN & ASSOCIATES, PLLC.

Larkin & Associates, PLLC, is a Certified Public Accounting and Regulatory Consulting
Firm. The firm performs independent regulatory consulting primarily for public
service/utility commission staffs and consumer interest groups (public counsels, public
advocates, céllsumer counsels, attorneys general, etc.). Larkin & Associates, PLLC has
extensive experience in the utility regulatory field as expert witnesses in over 600
regulatory proceedings, including numerous electric, water and wastewater, gas and

telephone utility cases.

FLORIDA PUBLIC SERVICE COMMISSION
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HAVE YOU PREVIOUSLY TESTIFIED BEFORE THE FLORIDA PUBLIC
SERVICE COMMISSION?
Yes, 1 have testified before the Florida Public Service Commission (“FPSC” or
“Commission™) on several prior occasions. I have also testified before several other state

regulatory commissions.

HAVE YOU PREPARED AN EXHIBIT DESCRIBING YOUR
QUALIFICATIONS AND EXPERIENCE?
Yes. I have attached Exhibit No. DR-1, which is a summary of my regulatory experience

and qualifications.

ON WHOSE BEHALF ARE YOU APPEARING?

Larkin & Associates, PLLC, was retained by the Florida Office of Public Counsel
(“OPC”) to review the rate request of Florida Power & Light Company (“FPL” or
“Company”). Accordingly, | am appearing on behalf of the Citizens of the State of

Florida (“Citizens”).

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING?
[ am presenting OPC's overall recommended revenue requirement in this case. [ also

sponsor several adjustments to the Company's proposed rate base and operating income.

FPL IS REQUESTING BOTH A BASE RATE INCREASE TO BE EFFECTIVE
JANUARY 2, 2013, AND A BASE RATE STEP ADJUSTMENT CONCURRENT

WITH THE COMMERCIAL IN-SERVICE DATE OF ITS CANAVERAL

FLORIDA PUBLIC SERVICE COMMISSION
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MODERNIZATION PROJECT. WILL YOU BE ADDRESSING BOTH
REQUESTED INCREASES TO BASE RATES?

Yes. In this testimony, I first address the base rate increase that FPL has proposed to be
effective January 2, 2013 (“January 2013 Base Rates”). | then address the proposed base
rate step adjustment for the Canaveral Modernization Project (“Canaveral Step

Increase™).

ARE ANY ADDITIONAL WITNESSES APPEARING ON BEHALF OF THE
FLORIDA OFFICE OF PUBLIC COUNSEL IN THIS CASE?

Yes. Helmuth W. Schultz, III, also of Larkin & Associates, PLLC, is presenting
testimony on several issues which impact the revenue requirements. David Vondle is
presenting testimony addressing affiliate issues, some of which also impact the revenue
requirements in this case. In his testimony, Jacob Pous addresses several statements
made by FPL with regard to the surplus depreciation amortization issue and explains why
the Commission should direct FPL to cease recording amortization of the reserve after
the 2013 test period. Kevin O’Donnell’s testimony addresses the appropriate capital
structure for purposes of determining the revenue requirements of FPL in this case. Dr.
Randall Woolridge presents Citizens” recommended rate of return on equity in this case
using the capital structure recommended by Mr. O’Donnell, as well as the appropriate
rate of return on equity if FPL’s proposed capital structure is adopted by the Commission.
Daniel Lawton’s testimony addresses the financial integrity of FPL, taking into

consideration the recommendations made by OPC’s witnesses in this case.

HOW WILL YOUR TESTIMONY BE ORGANIZED?

FLORIDA PUBLIC SERVICE COMMISSION
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I first present the overall financial summary for the base rate change to be effective
January 2, 2013, showing the primary revenue requirement recommended by Citizens. |
then discuss several of my proposed adjustments which impact the January 2013 Base
Rates. Exhibit No. DR-2 presents the schedules and calculations in support of this

section of my testimony.

Following the section addressing the January 2013 Base Rates, I then address the
Canaveral Step Increase. Within this section, 1 present the OPC primary revenue
requirement recommendation associated with step increase requested by FPL, as well as
several adjustments that need to be made to FPL’s calculation of the Canaveral Step
Increase. The Canaveral Step Increase calculations and several adjustments impacting

these calculations are presented in Exhibit No. DR-3.

Finally, I present the outcome of an alternative revenue requirement for the January 2013
Base Rate Change and the Canaveral Step Increase using FPL’s proposed capital
structure instead of the capital structure recommended by OPC in this case. The
calculations of the alternative revenue requirement for the January 2013 Base Rate
Change and the Canaveral Step Increase are presented in Exhibit Nos. DR-4 and DR-5,

respectively.

OVERALL FINANCIAL SUMMARY — BASE RATE CHANGE

PLEASE DISCUSS THE EXHIBIT YOU PREPARED IN SUPPORT OF YOUR

TESTIMONY AS IT PERTAINS TO THE JANUARY 2013 BASE RATE

CHANGE.
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Exhibit No. DR-2, totaling 11 pages, consists of Schedules A-1, B-1 through B-2, C-1

through C-5 and D.

Schedule A-1 presents the revenue requirement calculation for the January 2013 Base
Rate change, giving effect to all of the adjustments I am recommending in this testimony,
along with the impacts of the recommendations made by Citizens’ witnesses Schultz,
Vondle, O’Donnell and Woolridge. Schedule B-1 presents OPC’s adjusted rate base and
identifies each of the adjustments impacting rate base that are recommended by Citizens’
witnesses in this case. Schedule B-2 provides supporting calculations for a rate base
adjustment I am sponsoring, which is presented on Schedule B-1. OPC’s adjustments to
net operating income are listed on Schedule C-1. Schedules C-2 through C-5 provide
supporting calculations for the adjustments I am sponsoring to net operating income,

which are presented on Schedule C-1.

WOULD YOU PLEASE DISCUSS SCHEDULE D?

Schedule D presents Citizens’™ recommended capital structure and overall rate of return,
based on the revisions to FPL’s proposed debt-to-equity ratio recommended by Kevin
O’Donnell and the rate of return on equity recommended by Dr. Woolridge. The capital
structure ratios are based on the ratios recommended by Mr. O’Donnell; however, the
capital structure dollar amounts differ, as 1 have applied the adjustments to the capital
structure necessary to synchronize Citizens’ recommended rate base with the overall
capital structure. On Schedule D, I then applied Dr. Woolridge’s recommended cost

rates to the recommended capital ratios, resulting in OPC’s overall recommended rate of

return of 5.56%.
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WHAT IS THE RESULTING JANUARY 2013 BASE RATE REVENUE
REQUIREMENT FOR FLORIDA POWER & LIGHT COMPANY?

As shown on Exhibit DR-2, Schedule A-1, the OPC’s recommended adjustments in this
case result in a recommended revenue reduction for FPL in January 2013 of
$253,446,000. This is $769.9 million less than the $516.5 million base rate increase

requested by FPL in its filing.

RECOMMENDED ADJUSTMENTS — JANUARY 2013 BASE RATE CHANGE

WOULD YOU PLEASE DISCUSS EACH OF YOUR SPONSORED
ADJUSTMENTS TO FPL’S FILING?

Yes, I will address each adjustment I am sponsoring below.

Plant Held For Future Use

PLEASE EXPLAIN THE LEVEL OF PLANT HELD FOR FUTURE USE THAT
FPL HAS REFLECTED IN ITS 13-MONTH AVERAGE RATE BASE.

As shown on MFR Schedule B-1, FPL has included in rate base Plant Held For Future
Use ("PHFFU") of $237,400,000 on a total Company 13-month average basis. FPL
provided a breakout of this amount by category in MFR Schedule B-15 which is
reproduced in the table below.

13 Month Avg.
Test Year
Description Amount
Nuclear Future Use $ 9,316,000
Other Production Future Use $ 108,951,000
Transmission Future Use $ 47.920,000
$
$
$

Distribution Future Use 40,976.000
General Plant Future Use 30.237,000
Total PHFFU 237.400,000
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In discovery, OPC requested that the Company provide the following for each item of
PHFFU included in the $237.4 million: (1) a description of the property; (2) purchase
dates and related amounts; (3) the cument anticipated in-service date; and (4)
documentation for system planning supporting the expected in-service dates. In response
to OPC’s 6™ Set of Interrogatories, Interrogatory 124, FPL provided a detailed listing of

each item included in the $237.4 million.’

DO YOU AGREE THAT EVERY PROPERTY INCLUDED IN FPL’S 2013 TEST
YEAR PHFFU BALANCE OF $237.4 MILLION SHOULD BE INCLUDED IN
RATE BASE IN THIS PROCEEDING?

No, [ do not. Upon reviewing the detail associated with the Company's requested level of
PHFFU provided in response to OPC’s 6™ Set of Interrogatories, Interrogatory 124, 1
have determined that several items should be removed and not included in rate base at
this time. The entire amount included in the Other Production Future Use category
should be removed, and the balance for Transmission Future Use should be reduced by
$8,555,000, resulting in an overall PHFFU reduction of $117,507,000 on a total
Company basis. After this reduction, the adjusted 2013 test year rate base would still

include $119,893,000 of PHFFU on which FPL would earn a return.

WHAT PROPERTIES HAS FPL INCLUDED IN THE OTHER PRODUCTION
FUTURE USE CATEGORY?

The Other Production Future Use includes the Fort Drum, McDaniel and Hendry County
plant sites. As shown in the table below, the total actual and projected costs for these

sites are $129,730,361 on a total Company basis. This amount is higher than the amount

' Similar data was provided in the responses to Staff's 7" Set of Interrogatories, Interrogatory 249, and the South
Florida Hospital and Healthcare Association’s (SFHHA) 1* Set of Interrogatories, Interrogatory 129.

7
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included in the average 2013 test year as a result of the Hendry County site not being

included at the full $70 million cost for the entire 2013 test year.

Total
, . Company
Description ’ Amount
Fort Drum Site $ 17754918
McDaniel Site b 41,975,443
Hendry County Site 5 70,000,000
Total Other Production Future Use 5 129,730,361

WHY DO YOU RECOMMEND THAT THESE THREE PLANT SITES BE
REMOVED FROM FPL'S RATE BASE?

Ratepayers should not be required to pay a return to FPL’s shareholders for the costs of
these sites. There are several reasons why these three sites should be removed from the
2013 test year rate base balance. First, in terms of FPL's anticipated in-service dates for
the Fort Drum, McDaniel and Hendry County plant sites, the response to OPC
Interrogatory 124 referred to Note 2 of the response, which stated:

The Hendry County property (i.e., Hendry Cty Land and McDaniel Site)
and the Okeechobee County property (i.e., Fort Drum) were both acquired
for future use as generation sites (most likely combined cycle gas-fired
and/or renewable generation facilities). FPL does not currently have a
specific expected in-service date for generation facilities at these sites.
FPL is acquiring these properties in order to have definite, secure access to
desirable locations with necessary water rights for future generation
expansion. In a state such as Florida where demand for electricity is
growing at the same time that desirable sites are rapidly becoming scarce,
acquiring and holding sites for anticipated future generation expansion is
prudent and in the best interest of FPL and its customers. Moreover, there
are at least two considerations that could accelerate FPL's need to add
generation resources at these sites. First, if the in-service dates for FPL's
planned new nuclear units (i.e., Turkey Point Units 6 and 7) were delayed
beyond the current projection of 2022-23, FPL likely would find it
economically beneficial for customers to build a combined cycle unit in
2021 rather than making a short-term power purchase in that year.
Second, it may become appropriate for FPL to add generation resources in
2020 or earlier beyond those identified in the 2012 Ten Year Site Plan, in
order to maintain a sufficient percentage of its reserve margin from
generation as opposed to demand side management (DSM).

8
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(emphasis added)

As indicated by FPL, it has no specific in-service dates for the Fort Drum, McDaniel and
Hendry County plant sites. Similarly, the response to SFHHA Interrogatory 129 stated
that the Fort Drum and McDaniel sites were purchased to construct a power generation
facility in "future periods", and that the Hendry County site was for planned purchases of

land and to provide water rights to the "future power plant" on the McDaniel site.

DOES FPL HAVE ANY SPECIFIC PLANS FOR THE FORT DRUM SITE
BEYOND WHAT WAS NOTED IN THE ABOVE QUOTE?
No. As it relates to FPL's plans for the Fort Drum site, the response to Staff Interrogatory
240 stated, in part:
FPL does not currently have a specific expected in-service date for
generation facilities at this site. Rather, FPL acquired the site in order to
have definite, secure access to a desirable location to support future
generation expansion. As such, FPL does not currently have a
proposed date of construction or determination of need.
(emphasis added)
Since FPL has neither a proposed date of construction for the Fort Drum site, nor an
estimated date to file a determination of need with the Commission for this site, it should
be removed from test year PHFFU. In my opinion, it is not reasonable to expect
ratepayers to pay a return on the costs of the land on an annual recurring basis with no

estimated or targeted date for which it will ever be used to actually provide service to

them.

HAS FPL PURCHASED ALL THREE OF THESE PROPERTIES?
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The Fort Drum and McDaniel sites were acquired by FPL in June 201 1.2 However, the
Hendry County property also consists of three separate parcels that FPL has not yet

acquired.3 FPL has designated these as Parcels A, B and ct

Of these three Hendry
County parcels, FPL included Parcels A and B in its 2013 test year rate base. The
Company stated in the response to Staff Interrogatory 241 that it expects to purchase
Parcels A and B of the Hendry County land during 2012 and 2013, respectively, for a
total cost of $70 million. Parcel C would fall under a 2™ Purchase Option expiring in

2016. The table below shows the amount of acres for Parcels A and B, as well as the

price per acre.

Price Per
Description Acres Acre Cost
Parcel A 4,742 § 7,381 § 35,000,702
Parcel B 4,667 § 7,499 § 34,997,833

Note: Amounts per the response to Slaff.'Inte.rrogatory 243

The response to Staff Interrogatory 57 states: "The purchases of parcels A-C are subject

to FPL's due diligence and certain conditions precedent." Since FPL has not even

acquired these parcels, and considering the fact that FPL does not have an estimate of

when it may need the land in the future, if ever, these properties should be excluded from

the 2013 test year rate base in this case.

ARE THE FORT DRUM, MCDANIEL AND HENDRY COUNY PLANT SITES

REFERENCED IN FPL'S TEN YEAR POWER PLANT SITE PLAN?

s
K
o

5

* The McDaniel site is part of the Hendry County property per the responses to Staff Interrogatories 57, 243 and
248.

¥ See the responses to Staff Interrogatories 57, 241 and 243,

* See the responses to Staff Interrogatories 57 and 243.
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A review of FPL's Ten Year Power Plant Site Plan for the period 2012-2021, dated April
2012 ("Ten Year Site Plan™) merely indicates that the McDaniel Site in Hendry County
"_..Is a possibility for a future PV facility and/or natural gas power generation." The PV
designation in the study is for photovoltaic generation. The Fort Drum site similarly is
identified as a potential site for “...future PV facility or natural gas generation.” The

remaining Hendry County properties are not discussed in the Ten Year Site Plan.

YOU STATED THAT FPL DESIGNATED THE MCDANIEL PROPERTY AND
THE FORT DRUM PROPERTY AS POTENTIAL SITES IN ITS TEN YEAR
SITE PLAN. WHAT IS FPL'S DESCRIPTION OF A POTENTIAL SITE?
On page 121 of the Ten Year Site Plan, the Company stated, in part, the following with
respect to potential sites:
Potential Sites are those sites that have attributes that support the siting of
generation and are under consideration as a location for future generation.
Some of these sites are currently in use as existing generation sites and
some are not. The identification of a Potential Site does not indicate
that FPL has made a definitive decision to pursue generation (or
generation expansion in the case of an existing generation site) at that
location, nor does this designation indicate that the size or technology
of a generator has been determined.
(emphasis added)
Based on the Company's definition, the fact that a property is designated as a “potential
site” does not provide any assurance that that property will ever be developed and placed
into service. Since FPL has stated that it has no expected in-service dale for the

McDaniel plant site or the Fort Drum plant site, they should be removed from test year

PHFFU.

11
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DOES THE COMPANY'S TEN YEAR PLAN LIST OTHER POTENTIAL SITES,
AND IF SO, ARE THESE OTHER POTENTIAL SITES INCLUDED IN THE 2013
TEST YEAR PHFFU?

In addition to the McDaniel and Fort Drum plant sites, the Ten Year Plan, at pages 151
through 158, discusses eight other potential sites for possible future generation. Of those
additional potential sites, only the DeSoto plant site, with costs totaling $9.3 million, is
included in the 2013 test year PHFFU. The difference between the DeSoto site and the
Fort Drum and McDanie! sites is that there is currently a 25 MW photovoltaic ("PV")
facility on the DeSoto site, which has been operational since 2009. In addition, the
response to OPC Interrogatory 124 stated that up to an additional 275 MW of PV
generation could be constructed in phases on the remaining undeveloped land and that
FPL has initiated permitting for these additional facilities® with interconnection dates
scheduled for 2014 and 2015. With the DeSoto plant site, FPL has demonstrated that it
not only has plans for the site, but it has also begun implementing those plans. The same

cannot be said for the Fort Drum, McDaniel and Hendry County sites.

It should be noted that MFR Schedule B-15 states that the DeSoto site was transferred
from the Nuclear Future Use category to Other Production Use in December 2011. In
response to Staff Interrogatory 59, which asked why FPL this transfer was made, the
Company stated:

FPL transferred the DeSoto future use plant from "nuclear future use" to

"other production use" in order to properly reflect FPL's current intended

use of the property and be consistent with what is reflected in FPL's

current 10 year site plan. The transfer does not impact any other accounts
or areas since this property was a transfer within FERC Account 105.

° The Company's Ten Year Site Plan states the same thing at page 152.

12
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WHAT IS YOUR RECOMMENDATION WITH REGARD TO THE FORT
DRUM, MCDANIEL AND REMAINING HENDRY COUNTY PLANT SITES?

For the reasons discussed above, I recommend that the Fort Drum, McDaniel and
remaining Hendry County plant sites be removed from test year rate base. The removal
of these properties from the 13-month average test year PHFFU balance is shown on
Exhibit DR-2, Schedule B-2. FPL has made it clear that it has no specific plans to

develop these sites and/or place them into service at any time in the foreseeable future.

ARE YOU RECOMMENDING THE REMOVAL OF ANY OTHER
PROPERTIES FROM FPL'S TEST YEAR PHFFU BALANCE?
Yes. The detail that was provided in the response to OPC Interrogatory 124 listed nine
properties under the Transmission Future Use category, where the expected in-service
dates are either classified as "2022-2023", or "TBA," (presumably meaning To Be
Announced, although not defined in the response). In terms of the Company's plans for
these sites, under the "planning" column, OPC Interrogatory 124 referenced Note 3 of the
response, which stated:
On an annual basis, FPL conducts planning studies to determine what
facilities will be needed over the next ten years in order to meet NERC
reliability standards. Typically, projects resulting from these studies
require FPL to purchase property which can require zoning, permitting or
lengthy eminent domain proceedings. Large projects, such as Bobwhite-
Manatee, are subject to the Transmission Line Siting Act which can add
several years to the process. All of these processes dictate that the
property is purchased ahead of the projected in-service date. Changes to

the load growth forecast can result in modification to the transmission
expansion plans and associated property in-service dates.

FPL's inclusion of the plant sites with expected in-service dates of 2022-2023 go beyond
the “...next ten years” indicated in the passage above and the Company's Ten Year Site
Plan. Therefore, [ recommend that these sites be removed from the 2013 test year
PHFFU balance that is included in rate base. Similarly, those plant sites in which FPL

13
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designated the expected in-service date as "TBA" should also be removed since “TBA”
as an in-service date is vague and speculative. Therefore, those plant sites should not

warrant consideration for inclusion in PHFFU.

WHAT COSTS DID FPL ASSIGN TO THESE NINE PLANT SITES?
A description of these nine plant sites and their associated costs, which total $8,555,599
on a 13-month average basis (per OPC Interrogatory 124), are summarized on Exhibit

No. DR-2, Schedule B-2, lines 8-16.

PLEASE SUMMARIZE YOUR OVERALL ADJUSTMENT TO PHFFU.

As shown on Exhibit No. DR-2, Schedule B-2, my adjustment removes the Fort Drum,
McDaniel and Hendry County plant sites, reducing the 13-month average test year
PHFFU by $108,952,000. I have also removed the nine sites discussed above from the
Transmission Future Use category, which further reduces the 13-month average test year
PHFFU by $8,555,000, resulting in an overall adjustment that reduces test year rate base

by $117,507,000.

Construction Work in Progress

HAS FPL INCLUDED CONSTRUCTION WORK IN PROGRESS (“CWIP”) IN
ITS RATE BASE REQUEST?

Yes. While FPL has removed the CWIP associated with costs recovered through its
various clauses and interest-bearing CWIP that accrues an Allowance for Funds Used
During Construction (“AFUDC?”), the non-AFUDC CWIP remains in rate base. FPL

MFR B-1 shows that $501,876,000 remains in jurisdictional rate base for CWIP.

14
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IS THE CWIP THAT REMAINS IN RATE BASE A SUBSTANTIAL PORTION
OF THE TOTAL PROJECTED TEST YEAR CWIP OR PLANT-IN-SERVICE
BALANCES?

No, it is not. The majority of FPL’s forecasted test year projects qualify for AFUDC
accrual. In its filing, FPL has removed $1,872,719 of interest-bearing CWIP on a
jurisdictional basis from its average test year CWIP balances. FPL clearly is permitted
to earn a return through AFUDC on the vast majority of its projected test year CWIP

balances.

SHOULD THE COMMISSION ALLOW THE NON-INTEREST-BEARING CWIP
TO BE INCLUDED IN RATE BASE AS PROPOSED BY FPL?

It is my opinion that CWIP should not be afforded rate base treatment. CWIP, by its very
nature, is plant that is not completed and is not providing service to customers. More
specifically, and in reference to this proceeding, CWIP is not used or useful in delivering
electricity to FPL’s customers. Under the ratemaking process, utilities are permitted to
earn a return on the assets that are used and useful in providing service to a utility’s
customers. Assets that are still undergoing construction clearly are not used in providing
service to customers during the construction period. Because of this, the ratemaking
process in most jurisdictions excludes CWIP from rate base, requiring that assets be
classified as used and useful in serving customers prior to earning a return on those assets
being recovered from ratepayers. Therefore, as a general regulatory principle, CWIP
should be excluded from rate base and from costs being charged to customers until such

time as it is providing service to those customers.
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However, it is my understanding that the Commission has consistently allowed the
inclusion of non-interest-bearing CWIP projects for electric utilities in rate base. This
understanding was affirmed in the Commission’s Order No. PSC-12-0179-FOF-EI in the
recent Gulf Power Company general rate case proceeding, issued April 3, 2012. In that
order, at page 20, the Commission reaffirmed that: “...the inclusion of CWIP (not
eligible for AFUDC) in rate base is consistent with our practice.” In acknowledgement
of the Commission’s practice and its recent affirmation thereof, 1 have not removed the
non-interest-bearing  CWIP from rate base for purposes of determining OPC’s
recommended revenue requirement in this case. However, the fact that the removal has
not been reflected in OPC’s revenue requirement calculations in this case should not be
interpreted to mean that OPC’s position on this issue has changed, or that OPC will not

pursue this important policy issue in future proceedings.

ARE YOU RECOMMENDING ANY REVISIONS TO THE AMOUNT OF NON-
INTEREST-BEARING CWIP INCLUDED IN TEST YEAR RATE BASE IN
FPL’S FILING?

Yes, a correction needs to be made to the amount of CWIP remaining in test year rate
base in FPL’s filing. In response to Staff’s 3™ Set of Interrogatories, Interrogatory 88,
Attachment No. 1, FPL indicated that the adjusted, 13-month average CWIP balance for
the 2013 test year includes $4,685,000 on a total Company basis related to the Riviera
Modernization Project that is eligible for AFUDC treatment. In the attachment, FPL
agrees with OPC’s position that the $4,685,000 should be removed from rate base in this
case. Because of this, I removed the $4,685,000 ($4,234,000 jurisdictional) from CWIP

on Exhibit DR-2, Schedule B-1, page 2.
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Advanced Metering Infrastructure — Smart Meters

IN ITS PRIOR RATE CASE, FPL PROJECTED SIGNIFICANT INVESTMENTS
IN SMART METERS FROM 2009 TO 2013 AS PART OF ITS ADVANCED
METERING INFRASTRUCTURE (AMI) PROJECT. HOW MUCH CAPITAL
INVESTMENT HAS FPL PROJECTED IN THIS CASE FOR THE
IMPLEMENTATION OF SMART METERS, AND HOW DOLS THE LEVEL IN
THE CURRENT CASE COMPARE TO THE AMOUNT PROJECTED IN THE
PRIOR CASE?

On a net basis, the total dollar amount is fairly consistent; however, the timing of the
capital additions has been accelerated compared to the prior case. The table below
presents a comparison of the capital costs by year, as well as the annual amounts and total
amount: 1) from FPL’s last general rate case (as identified at page 95 of the
Commission’s Order No. PSC-10-0153-FOF-EI); 2) amounts incorporated in the

Company’s filing in the current case; and 3) FPL's best current estimate.’

(Amounts n Millions) 2009 2010 2011 2012 2013 5 Yr Total
Capital Costs, Prior Case 5 437|% 1685 (8% 158.7 | § 151.5 (% 1225|835 644.9
Capital Costs, Current Case $§ 328(% 161.7|% 1875|% 1912 | $ 705 1% 643.7
Capital Cost, Current Estimate [ $ 328 |$ 161.7|§ 18758 2059 | % 5608 643.9

17
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While these expenditures lagged in 2009 and 2010, it appears that they were greatly

accelerated in 2011 and 2012.

HOW MUCH IS INCLUDED IN PLANT IN SERVICE AND ACCUMULATED

DEPRECIATION FOR SMART METERS IN THE COMPANY’S FILING?

® Amounts from current filing and current best estimate provided by FPL in response to OPC’s 9" Set of
Interrogatories, Interrogatory No. 173.
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On a 13-month average test year basis, MFR Schedule B-7, at page 4, shows
$439,587,000 for AMI Meters in plant in service. However, in response to OPC’s 6" Set
of Interrogatories, Interrogatory No. 128, the Company indicated that a credit of $115
million was reflected in the AMI Meters line item amounts on MFR Schedule B-7, and
that this credit should have been reflected for other plant accounts included on the
schedule and not on the AMI Meter account. Thus, the amount included in the average
test year plant in service for AMI Meters is $554,587,000 ($439,587,000 +

$115,000,000).

On a 13-month average test year basis, Company MFR Schedule B-9, at page 4, shows
$77,097,000 for AMI Meters in accumulated depreciation. The schedule also shows the
depreciation accrued in 2013 (i.e., the 2013 depreciation expense) on the smart meters as

$28,670,000.

DOES THE INCLUSION OF THE SMART METERS IN RATE BASE HAVE A
SIGNIFICANT IMPACT ON RATES CHARGED TO FPL’S CUSTOMERS IN
FLORIDA?

Yes, it does. In my opinion, it is important for the Commission to consider the total
financial impact of FPL’s smart meter program on FPL customer rates. Below, I present
a table showing the estimated impact on revenue requirements for the smart meter capital
costs included in the 2013 test year in this case. This table is based on FPL’s requested
rate of return in this case, and does not include the impact of deferred income taxes.
While not exact, this table provides a reasonable estimate of the capital cost impact of the

smart meter program.-

18
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AMI Meter Plant n Service
AMI Meter Accumulated Depreciation
Net Plant in Service

Rate of Return, per FPL
Required Return (3 x 4)

Income tax effect (6 x ~.38575)
Interest Synch [(3) x 1.71% x (-.38575)]
Total NOT Requirements

NOI Multiplier

Revenue Requirement (9 x 10)

$ 554,587,000
$  (77,097,000)
$ 477,490,000
7.0%

$ 33,424,300
$ 28,670,000
$ (11,059,453)
$  (3,149,679)
$ 47,885,168
1.6319

$ 78,143,806

2774

It is important to note that the $78.14 million impact presented above does not include the

Q&M (operation and maintenance) costs included in the filing for smart meters.

IN THE PRIOR CASE, FPL PROJECTED COST SAVINGS THAT WOULD

RAMP UP AS THE SMART METERS ARE IMPLEMENTED.

WOULD YOU

PLEASE DISCUSS THE INFORMATION PRESENTED TO THE COMMISSION

IN THE LAST CASE WITH REGARDS TO NET COST SAVINGS?

Yes. Commission Order No. PSC-10-0153-FOF-EI provided a table at page 95 showing

projected O&M expenses, cost savings and net O&M expense resulting from the

implementation of smart meters for each year, 2009 through 2013. These amounts are

presented in the table below:

(Amounts in Thousands) 2009 2010 2011 2012 2013

O&M Expense $ 227438 6,883|% 7819|% 11,882 | $ 10,458
O&M Savings $ (167) % (418)| % (4,700)| $ (18,203)] $ (30,401)
Net O&M $ 2,107[|§ 6465(% 3,119(9% 6,321)[ §  (19,943)

As shown in the above table, FPL projected net O&M costs for the first three years in the

prior rate case, with annual net savings beginning in 2012. By 2013 (the test year in this

case), FPL projected net O&M savings of $19,943,000.
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HAS FPL REFLECTED $19,943,000 OF SMART METER NET COST SAVINGS
IN THE CURRENT CASE?
No. In discovery, FPL was asked to provide an updated version of the table appearing at
page 95 of the Commission’s Order PSC-10-0153-FOF-EI (see OPC’s 9™ Set of
Interrogatories, Interrogatory No. 173). This interrogatory requested that FPL include the
amounts incorporated in the Company’s filing in this case on the updated table. The
information provided by FPL in response shows that the O&M expense associated with

the smart meters in the test year exceeds the savings by $3,744,000.

Also, FPL has projected $20,739,000 of O&M expense in 2013, which is $10.3 million
higher than the estimated 2013 expenses presented to the Commission in the prior rate
case. For the same period, FPL has projected savings of $16,996,000, which is $13.4
million less than what was previously presented to the Commission. The table below
shows the O&M expenses, cost savings and the net O&M expense presented by FPL in

its response to OPC Interrogatory No. 173.

(Amounts in Thousands) | 2009 2010 2011 2012 2013

O&M Expense $ 1,662|$ 7.421[$ 13,705|$ 18,161 |% 20,739
O&M Savings $ A7) (@493 G179 (9,125]$  (16,996)
Net 0&M $ 148 (% 69723 10,526[$ 9,036 [$ 3,743

The table below provides a comparison of the net cost savings that FPL presented to the
Commission in the prior rate case and what the Company has presented in the current rate

case.
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(Amounts in Millions) 2009 2010 2011 2012 2013

Net O&M, Current Case $ 1489 |% 6972 |% 10,526 |9 9,036 | $

Net O&M, Prior Case $ 2,107 |% 6,465|8% 3,119 % (6,321)| §  (19,943)

Variance - (favorable)/unfav. | $§ (618)| $ 507 | $ 7,407 | $ 15,357 | § 23,686

WHAT IS THE OVERALL IMPACT OF THE SMART METERS ON THE
REVENUE REQUIREMENTS PRESENTED BY FPL IN THIS CASE?

Based on FPL’s requested rate of return, the estimated impact of the capital costs already
presented, and the net O&M expenses of $3.7 million, smart meters have.an impact of
approximately $82 million on FPL’s requested revenue requirements. Also, there are
some incremental revenues incorporated in FPL’s filing as a result of better theft
detection from the meter implementation and additional deferred income tax amounts that
offset some of the revenue requirements. However, the additional revenues and deferred
income tax benefits would not come close to making up for the $82 million identified

above.

SHOULD THE NET O&M EXPENSE OF $3.7 MILLION BE FACTORED INTO
BASE RATES?

No. What is being requested in this case with regard to the smart meters is grossly unfair
to FPL’s customers. I recommend that the net O&M expense of $3,744,000 in the filing
be removed. This O&M adjustment is presented on Exhibit No. DR-2, Schedule C-1,
page 2 of 2. It is bad enough for ratepayers that the capital expenditures associated with
the implementation of the smart meter program is having such a significant impact on

revenue requirements in this case. Ratepayers should not be expected to fund any net
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O&M expenses that exceed 2013 savings as part of base rates, particularly when FPL

projects that savings will begin to be realized in 2014 and continue to grow after 2014.

WHAT LEVEL OF ADDITIONAL SMART METER COST SAVINGS DOES IFPL
PROJECT BEYOND THE 2013 TEST YEAR?

FPL’s response to Staff’s 4™ Set of Interrogatories, Interrogatory No. 146, shows that
FPL projects net O&M cost savings of $12.9 million in 2014 and $27.6 million in 2015.
The response shows that the projected O&M costs will decline from the $20.4 million
incorporated in the filing for 2013 to $13.6 million by 2015. The annual O&M savings
are projected to increase from the $16.5 million of savings incorporated in the filing for
2013 to $41.2 million by 2015. Thus, while FPL has projected a net O&M cost of $3.9
million in the test year, it is projecting annual net O&M savings of $27.6 million by

2015.

Additionally, the net plant balance for the smart meters will decline each year as the
smart meters are depreciated, thus reducing the amount of rate base associated with the
smart meters in future periods. Once the full impact of the smart meter project is
included in base rates as a result of this case, FPL will begin to benefit the very next year
as the cost savings begin to be realized and eventually escalate as the net plant balance

declines.

DO YOU RECOMMEND NET COST SAVINGS BE FACTORED INTO BASE
RATES TO BE SET IN THIS CASE?

Yes. 1 recommend for purposes of setting base rates that FPL be held to the net O&M
savings projection for 2013 identified at pages 95 and 96 of Order No. PSC-10-0153-
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FOF-EI. This would result in net O&M savings of $19,943,000, which I have included
on Exhibit DR-2, Schedule C-1, page 2 of 2. It would be grossly unfair to require
ratepayers to fund the full capital costs associated with the smart meter implementation in
base rates yet receive none of the net savings that will result. This is especially the case,
given the projections upon which the Commission predicated its approval of the AMI
deployment. Inclusion of the $19,943,000 of net cost savings is still less than the full
annual net cost savings that FPL projects will ultimately result from the smart meter

implementation.

Generation Overhaul Expense

ARE YOU AWARE OF ANY COST PROJECTIONS INCORPORATED IN THE
TEST YEAR THAT ARE NOT REPRESENTATIVE OF A NORMAL ANNUAL
COST LEVEL?

Yes. FPL is projecting a significant increase in generation overhaul expense in the 2013
test year. Based on the workpapers provided by FPL in response to OPC’s Second
Request for Production of Documents, POD 12, at Bates Stamp OPC 294683, test year
expenses include $15,034,000 for steam generation overhauls and $53,309,000 for other
generation plant overhauls. These amounts are broken out on a unit by unit basis in the
workpapers. In addition to the projected costs on per unit basis is $1,265,000 of “Central
Maintenance™ expense associated with overhauls. The workpaper also shows that the test
year total generation overhaul expenses of $69,609,000 exceeds the 2013 benchmark by
$11,718,000, with the steam generation overhauls $18.8 million below the benchmark,

while other generation overhauls $30.2 million above the benchmark.
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Some of the variance to benchmark is explained by the retirement of several steam
generation facilities and the addition of the combined cycle units. However, the
projected test year overhaul expense is still significantly higher than the projected 2012
expense due largely to the timing of planned overhauls. The response to SFHHAs First
Set of Interrogatories, Interrogatory 87, indicates that the company has “...identified a
higher level of planned maintenance (overhaul) work for the combined cycle fleet in

2013, increasing planned maintenance costs over 2012 by $17.4 million.”

Generation facilities are not overhauled on an annual basis. Additionally, the amount of
overhaul expense incurred varies depending on the type of overhaul and the type of work
needed during the overhaul. For example, the response to Staff’s 7" Set of
Interrogatories, Interrogatory 284, indicates that combined cycle unit outages are
scheduled based on the life of combustion turbine parts. This response indicates that
most of the General Electric 7FA combustion turbine units have 24,000-hour combustion
parts requiring a Hot Gas Path outage in three years. The response also indicates that at

year 6, additional work is done with a Major Inspection.

Test year generation overhaul expenses are significantly higher than a normalized cost
level. The changes to base rates resulting from this case will likely be in effect longer
than a one-year period. Thus, in setting rates, the costs should be based on a normalized

cost level.

HOW DO YOU RECOMMEND A NORMALIZED COST LEVEL BE

DETERMINED?
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| recommend that the normalized costs to be included in rates be based on a four-year
average cost level. Given the retirement of several steam units and the addition of several
other production plants in recent years, 1 recommend the four-year average be based on

the actual costs for 2010 and 2011 and FPL’s projected costs for 2012 and 2013.

HAS FPL PROVIDED THE INFORMATION NEEDED TO CALCULATE A
NORMALIZED COST LEVEL?

Yes. In response to OPC’s 14" Set of Interrogatories, Interrogatories 264 through 267,
FPL provided the actual 2010 and 2011 as well as the projected 2012 and 2013

generation overhaul expenses on unit-by-unit basis.

DO ANY REVISIONS NEED TO BE MADE TO THE ACTUAL OR PROJECTED
COSTS PRIOR TO DETERMINING THE 4-YEAR AVERAGE NORMALIZED
COST LEVEL?

Yes, several specific adjustments need to be made. First, the actual steam plant overhaul
expenses for the Port Everglades Units need to be removed from the 2010 and 2011
amounts as these units will be retired January 2013. The modernized Port Everglades

combined cycle units are not projected to go into service until mid-2016.

The response to OPC Interrogatory 264 includes $862,000 for overhaul expense for the
Cape Canaveral Modernized Unit. Since the Canaveral costs are removed from the
January 2013 Base Rate Change calculations by FPL, 1 have removed the costs in
determining the four-year normalized cost level. However, FPL will still recover costs
associated with Canaveral overhaul expenses as the Canaveral Step Increase request

includes $3 million for maintenance expense in Account 553.
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The final adjustment is for the West County Unit 3. There was no overhaul expense
associated with the new unit in 2010 and 2011. For purposes of normalizing the costs, [
increased the 2010 and 2011 other production plant overhaul expenses by the average

2012 and 2013 projected costs for overhauls of this unit.

WHAT ADJUSTMENT DO YOU RECOMMEND TO NORMALIZE TEST YEAR
OVERHAUL EXPENSE?

My recommended adjustment is presented on Exhibit No. DR-2, Schedule C-3. As
shown on the schedule, the adjustment is based on the average of the actual 2010 and
2011 as well as the projected 2012 and 2013 generation overhaul expenses, adjusted for
the items identified above. Consistent with the FPSC benchmarking analysis
methodology, 1 inflated the costs to 2013 levels based on the CPI-U compound
multiplier. As shown on the schedule, FPL’s projected test year generation overhaul
expenses specific to the generation units should be reduced by $9,177,000. This allows
for the non-unit specific costs incorporated in FPL’s filing (i.e,, the “Central

Maintenance” expenses), as well as a normalized cost level for the unit specific costs.

Rate Case Expense

PLEASE EXPLAIN THE COMPANY’S ADJUSTMENT TO RATE CASE
EXPENSE.

As discussed in the direct testimony of Company witness Kim Ousdahl, FPL has
estimated rate case expenses totaling $5,515,000, which it proposes to amortize over a
four-year period beginning in 2013. In the workpapers provided in response to OPC
POD 12, at Bates Stamp No. OPC296520, FPL provided the breakdown of its projected

$5.5 million of rate case expense for this case. These workpapers, included with this
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] testimony as Exhibit No. DR-6, provide a breakdown of the estimated cost into the

2 following categories: (1) FPL Salaries & Wages - $287,600; (2) Payroll Overhead
3 Allocations - $60,000; (3) Employee Related - $601,450; (4) Contractor & Professional -
4 $4,233,700; (5) Equipment & M&S - $14,700; and (6) Office & Facilities Administration
5 - $317,550.
6
7 Using the four-year amortization period, FPL proposes to include $1,378,750 for test year
8 rate case expense amortization. In addition, as shown on MFR Schedule B-2, page 4 of
9 9, at line 27,.FPL proposes to include the 13-month average unamortized balance of rate
10 case expense associated with this proceeding of $4.826 million in the working capital
11 component of rate base.
12

13 Q. DO YOU AGREE THAT THE COMPANY’S PROJECTED RATE CASE

14 EXPENSE OF $5.5 MILLION IS REASONABLE OR SUPPORTED?

15 A No. There are several costs included in the Company’s projected rate case expense that
16 should be removed. Also, there are other costs that appear significantly overstated and/or
17 unsupported.

18

19 Q. COULD YOU PLEASE DISCUSS WHAT COSTS APPEAR TO BE

20 SIGNIFICANTLY OVERSTATED?
21 A. As an example, there are many costs included by FPL in the “Employee Related”
22 category that are excessive. FPL’s workpaper, provided as Exhibit No. DR-6, provides a
23 breakdown of the total Employee Related costs of $601,450, which is provided in the
24 table below.

27

FLORIDA PUBLIC SERVICE COMMISSION




13

14

15

16

17

18

19

2783

Total

Description Es timate
Vehicle - Contract 3 4,800
Books, Subscriptions (Lexus/Nexus) $ 6,500
Hotels/Lodging, $ 253,500
Business Meals $ 155500
Airline Travel $ 92300
Vehicle - Car Rental § 28650
Travel Expenses $ 18200
Vehicle - Occasional $ 41,600

$ 601450

Of these employee related amounts, the estimates for Hotels/Lodging, Business Meals
and Airline Travel throughout this proceeding, especially during the hearing phase,

appear to be particularly excessive.

WHY DO YOU BELIEVE THAT FPL'S ESTIMATES FOR LODGING,
BUSINESS MEALS AND AIRLINE TRAVEL EXPENSES ARE EXCESSIVE?

From the total amounts identified above for lodging and business meals, FPL allocated
$73,000 and $30,000, respectively, for each month from August through October 2012.
With respect to airline travel, FPL allocated $29,000 for both August and September and
$15,000 for October. The Company's rate case expense workpaper defines this period as
either "Technical Hearings" (August) or "Staff Recommendation-Commission Vote-
Prepare to Implement Rates" (September and October). These amounts are excessive for
a few reasons. First, the hearings for this proceeding are scheduled for August 20-24 and
August 27-31, 2012, with the post-hearing briefs due to be filed by the parties on
September 14, 2012. For the Company to presume that for each month, August through
October, it will incur lodging and business meal costs of $73,000 and $30,000, as well as
airline travel expenses of $58,000 in August and September and $15,000 in October is

not reasonable.
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Additionally, as shown in the table below, the Company's rate case expense workpaper
also includes estimates for Employee Related expenses totaling $22,450, which FPL
estimated will be incurred from January through December 2013,” long after the hearings
in this proceeding have occurred and after the new base rates resulting from this

proceeding take effect.

Implementation & Followlp

. Jonuwry Felrwary DMarch  April May Jure | July  August Scptember October (N ber December

Description 2013 2013 2013 2013 2013 2013 : 2013 2013 2013 201 2013 2013

Vehicle - Contract S 1os - s$ - § - § - § - s - § - § - s - s - s - s
Books. Subscriptions {Lexus/Neas) § 500§ - s - s - s - s - S - s - s - s - s - s - S
Hotels/Lodging $ G0 S 500 S 40 S 300 S 2208 100S 100§ 100§ 10085 j00S 1008 3J00S
Busincss Meals S 1000 S JO00 S IOOG S 200 S 200 S 100 S 100 S 100 § 00 S 00 § 300 S 100 S
Airdine Travel $ 3000 S1000 S 1000 § 500 S S0 S 200 § 200 § 200 § 20 S 200 S 200 § 200 S
Vehicle - Car Rental S S0 S 300 S 300 5 2W0.S 16 S 50§ 508 50 S 6 S 58S 5 S 5S
Travet Expenses $ 300 S 300 S 300 S 200.§ 100 S 00 S 100 S 100§ 00 S 100 S 00 S 100 S
Vehicle - Oceasional $ 1700 § 50 S 500 S 400 S 300 S 200 S 200 S 200 S 200 S )00 S 100 S 100 S

7S 7300°S 3600 'S 3500'S 1800 'S 1400 'S 750°S 750°S 750 'S 750'S 650 'S 650 'S 650 S 22450

Q. OTHER THAN THE COSTS IDENTIFIED ABOVE, ARE THERE ANY

10

11

12

ADDITIONAL 2013 COSTS IN FPL’S RATE CASE EXPENSE ESTIMATES?

Yes. In addition to the 2013 estimated Employee Related category of rate case expenses,

FPL has also included 2013 related rate case expense under the following categories:

2013
Description Estimate
Outside Legal Fees $ 20,100
Contractor & Professional $ 2400
Equipment and M&S & 600
Office & Facilities Administration  $ 11,800
$ 34.900

13
14

15

16

17

FPL has neither demonstrated why it expects to incur expenses related to this proceeding

during 2013 (in some cases more than a year after the filing of the post-hearing briefs),

nor explained why costs incurred after this case is fully processed and the new rates are in

effect should be allowed for inclusion in rate case expense as a regulatory asset to be

’ The rate case expense workpaper describes the period January through December 2013 as “Implementation &
Follow-up™.

29

FLORIDA PUBLIC SERVICE COMMISSION




14

15

16

17

18

19

20
21
22
23
24
25
26
27

2785

amortized in rates. In any event, the projected 2013 costs should not be included in FPL's

projected rate case expense.

YOU STATED THAT THERE ARE OTHER CATEGORIES INCLUDED IN THE
COMPANY'S ESTIMATE FOR RATE CASE EXPENSE THAT SHOULD BE
ADJUSTED AND/OR REMOVED. PLEASE ELABORATE.

As indicated previously, FPL has included $287,600 for “FPL Salaries & Wages”. This
category includes current fiscal year costs such as overtime, overtime meals and
regulatory affairs labor costs. Because FPL’s labor costs are already included in current
base rates, these expenses would also need to be considered in the calculation of the
amount of depreciation reserve sufficiency that will be amortized in 2012. Therefore, it
is inappropriate to also include these labor costs as part of the rate case expense to be

recovered from ratepayers in future periods.

HAS THE COMMISSION PREVIOUSLY DISALLOWED THE INCLUSION OF

INTERNAL LABOR COSTS IN RATE CASE EXPENSE?

Yes. In Order No. PSC-10-0153-FOF-EI (dated March 17, 2010), which was issued

pursuant to FPL's last rate case in Docket No. 080677-EIl, the Commission stated the

following with respect to FPL including overtime labor in its projected rate case expense:
FPL included $450,000 for overtime and/or bonuses for salaried
employees in its original total rate case expense filing. We have
historically disallowed recovery of additional pay or bonuses as part of
rate case expense. In Order No. PSC-08-0327-FOF-EI, we stated
"Salaried Overtime Pay for Extraordinary Work Load" shall be disallowed
because these employees and managers are paid a salary, not an hourly

wage. Salaried employees are usually expected to work the hours required
to complete their job duties without extra compensation.
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ARE THERE OTHER CATEGORIES OF COSTS THAT APPEAR TO BE
OVERPROJECTED OR UNSUPPORTED?

Yes. For example, projected rate case expense includes $444,200 for Temporary Payroll,
$942,000 for data processing costs, $242,500 for non-professional outside services,
$41,000 for Security costs, $183,500 for “Company Forms” and $2,075,000 for

professional services.

Several of the cost estimates included in the Professional Services category appear to be
either excessive or questionable. For example, $475,000 was included for “Direct: John
Reed, Concentric Energy, Benchmarking”. The Company also included $278,000 for
“Direct: Steven Harris, EQECAT, Storm Reserve,” yet no direct testimony was filed by
either Mr. Harris or EQECAT. In addition, the Company has included costs for
additional rebuttal witnesses totaling $839,500. Interestingly, FPL projected that it would
begin to incur these costs in March 2012, which is several months prior to the intervenor
testimony filing deadline of July 2, 2012. In fact, over half of the projected rebuttal
witness costs, or $471,200, was projected to be incurred from March 2012 — June 2012,

well before the intervenor filing date of July 2, 2012.

WHAT IS YOUR RECOMMENDED AMOUNT TO BE ALLOWED FOR RATE
CASE EXPENSE IN THIS CASE?

My recommended adjustment is presented on Exhibit No. DR-2, Schedule C-2. Because
several of the projected costs are inappropriate for inclusion in rate case expense, and
other costs appear excessive, | recommend that the costs in this case be limited to the
amount of rate case expense allowed by the Commission in FPL’s prior rate case,

adjusted for inflation. In FPL’s prior rate case, Order No. PSC-10-0153-FOF-EI, the
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Commission authorized a rate case expense recovery of $3,207,000. 1 escalated the
allowed level from the prior docket using the O&M multiplier for CPI® of 1.072066 to
the 2013 test year to determine the recommended amount of rate case expense. As shown
on Exhibit DR-2, Schedule C-2, this adjustment results in an overall rate case expense of
$3,438,116, or $2,076,884 less than the Company's requested amount of $5,515,000. The
annual amortization of these costs, using FPL's proposed four-year amortization period, is
$859,529, or $519,221 less than the amount proposed by FPL. Thus, test year

amortization expense should be reduced by $519,221.

Unamortized Rate Case Expense

HAS THE COMPANY INCLUDED THE PROJECTED TEST YEAR BALANCE
OF UNAMORTIZED RATE CASE EXPENSE IN ITS WORKING CAPITAL
REQUEST IN THIS CASE?

Yes. As noted above, the working capital component of rate base for the 2013 test year
includes $4.826 million for FPL’s projected unamortized rate case expense associated

with this case.

SHOULD FPL BE PERMITTED TO INCREASE RATE BASE FOR THE
UNAMORTIZED RATE CASE EXPENSE BALANCE?

No, it should not. The Commission has consistently disallowed the inclusion of
unamortized rate case expense in working capital. This long-standing Commission
policy was recently reaffirmed in Commission Order No. PSC-10-0131-FOF-EI]
involving Progress Energy Florida. At pages 71 to 72 of that Order, the Commission

stated the following with regard to unamortized rate case expense:

# See MFR Schedule C-40 from FPL's filing.
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We have a long-standing policy in electric and gas rate cases of excluding
unamortized rate expense from working capital, as demonstrated in a
number of prior cases. The rationale for this position was that ratepayers
and shareholders should share the cost of a rate case: i.e., the cost of the
rate case would be included in the O&M expenses, but the unamortized
portion would be removed from working capital. It espouses the belief
that customers should not be required to pay a return on funds expended to
increase their rates.

While this is the approach that has been used in electric and gas cases,
water and wastewater cases have included unamortized rate case expense
in working capital. The difference stems from a statutory requirement that
water and wastewater rates be reduced at the end of the amortization
period (Section 367.0816,F.S.). While unamortized rate case expense is
not allowed to earn a return in working capital for electric and gas
companies, it is offset by the fact that rates are not reduced after the
amortization period ends.

We agree with the long-standing policy that the cost of the rate case
should be shared, and therefore find that the unamortized rate case
expense amount of $2,787,000 shall be removed from working capital.

2788

In a footnote on page 71 of the Order, the Commission identified the following cases that

confirm and validate its long-standing policy of excluding the unamortized rate case

expense from working capital in electric and gas cases:

Order No. 23573, issued October 3, 1990, in Docket No. 891345-E1, In re:
Application of Gulf Power Company for a rate increase; Order No. PSC-
09-0283-FOF-EI, issued April 30, 2009; in Docket No. 08317-EI, In re:
Petition for rate increase by Tampa Electric Company; Order No. PSC-09-
0375-PAA-GU, issued May 27, 2009, in Docket No. PSC-09-0375-PAA-
GU, In re: Petition for rate increase by Florida Public Utilities Company.

In addition, in Order No. PSC-10-0153-FOF-EI (dated March 17, 2010), which was

issued pursuant to FPL’s last rate case in Docket No. 080677-EI, the Commission stated

in part:

We do not agree with the Company that the unamortized balance of rate
case expense should be included in rate base. Historically, the
unamortized balance of rate case expense has been excluded from rate
base to reflect a sharing of the rate case cost between the ratepayers and
the shareholders. Rate case expenses are recovered from ratepayers
through the amortization process as a cost of doing business in a regulated
environment. However, the unamortized balance of rate case expense has
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been excluded from rate base to reflect that an increase in rates is a benefit
to the shareholders.
Later, this policy was also affirmed in Commission Order No. PSC-12-0179-FOF-El
(dated April 3, 2012) involving Gulf Power Company, where the Commission stated at
pages 30 and 31:
...We have a long-standing practice in electric and gas rate cases of
excluding unamortized rate case expense from working capital, as
demonstrated in a number of prior cases. The rationale for this position is
that ratepayers and shareholders should share the cost of a rate case; i.e.,
the cost of the rate case would be included in O&M expense, but the
unamortized portion would be removed from working capital. This
practice underscores the belief that customers should not be required to
pay a return on funds spent to increase their rates.
...For the foregoing reasons, we find that the unamortized rate case
expense of $2,450,000 shall be removed from working capital consistent
with our long standing practice.

In a footnote on page 30 of the Gulf Power Order, the Commission identified the same

cases referenced in the footnote of the Progress Energy Florida Order discussed above.

DO YOU RECOMMEND THAT THE UNAMORTIZED RATE CASE EXPENSE
BE EXCLUDED FROM RATE BASE IN THIS CASE?

Yes, [ recommend that the Commission continue to follow its long-standing policy in
electric cases of not allowing inclusion of the unamortized rate case expense in rate base.
Consistent with the Commission’s findings in the most recent Progress Energy Florida
base rate case, the Gulf Power Company base rate case, and FPL's last rate case, it would
be unfair for customers to pay a return on the costs incurred by the Company in this case
when these are being used to increase customer rates. On Exhibit No. DR-2, Schedule B-
1, page 2, 1 have removed the full amount of the unamortized balance of rate case
expense from working capital in this case, thus reducing rate base by $4.826 million.
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Income Tax Expense

HAVE YOU ADJUSTED INCOME TAX EXPENSE TO REFLECT THE IMPACT
OF THE ADJUSTMENTS SPONSORED BY CITIZENS’ WITNESSES TO NET
OPERATING INCOME?

Yes. On Exhibit No. DR-2, Schedule C-4, I calculate the impact of federal and state
income tax expenses resulting from the recommended adjustments to operating expenses.
The result is carried forward to the Net Operating Income Summary on Exhibit No. DR-

2, Schedule C-1, page 2.

Interest Synchronization

WHAT IS THE PURPOSE OF YOUR INTEREST SYNCHRONIZATION
ADJUSTMENT ON EXHIBIT NO. DR-2, SCHEDULE C-5?

The interest synchronization adjustment allows the adjusted rate base and cost of debt to
coincide with the income tax calculation. Since interest expense is deductible for income
tax purposes, any revisions to the rate base or to the weighted cost of debt will impact the
test year income tax expense. OPC’s proposed rate base and weighted cost of debt differ
from the Company’s proposed amounts. Thus, OPC’s recommended interest deduction
for determining the 2013 test year income tax expense will differ from the interest
deduction used by FPL in its filing. Consequently, OPC’s recommended debt ratio
increase in this case will lead to a greater interest deduction in the income tax calculation,

which would in tumn result in a reduction to income tax expense.

CANAVERAL MODERNIZATION PROJECT STEP INCREASE

COULD YOU PLEASE BRIEFLY DESCRIBE FPL’S REQUEST AS IT
PERTAINS TO THE CANAVERAL MODERNIZATION PROJECT?
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FPL projects that the Cape Canaveral Modernization Project will be completed and
placed into service in mid-2013. FPL removed the impacts of this project from the 2013
test year in its base rate increase calculations that would be effective on January 2, 2013.
Rather, FPL is requesting that the project be included in a Step Increase that would go
into effect when the project is placed into service and begins serving customers, which
was projected to be in June 2013 at the time of FPL’s original filing. The purpose of
removing the project from the 2013 test year and to instead treat it as a step increase in
base rates is so that base rates will reflect an annual level of the Canaveral Modernization
Project costs, Beginning with the date the project is used to serve FPL customers. Thus,
instead of recovering the costs associated with the Canaveral Modernization Project
throughout 2013 and in subsequent years based on the average test year approach,
recovery of the project costs would begin after project completion based on an annualized

cost level.

FPL provided the calculation of the requested Canaveral Modernization Project Step
Increase in a separate set of MFRs that are specific to the project. These MFRs show a
projected annualized rate base of $821,325,000, a requested 9.06% overall rate of return
applied to the rate base, and a projected net operating income (loss) associated with the
project of ($32,092,000). Altogether, these amounts result in FPL’s projected first year
annualized revenue requirement for the Canaveral Modernization Project of

$173,851,000.

ARE YOU RECOMMENDING ANY REVISIONS TO THE AMOUNT OF
CANAVERAL MODERNIZATION PROJECT STEP INCREASE REQUESTED

BY FPL?
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Yes, I am recommending several adjustments. First, I recommend that the rate of return
the Commission will apply to the project rate base be based on OPC's overall
recommended rate of return. Next, 1 recommend that the projected amount of rate base
and operating costs associated with the project be updated based on more recent
forecasts.  Additionally, 1 recommend that the start-up costs included in FPL's
projections be removed so that base rates established at the time of the proposed step

increase are based on normalized costs and exclude one-time non-recurring charges.

HAVE YOU PREPARED AN EXHIBIT PRESENTING OPC’S RECOMMENDED
REVENUE REQUIREMENT AS IT PERTAINS TO THE CANAVERAL
MODERNIZATION PROJECT STEP INCREASE TO BASE RATES?

Yes. I have prepared Exhibit No. DR-3, consisting of Schedules A-1, B-1 — B-2, and C-1
- C-3. Each of these schedules is specific to the calculation of OPC’s primary revenue

requirement calculation for the Canaveral Step Increase.

IN CALCULATING THE REVENUE REQUIREMENT FOR THE CANAVERAL
STEP INCREASE, DID YOU USE THE COMPANY’S PROPOSED RATE OF
RETURN?

No, I did not. In calculating the revenue requirement for the Canaveral Step Increase, the
Company based the calculation of the increase on an overall rate of return of 9.06%. The
determination of this 9.06% overall rate of return was based on the following
hypothetical capital ratio for the Canaveral Modernization Project: 39.03% for long-term
debt, 60.97% for equity, a 5.26% rate for long-term debt and a 11.50% rate of return on
equity. In my opinion, it is not appropriate to use a different capital structure and overall

rate of return to calculate the revenue requirement associated with FPL’s requested step
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increase than the appropriate capital structure and overall rate of return for the January
2013 Base Rate Change. Thus, as shown on Exhibit No. DR-3, Schedule A-1, OPC’s
primary recommendation for FPL’s requested Canaveral Step Increase is calculated based

on OPC’s recommended overall rate of return of 5.56%.

DID FPL EXPLAIN WHY IT USED A DIFFERENT CAPITAL STRUCTURE
AND OVERALL RATE OF RETURN FOR THE CANAVERAL STEP
INCREASE CALCULATIONS?

A footnote at the bottom of MFR Schedule D-1a — Canaveral Step Increase states that
“The capital structure reflects incremental sources of capital consistent with the analysis

submitted in connection with its need determination proceeding.”

DOES THIS EXPLANATION SUPPORT THE USE OF A RATE OF RETURN
THAT DIFFERS FROM THE RATE OF RETURN TO BE USED FOR
CALCULATING THE JANUARY 2013 BASE RATE CHANGE?

No, it does not. Additionally, it is my understanding that the Commission has based prior
approved step increases associated with certain major capital projects on the authorized
overall rate of return found to be appropriate for determining the change to base rates in a

rate case proceeding.

A recent example of this can be found in Order No. PSC-12-0179-FOF-EI, issued April
3, 2012. That decision, at page 142, shows that the Commission applied its authorized
overall rate of return that it found appropriate for purposes of determining the base rate
increase for Gulf Power Company in its calculation of the January 2013 step increase

associated with the annualization of the Crist Units 6 & 7 turbine upgrade projects.
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Similarly, in Order No. PSC-09-0283-FOF-El, issued April 30, 2009, the Commission
applied its authorized overall rate of return it found appropriate for determining the base
rate increase for Tampa Electric Company in its calculation of the January 1, 2010 step
increase associated with five combustion turbine units being placed into service. This is

demonstrated at pages 138 and 139 of the Order, on Schedules 5 and 6.

YOU STATED THAT THE PROJECTED AMOUNT OF RATE BASE AND
OPERATING COSTS  ASSOCIATED WITH THE CANAVERAL
MODERNIZATION PROJECT SHOULD BE UPDATED BASED ON MORE
RECENT FORECASTS. PLEASE EXPLAIN.

OPC requested that FPL provide a complete copy of its current forecast for the
construction and other costs associated with the Canaveral Modemization Project. In
response to OPC’s 6™ Request for Production of Documents, POD 62, FPL provided
revised versions of many of the MFR Schedules that were specific to the Canaveral Step
Increase, as well as supporting workpapers. The revised MFR Schedule A-1 — Canaveral
Step Increase shows the revenue requirement for the step increase as $172,016,000,

which is $1,835,000 less than the Company's original filing amount of $173,851,000.

WHAT ADJUSTMENTS DID FPLL. MAKE TO RATE BASE THAT RESULTED
IN FPL'S REVISED REVENUE REQUIREMENT FOR THE CANAVERAL STEP
INCREASE?

The primary adjustment FPL made was to update its projected construction costs related
to Other Production. Specifically, in its original Canaveral step increase filing, FPL's
projected 13-month average balance of Other Production Plant for the period ended May

2014 totaled $963,790,000 on a total Company basis, as reflected on MFR Schedule B-8
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— Canaveral Step Increase. On the revised MFR Schedule B-8 — Canaveral Step Increase
(Bates Stamp No. OPC 300800), FPL’s 13-month average balance of Other Production
Plant for the same period was $953,430,000 on a total Company basis. Thus, the updated
projection of the Other Production Plant is $10,360,000 lower than the amount in the
original filing. This also impacted the accumulated depreciation and depreciation
expense in the case. Each of the rate base adjustments that needs to be made to reflect
the impact of FPL’s update to the Canaveral Modernization Project costs is presented on
Exhibit DR-3, Schedule B-2. As shown on line 8 of that schedule, the overall rate base

impact on of FPL’s update is a reduction of $9,782,000 on a total Company basis.

WHAT CHANGES DID FPL MAKE TO THE PROJECTED OPERATING
COSTS IN ITS UPDATED CANAVERAL STEP INCREASE CALCULATIONS?

FPL revised its projected Other Production related depreciation and amortization expense
and property tax expense to correspond with the updated Plant in Service. Specifically,
on a total Company basis, FPL's revised Other Production depreciation and amortization
expense is $31,494,000, which is $341,000 less than the original filing amount of
$31,835,000. Similarly, FPL's revised Property Tax Expense of $17,808,000 is $215,000
less than the as-filed amount of $18,023,000. Also, FPL’s revisions include the impacts
on income tax expense that resulted from these updates. The revisions to the various net

operating income components are presented on Exhibit DR-3, Schedule C-2.

DID FPL'S REVISED MFR SCHEDULES FOR THE CANAVERAL STEP
INCREASE INCLUDE ANY OTHER ADJUSTMENTS?

Yes. In addition to the rate base and operating expense revisions presented in Exhibit
DR-3, Schedules B-2 and C-2, FPL revised many of the jurisdictional separation factors
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that it used for rate base and operating costs in its original Canaveral Step Increase
calculations. [ did not include the revision to the jurisdictional allocation factors and left

them at the factors used in FPL’s filing.

PREVIOUSLY YOU INDICATED THAT YOU RECOMMEND REMOVAL OF
THE PROJECTED START-UP COSTS. WOULD YOU PLEASE ELABORATE?
Yes. FPL included projected non-fuel O&M expenses of $10.455 million in its
Canaveral Step Increase filing. The response to Staff’s 7" Set of Interrogatories,
Interrogatory 290, shows that $831,000 is included in the non-fuel O&M expenses for
start-up costs. The response to Staff Interrogatory 290 stated that "the start-up costs were
identified and quantified after the submission of the needs filing and inciuded in the
current proceeding.” In response to OPC’s 10" Set of Interrogatories, Interrogatory 206,
which asked why FPL included start-up costs in its projected non-fuel O&M expense
related to the Canaveral Step Increase, the Company stated, in part:

Traditionally, in the bidding process to assess the most cost-effective

option for new generating units, the fuel and non-fuel expenses associated

with producing this generation are not included in the project's O&M

budget proforma since these are non-recurring expenses. Rather, these

start-up expenses are budgeted for as part of the project's construction

costs. Once the start-up phase begins, native load sales during this period

are considered revenue to FPL and the associated expenses of producing

this generation are credited to the project cost and charged or debited as an

O&M expense to the plant. Hence, this is part of the 2013 O&M budget
for the Canaveral Modernization Project.

DO YOU AGREE THAT START-UP COSTS SHOULD BE INCLUDED IN THE
CALCULATION OF THE REVENUE REQUIREMENT ASSOCIATED WITH
FPL’S REQUESTED CANAVERAL STEP INCREASE?

No, I do not. The start-up costs that FPL projects to expense in the twelve-month period
ending May 31, 2014 are one-time, non-recurring expenses that should not be
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incorporated in the Canaveral Step Increase. As shown on Exhibit No. DR-3, Schedule
C-1, T have removed non-recurring start-up expenses of $831,000 on a total Company

basis and $816,000 on a jurisdictional basis.

ARE THERE ANY ADDITIONAL ADJUSTMENTS THAT NEED TO BE MADE
FOR PURPOSES OF CALCULATING THE REVENUE REQUIREMENT
ASSOCIATED WITH FPL’S REQUESTED CANAVERAL STEP INCREASE?

Yes. As addressed previously in this testimony, OPC’s recommended revision to the
capital structure results in the weighted cost of debt being higher than the amount
incorporated in the Company’s filing. This increase in the weighted cost of debt impacts
the calculation of the interest deduction in the income tax calculations (i.e., the interest
synchronization adjustment). On Exhibit No. DR-3, Schedule C-3, I provide the
calculation of the adjustment that needs to be made to FPL’s updated income tax expense
amount to reflect the impact of the interest synchronization adjustment, which reduces

the updated income tax expense by $104,000.

WHAT IS THE RESULTING REVENUE REQUIREMENT ASSOCIATED WITH
FPL’S REQUESTED CANAVERAL STEP INCREASE RECOMMENDED BY
THE OPC IN THIS CASE?

As shown on OPC Exhibit No. DR-3, Schedule A-1, OPC’s recommended adjustments
discussed above result in a Canaveral Step Increase for FPL of $121,486,000. This is
$52,365,000 less than the $173,851,000 Canaveral Step Increase requested by FPL in its
original filing. This calculation is based on OPC’s primary overall cost of capital of

5.56%.
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OVERALL FINANCIAL SUMMARY — ALTERNATIVE RECOMMENDATION

HAVE YOU CALCULATED AN ALTERNATIVE REVENUE REQUIREMENT
FOR FPL IN THE EVENT THE COMMISSION ADOPTS THE DEBT-TO-
EQUITY RATIO IN THE CAPITAL STRUCTURE REQUESTED BY FPL?

Yes. Exhibit No. DR-4, totaling four pages, shows the revisions that need to be made to
OPC’s primary recommendation for the January 2013 Base Rate Change presented in
Exhibit No. DR-2 if the Commission adopts the 2013 test year debt-to-equity ratio used
by FPL for its requested overall rate of return. As shown on page 1 of Exhibit No. DR-4,
if the Commission adopts FPL’s proposed debt-to-equity ratio, the revenue requirements
for the January 2013 Base Rate Change would result in a reduction of $184,396,000 to

FPL’s current base rates.

WHAT IS THE REVISED RATE OF RETURN RECOMMENDED BY OPC
UNDER THIS ALTERNATIVE SCENARIO?

The overall rate of return would increase from the OPC’s primary recommendation in
this case from 5.56%° to 5.62%. The calculation of OPC’s recommended rate of return
under this alternative scenario, as well as the resulting reconciliation of OPC’s

recommended rate base to the capital structure, is presented on Exhibit No. DR-4, page 2

of 4.

OPC witness Woolridge testifies that if the Commission accepts the debt-to-equity ratios
presented by FPL in this case, his original recommended rate of return on equity should

be reduced from his primary recommendation of 9.0% based on OPC’s proposed capital

® Calculation of the 5.56% Rate of Return shown in Exhibit No. DR-2, Schedule D
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structure to 8.50%. This recommended 8.50% rate of return on equity is included in the

calculations presented on Exhibit No. DR-4, page 2 of 4.

WHAT ADDITIONAL MODIFICATIONS NEED TO BE MADE TO OPC’S
RECOMMENDED REVENUE REQUIREMENT CALCULATIONS UNDER
THIS ALTERNATIVE SCENARIO?

The weighted cost of debt would change because of FPL’s proposed debt-to-equity ratio.
Since OPC has accepted the debt cost rates incorporated in FPL's capital structure
calculations, the weighted cost of debt to be applied to rate base to calculate the tax
deductible interest expense would be the same under this scenario. The only difference
between FPL and OPC with regard to the interest synchronization adjustment under this
scenario should be because OPC is recommending a lower rate base amount than FPL.
Exhibit No. DR-4, page 4 presents the interest synchronization calculation based on
OPC’s recommended rate base. The result of this calculation is carried forward to page 3
of Exhibit No. DR-4 to determine the impact on OPC’s recommended net operating

income resulting from the modification to the interest synchronization calculation.

HAVE YOU CALCULATED THE REVENUE REQUIREMENT ASSOCIATED
WITH FPL’S REQUESTED CANAVERAL STEP INCREASE THAT WOULD
RESULT IF THE COMMISSION ADOPTS THE DEBT-TO-EQUITY RATIO IN
THE CAPITAL STRUCTURE REQUESTED BY FPL?

Yes. Under this alternative scenario, and as shown on Exhibit No. DR-5, page 1 of 2, the
revenue requirement associated with FPL’s requested Canaveral Step Increase would be
$122,455,000, which is $51,396,000 less than the $173,851,000 step increase requested
by FPL in its original filing.
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DOES THIS COMPLETE YOUR PREFILED TESTIMONY?

Yes, it does.
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BY MR REHW NKEL:

Q Ms. Ramas, did you al so cause to be prepared siXx
exhibits that are identified in the conprehensive exhibit as
269 t hrough 2747?

A Yes.

Q Do you have any changes or corrections to nake to
t hose exhi bits?

A No, with the exception of the one |I just went
over, the Exhibit DR-2, page four, involving the two
transm ssion plant for future use projects.

Q kay. Apart fromthat change, are the Exhibits

269 through 274 true and correct to the best of your

know edge?
A Yes.
Q Ms. Ramas, do you have a five-mnute or |ess

summary of your prefiled testinony to give today?

A Yes, | do.

Q Wul d you please give that at this tinme?

A Yes, | will. Good norning, Comn ssioners,
counsel. In ny testinony exhibits |I present the Ofice of

Public Counsel's overall reconmmended revenue requirenents in
this case. This brings together the inpacts of al

adj ustments reconmended by the O fice of Public Counsel's
expert witnesses in this case.

As denonstrated in ny testinony and exhibits, the
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$516 mllion -- 516,500,000 increase in base rates requested
by Florida Power & Light to be effective January, 2013 is
grossly overstated. Rather, the conpany's base rates charged
to custoners should be reduced, not increased. M testinony
and exhibits show that a reduction in base rates of over $250
mllion is appropriate for this conpany.

This reduction factors in the inpacts of the
O fice of Public Counsel's recommended revisions to the
conpany's proposed capital structure, as well as O fice of
Public Counsel's recomended rate of return on equity of nine
percent in this case.

| al so present the anmount of reduction in base
rates that would result if the recomended revisions to the
conpany's proposed capital structure are not accepted by the
Conmission in this case. This alternative calculation to the
revenue requirenent i s based on the conmpany's proposed
capital structure, with a | ower recomended rate of return
on equity of eight-and-a-half percent, as sponsored by
Dr. Wolridge in this case. Use of this alternative -- not
the primary, the alternative recommendation -- results in a
reduction to base rates of $184 million.

In ny testinony | al so reconmend severa
adj ust ments whi ch inpact the revenue requirenents in this
case. And I'll highlight just a few of those in this

summary. In this case the conpany is requesting to include
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$237,400,000 in rate base for property held for future use.

I ncluded in that amount are costs associated with three sites
t he conpany has identified as other production future use.
Two of these sites were acquired by the conmpany in June of
2011. That would be the Fort Drumsite, for $17, 750,000, and
a site in Hendry County for approximately $42 mllion.

In addition, there's a third site also in Hendry
County, and the conpany has planned to purchase |and there to
provide water rights to future power plants on the MDani el
site that was acquired in 2011. For the additional Hendry
County | and the conpany indicated that it anticipates
purchasing two separate parcels in 2012 and 2013 for a total
addi tional cost of $70 million. $51.2 mllion of that 70
mllionis included in the test year in this case as part of
the property held for future use.

The conpany has indicated that the Fort Drumsite
and the Hendry County sites were acquired for future
generation sites identified as nost |ikely conbined cycle
gas-fired and/or renewabl e generation facilities. The
conpany's Ten Year Site Plan identifies these sites as a
possibility for future photovoltaic generation or natural
gas-fired generation. However, generation is not projected
to be added at any of these three sites during the next
ten-year period.

| recommend that these three sites, as well as
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certain transm ssion future use plants it is not projected to
be used within the next ten years be excluded fromrate base
in this case.

| al so address the anount included in the
conpany's filing for its inplenentation of smart neters.

This project was addressed in the conpany's last rate case in
which it projected total capital costs of $644 mllion and
proj ected annual net cost savings of $19.9 mllion by 2013,
which is the test year

In the current case, the projected capital costs
included in the test year rate base are consistent with those
anounts presented in the prior case. However, the cost
savings originally projected for the test year 2013 are now
instead a net increase in expenses the conpany is seeking to
pass on to custoners in the anount of $3.7 nillion.

In my testinony | estinmated the inpact on revenue
requirenents to custoners resulting fromthe smart neter
project as over 82 mllion-dollar-inpact. Wile the test
year includes the net operating expenses of 3.7 mllion, the
conpany projects that by the very next year it wll
experience net cost savings of 12.9 mllion, and cost savings
of 27.6 mllion by 2015.

For purposes of setting base rates, |'ve
reconmended the conpany be held to the cost savings that are

projected for 2013 in the prior case. It would be grossly
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unfair to require ratepayers to fund the full capital cost of
this costly project and not receive any of the benefits.
| al so recommend that the generation overhau
expenses be normalized in this case based on a nore
representative level, instead of a one-year higher |evel that
isn't reflective of the typical expenditures.
| al so address the Canaveral step increase and
present the OPC s recomrended increase, if an increase is
adopted at that tine, of $121.5 mllion and recomended
several adjustnents to the cal culation of that amobunt. Thank
you.
MR. REHW NKEL: Ms. Ramas is available for cross
exam nati on.
COW SSI ONER GRAHAM  Thank you, M. Rehw nkel.
Retai | Federation?
MR. WRI GHT: Thank you, M. Chairman. W have no
guestions for Ms. Ransas.
COW SSI ONER GRAHAM M. Saporito?
MR. SAPORITO No questions, M. Chairnman.
COW SSI ONER GRAHAM  Sout h Fl ori da?
MR. W SEMAN: No questi ons.
COW SSI ONER GRAHAM  FI PUG?
MR. MOYLE: Just a couple.
CROSS EXAM NATI ON

BY MR MOYLE:
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Q So | was listening to your opening statenents or
your summary statenments, and if | understand it, the way the
case is framed up now, there's a delta of nore than 750
mllion between your recommendati on of negative 250 and the
used 516, with respect to FPL's request, is that right?

A Yeah, it's about a $760 million difference,
sonet hing in that range.

Q And you're not testifying that this is an
either-or proposition, are you, in terns of -- you know, your
experience with rate cases, typically there's a mddle ground
bet ween the high and the lowthat is the end result?

A It's nmy testinony that the inpact of all the
adj ust ments reconmended by the O fice of Public Counsel's
W tnesses in this case -- and we all agree our
reconmendati ons are appropriate and reasonable -- would
result in a reduction in base rates of 253.4 mllion.

| realize we may not win all of our
recommendati ons, or the Conm ssion may not agree with all of
our recomrendations, but we do believe they are appropriate
and reasonabl e recommendati ons for this conpany.

Q But you're not telling themthat if they don't do
negative 250 they're getting it wong, are you?

A | hate to ever tell a comm ssion they' re getting
It wong when I"'mon the stand. But, again, based on our

anal ysis and our cal cul ati ons and recomendations in this
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case, that's -- a reduction in rates would result.
MR. MOYLE: That's all | have.
COWM SSI ONER GRAHAM  Captain M1l er?
CAPT. M LLER Thank you, M. Chairman. No
guesti ons.
COWM SSI ONER GRAHAM  Fl ori da Power & Light.
MR. BUTLER: Thank you, M. Chairman
CROSS EXAM NATI ON
BY MR BUTLER

Q Ms. Ramas, let ne start, just to clarify, you had
made sone changes to your testinony sort of on the fly based
on sone suppl enental discovery responses. | just want to
confirmhere, if you would turn to your DR-2 exhibit, on page
four, which I think that's the one you were referring to
changes with respect to transm ssion on properties held for
future use.

A Yes, |'mthere.

Q kay. And you had, | think, said that you were no
| onger recomendi ng disallowing the $1.8 nmillion of property
hel d for future use on the Glloway-South Mam Loop that's
on line eight, is that right?

A Correct.

Q And then the other one was on |line 16, the Line to
Portsaid Sub, 27,0007

A Correct.
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Q kay. Do you have a copy of M. Mranda's
rebuttal testinony available to you?

A "Il see if | have it up here. Just a nonent.

Q | f you don't have one fairly quickly, or readily
avai | abl e, we can provide you a copy.

A Yes, | have that.

Q kay. Would you turn to page nine of his rebutta
testi nmony, please.

A ' mthere.

Q kay. Do you see the discussion of the Levee Sub

transm ssion property held for future use there, starting on

line 187
A Yes, | do.
Q Coul d you read that -- not into the record -- just

read it to yourself, the first paragraph that runs over to
i ne six on page ten?

A |"msorry, did you say read it into the record
or --

Q No, I'"'mjust saying just read it to yourself. You
don't need to read it into the record.

A |"ve read it.

Q kay, thank you. Wsat | want to ask you
Ms. Ramas, is that if | understood correctly, your
adjustnments with respect to the Gall oway- South M am Loop and

the Line to Portsaid Sub properties on your Exhibit DR-2,
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page four, related to supplenental information that was
provided in response to interrogatory 124 of Public Counsel's
Sixth Set, and interrogatory 249 of Staff's Seventh Set, and
there is reference to supplenental information in those sane
di scovery responses with respect to this property |I've turned
your attention to, the Levee Sub, which |l eads, you'll see on
line five and six, to describing current plans to build the
line there in the 2021 tine frane.

A Uh- huh.

Q | am asking you why you are not recomendi ng t hat
the Levee Sub excl usion on your DR-2 recomrendati on be
elimnated, as well, based on your ten-year tine frame and
t he suppl enental information provided in those interrogatory
responses.

A | had overlooked that. | didn't catch that it was
there in the response because it was part of the subsequent
paragraph. But | would agree that it's less than ten years
fromthe date of the site plan that | was relying on so
woul d agree that it would be reasonable to include that in
pl ant held for future use.

Q kay, thank you.

A You' re wel cone.

Q Wul d you turn to your Exhibit DR-1, please, page
one of five. It notes that you graduated with honors from

Cakl and University in Rochester, Mchigan --
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A Yes.

Q -- in 1991. Wat was your degree from Cakl and
Uni versity?

A It was in accounti ng.

Q Accounting? Okay. And as it says a couple of
i nes down, you are a CPA, is that right?

A Yes, I'mlicensed in the state of Mchigan as a
Certified Public Accountant.

Q Do you have any educational background in utility
resource planni ng?

A No.

Q And do you have any experience in which you have

worked as a utility resource planner?

A No, | have not worked as a utility resource
pl anner.
Q kay. May | assune you al so have not worked in

t he planning or construction of generation plants, electric
generation plants?

A No, | have not, but | also don't think such
experience is necessary in evaluating whether or not certain
items should be included in rate base to earn a return at
this tine.

Q kay. Sanme question with respect to planning or
construction of transm ssion lines. Do you have any

experience in that?
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A | haven't had any formal education in that area,
but again, | don't think it is relevant to deci di ng whet her
or not the conpany should begin to earn a return on the
property held for future use that |I've recommended for
renoval .

Q And what experience is it that you do think is
rel evant to making that sort of determ nation?

A As to whether or not a property -- property held

for future use should be included in rate base?

A That's right.
Q There's a |lot of things you should |Iook at. First
of all, was the purchase prudent and at a reasonabl e cost for

the property --

A |"msorry, | think nmy question may not have been
clear. [|'masking you what sort of experience, either
educational or practical experience, would you consider
appropriate to put yourself into the position to make the
deci sion, not what the paraneters are that ought to be
considered in the decision.

Q |"msorry, | guess | don't understand your
question. Are you asking what education |I've had with
regards to evaluating whether or not it's appropriate to
i nclude those in rate base, or whether or not the asset
shoul d be -- maybe if you can clarify what you' re asking?

A It's what you just posed. If | understood
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correctly, your answer to nmy question of whether you had
experience in planning or construction of, you know,
generating plants or transm ssion |lines was no, but you
didn't think that was needed in order to eval uate whet her
property should be included in future use property for those
types of assets, correct?

A Correct.

Q And |'m just asking you what sort of educati onal
background or experience do you consider appropriate for
eval uating those sorts of determ nations whether to include
such property in plant held for future use?

A | don't think there's a formal class you can take
to make that determ nation. It would be based on experience
inreviewing rate case filings, thinking through is it
reasonabl e to charge ratepayers for this at this tine. |
don't feel there's a formal education process you need to go
through to make that -- be able to make that sort of
determ nati on

Q " mgoing to ask you sone questions about FPL's
2012 Ten Year Site Plan concerning your reconmendati ons on
future use property. First | want to ask, have you
famliarized yourself with FPL's nost recent Ten Year Site
Plan in preparing your testinony?

A The nost recent one |I'maware of, which was the

one fromApril, 2012, | did read through that, yes.
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MR. BUTLER: Ckay. M. Chairman, | had distributed
before Ms. Ramas took the stand a series of three
docunents that | can either have as three separate
exhibits -- or | certainly wouldn't object to having
t hem be conbined as a single. But it is page 11, page
17, and pages 26 through 28 of FPL's 2012 Ten Year Site
Plan. 1'd like to have that either marked as three
exhibits or as a single exhibit, at your pleasure.

COWM SSI ONER GRAHAM I f there's no objections,

we'll just label it as one exhibit, 279 -- I'"msorry,
579. | don't see anybody shaking their head no, so
we' |l do that.

(Exhibit 579 marked for identification.)

MR. BUTLER: Thank you

MR. REHWNKEL: M. Chairman, |I'mnot going to
object at this tinme, but based on the questioning it may
be appropriate to just nake the whole Ten Year Site Plan
part of the record, but I'"'mnot asking for that at this
time. 1'Il see how it goes.

COW SSI ONER GRAHAM  Ckay.

MR. BUTLER. W woul d not object to that and could
provide copies if it turns out that that's going to be
nore appropri ate.

MR. MOYLE: | have maybe not received this but it

sounds like in lieu of this we're just going to put in
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the Ten Year Site Plan, is that right?

COW SSI ONER GRAHAM Wl |, no one has asked for it
yet, but they' ve thrown out the possibility.

MR. MOYLE: (kay.

MR. WRI GHT:  Conmi ssi oner Graham apparently | got
passed over when the exhibit was handed out. |[If | could
just ask for a copy, please.

MR. BUTLER: |I'msorry, M. Chairman, | tried to
speed this along by having it passed out in advance, but
it doesn't seemlike it fully came to fruition

COWM SSI ONER GRAHAM M. Wight, there's a set
right here if you want. All right, M. Butler

MR. BUTLER:.  Thank you

BY MR BUTLER
Q Ms. Ramas, do you have a set of the excerpts that

we just described as Exhibit 579?

A Yes, | do.
Q Wul d you | ook at page five -- I'msorry, 177?
A Yes, |I'mthere.

Q Okay. Wiat is your understanding of the types of
property that are -- I'msorry, the types of production plant
that are in the other production function?

A As shown in this docunent?

Q As shown on this docunent or just generally. What

I's your understanding of the category of other production on
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power generating facilities? Let me ask --

A When you ask that, | know what types of projects
t he conpanies include in other production category in its
plant in service in the filing, and in the plant held for
future use conponents, which properties. It's ny
understanding that's typically the conbined cycle turbines,
renewabl e energy resources.
MR. W SEMAN:  Your Honor, could counsel clarify
where he's referring to? Because |'m | ooking at page
17, which he referenced, and | don't see a reference to
ot her producti on.
MR. BUTLER: There isn't a reference. That's the
reason | was asking the witness to descri be what she
under stands the categories to be.
BY M. BUTLER

Q Let nme ask it this way to you, Ms. Ranmas. You see
that there is subsection on page 17 for conbi ned cycle units,
Is that right?

A There's a category on this page for that and
there's a category for conbustion turbines, also, but yes --

Q So a conbi ned cycle woul d be other production
facilities, correct?

A Correct.

Q And woul d gas turbines and di esel s be ot her

production facilities, your understandi ng?
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A If you give nme a nonent | can confirmit with how
they' re segregating those within the plant in service
accounts in the filings. So if you can give ne a nonent,
"1l confirmthat.

Yes, breakdown of the plant, accounts in the
filing, under the other production category, the conpany
i ncl udes sol ar plants, the conbined cycles, sinple cycle
pl ants, the West County Energy pl ants.

Wul d you like ne to go through, from page 17,
whi ch of these plants the conpany has categorized as ot her
production in the plant schedules of its filing?

Q Yeah, the categories. You would agree that
conbi ned cycl e woul d be ot her production, correct?

A Correct.

Q And the gas turbines diesel would be other
production?

A Yes, they do fall under that category.

Q And the conbustion turbines would be, the Fort
Myers conbustion turbines?

A Yes, they woul d.

Q And then finally you nentioned the photovoltaic,
PV, as it's shown on here?

A Yes.

Q Wul d you agree, subject to check, M. Ramas, that

you total up the negawatts shown on page 17 for those other
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production facilities and it's going to be just short of
15, 000 negawatts?

A Yes.

Q And you see the total systemfirmgeneration is
hi ghli ghted there as of Decenber 31, 2011 of 22,503
megawatts; do you see that?

A Yes, | do.

Q Okay. Would you agree, subject to check, that the
ot her production represents about 66 percent of FPL's total
firmsystemgeneration as of that date?

A As of Decenber 31st, 2011, that's what the nunbers
presented on this page cal cul ate to, yes.

Q And do you have any reason to doubt the accuracy
of these figures?

A No, | don't. And again, | guess |I'mnot seeing
how that's rel evant to nmy reconmendati on to renove the new
ot her production plant held for future use sites that have
been recently acquired by the conmpany, but it is what this
page shows.

Q kay. Let nme ask you to nove to page 11. And
this shows -- it's Table ES-1 fromthe Ten Year Site Pl an
showi ng the projected capacity and firm purchase power
changes over the period from 2012 through 2021, correct?

A Yes, those were the projected anmounts as of the

date this study was prepared.
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Q And do you see in there an entry, 2013 plan to add
Cape Canaveral Next Generation C ean Energy Center for 1210
megawat t s?

A Yes, | see that.

Q Okay. And in 2014 you see the planned addition of
the Riviera Beach Next Generation C ean Energy Center for
1212 megawatts?

A Yes, that's what this page shows.

Q And finally, Port Everglades nodernization in
2016, 1277 negawatts?

A Yes.

Q kay. And woul d you agree, subject to check, that
t hose total about 3700 negawatts of generation?

A Yes, | woul d.

Q Okay. And those are all conbined cycle
facilities, is that your understandi ng?

A Yes.

Q kay. And those would all be other production

facilities by the way the conpany categorizes such --

A Yes.
Q -- power generation, correct?
A Yes.

Q So, Ms. Ranms, FPL has, | think we' ve established,
about two-thirds of its existing generation fleet is other

production and plans to add 3700 negawatts, approxi mately, of
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ot her production capacity through the tine period of 2021.

But in spite of that it's your position that FPL shoul d not

be permtted to include any investnment in property held for

future use to accommodate future other production facilities?
A It's nmy opinion that they should not include the

substantial anmount they' ve added in recent years and project

to add in 2012 and 2013 for additional sites.

It's a substantial increase in the anpunt being
included in rate base as property held for future use, and
there's no plans, no specific plans, to use these sites for
at least the next ten years. And that's a substantial anount
to ask ratepayers to pay a return on each and every year for
over ten years prior to even the first plant potentially at
sonme point being added to one of those two sites.

MR. BUTLER. M. Chairman, | would ask that the

W tness be instructed to answer yes or no, with a short
explanation. | don't think there was anything other
t han the expl anation given there.

COW SSI ONER GRAHAM | was wondering how | ong you
were going to let that go. M. Ramas, if you would
restrict yourself to answering yes or no, when
avai l abl e, and then a short explanation, you can, if you
want, to expound upon your yes or no.

THE WTNESS: Ckay, I'Il try, sir. Thank you

BY MR BUTLER
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Q Ms. Ramas, your recomrendati on would | eave FPL
wWith no future use sites devoted to future other production
expansi on other than for the sort of narrow category of
photovoltaics, is that right?

A | wouldn't say it would leave it with no sites.
It's ny opinion that they should not be included to earn a
return at this tine. And there may be the potential that
other sites such as, | believe, the DeSoto plant site |I've
left in there, the conpany had classified it in the filing as
nucl ear plant held for future use, but it's nmy understandi ng
that that has since been shifted to other production plant
held for future use. And I haven't recomended that that be
renoved, so that would be another site.

There may be the option to expand at other sites.
However, the conpany hasn't denonstrated the need to spend
over $126 million in land for two sites at this tinme when
it's not projected to need additional facilities at that site
until at |least ten year or nore into the future. It's a
significant anmount each and every year you' re asking
ratepayers to pay a return on.

Q Ms. Ramas, what investigation have you perforned,

i f any, to conclude that the DeSoto site is suited to a |large
scal e conbined cycle gas-fired facility?

A None. It's ny understanding that's being

i nvestigated currently and the conpany has plans to add, |
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bel i eve, sol ar generation on that site.

Q Sol ar but not conbined cycle gas-fired, is that
right?
A Not that |'ve seen but | haven't specifically

reviewed that site to determne if that's an option or not.

Q What investigation have you perforned, if any, to
conclude that there are existing sites beyond those where FPL
has al ready undertaken nodernization projects that woul d be
avail abl e for future | arge scal e conbined cycl e expansi on?

A | haven't reviewed that.

Q Ms. Ramas, do you agree with the foll ow ng
statenent: Power plant sites in Florida are becon ng
increasingly nore difficult to find, purchase and permt?

A | know t he conpany has nade that statenent --

Q " msorry --

COW SSI ONER GRAHAM  Ms. Ramas - -
THE WTNESS: Oh, |I'msorry.

BY MR BUTLER

Q You' re supposed to answer yes or no.
A Coul d you repeat the question?
Q Do you agree with the follow ng statenent: Power

plant sites in Florida are becom ng increasing nore difficult
to find, purchase and permt?
MR. MOYLE: (Object to the form Over-broad.

COW SSI ONER GRAHAM "1 allow it.
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THE WTNESS: Unfortunately, | can't give a sinple
yes or no answer. | know that's what the conpany has
contended. However, | have seen informtion show ng
that for at | east where one of these plant sites have
been acquired and is projected to be acquired that there
was quite a bit of additional |and either offered for
sale or up for sale in that area. So | don't -- | can't
agree with the premse that it's becom ng scarce.

BY MR BUTLER
Q Ms. Ramas, would it surprise you to know that that
statenent is not a quote fromFPL but a quote fromthis

Comm ssion made in February, 1993, in Order Nunber

PSC93- 01657

A No, it wouldn't.

Q |"ve got another statenent | would like to ask you
whet her you agree or disagree with. In recent years

utilities have experienced nunerous problens in acquiring
adequate plant sites and related facilities due in |arge
degree of scarcity of land available for utility needs. Do
you agree with that or disagree with that?

A Again, I'"'mnot sure that's a sinple yes | agree or
no | don't agree answer. It probably depends on the type of
site you're looking for. So I guess | don't have enough
information to agree or disagree that that's accurate.

Q Wbul d your opinion change if you were to know t hat
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this quote came fromthe Federal Power Comm ssion, the
predecessor to the current Federal Energy Regul atory

Comm ssion in January, 1971, Order Nunmber 420, issued January

7, 19717
A No.
Q How about this statenment: |In Florida, at |east,

public utilities cannot, in the exercise of good business
judgment, indefinitely postpone the acquisition of property
necessary for future expansion. In many instances a deferral
of acquisition of necessary property would be very costly and
i nprudent and the managenent woul d be subject to criticism
for delay. Do you agree or disagree with that statenent?

A Coul d you repeat that?

Q kay. In Florida, at least, public utilities
cannot, in the exercise of good business judgnent,

i ndefinitely postpone the acquisition of property necessary
for future expansion. In many instances a deferral of

acqui sition of necessary property would be very costly and
i nprudent and the managenent woul d be subject to criticism
for del ay.

A Yes, | would agree with the statenment that you
cannot indefinitely postpone acquisitions of plant. And
there could be situations in which it would be nore costly if
It were delayed. That's sonething that should be eval uated

by the Comm ssion in determ ning whether or not a specific
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item of property should be included in plant held for future

use.
Q Ms. Ramas, would you agree with this statenent:
It is no longer realistic to apply a hard and fast rule to
the inclusion or exclusion of property held for future use.
MR. REHWNKEL: M. Chairman, |'m going to object
to the formof the question. These statenents out in
space, with no context, and asking her if she agrees;
she agreeing that they're said? | think it's pretty
clear they're all fromorders. The orders are maybe
dozens if not hundreds of pages long, with no context.
And | just -- we can do this.
| think she can agree that these statenents are
made, but whether she can agree on the context they're
made, on a case-by-case basis, is a whole other thing.
COWM SSI ONER GRAHAM M. Butler, | have to agree
with M. Rehwinkel. 1s there a final question at the

end of this list of statenents?

is

MR. BUTLER: We're getting close to the end of it.

COWM SSI ONER GRAHAM  All right, "Il give you a
little latitude, but let's get there.

MR. MOYLE: And FIPUG would just join in that
objection and note that we woul d object to the extent
that these are being offered for the truth of what's

contained in the statenent. All the statenents are
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outside of this court, they' re hearsay statenents. So
to the extent they try to prove up a fact based on one
of these orders or statenents, we woul d object.
MR. BUTLER: I'd like to respond to that objection
COWM SSI ONER GRAHAM | don't think he's trying
to -- in nmy opinion what he's trying to get to, he's
trying to find out where her mnd-set is conpared to
where sone of these other orders -- where the m nd-set
of who wote those orders were at.
And so | see you trying to figure that out, but
let's get to that final question, or that outcone.
MR BUTLER  Ckay.
THE WTNESS: Should I respond?
COWM SSI ONER GRAHAM  Wbul d you restate that
guestion?
BY MR BUTLER
Q Certainly. Wuld you agree with the statenent
that it is no longer realistic to apply a hard and fast rule
to the inclusion or exclusion of property held for future
use? To address M. Rehwi nkel's comrent, "Il just tell you,
this is from Order Nunber 4078, page 17, dated Decenber 15,
1966, of this Conmi ssion.
A Yes, | would agree with the prem se that you
woul dn't necessarily want a hard and fast rule. You need to

| ook at the property in question. But another thing you need
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to consider is the tine franme and how | ong ratepayers are
bei ng asked to pay a return on properties prior to them being
used and useful. But you should also | ook at the prudence of
the acquisition, the cost of the acquisition, was it
reasonabl e.

|"mnot sure there is a hard and fast rule you can
use. You really should |ook at it on a case-by-case basis
and a project-by-project basis. And how far out before the
projected uses is one of the factors that the Comm ssion |
recommend | ook at.

Q In your testinony, page nine, lines two through
six, aml correct that you are objecting to inclusion of the
Fort Drum MDaniel and Hendry County plant sites in property
hel d for future use because there is not a specific
i n-service date for those properties at this point in tine?

A That's one of the reasons | would recomend t hat
they be disallowed. There's not the anticipated use date
within the next ten years.

Q Wul dn't that be a hard and fast rule, M. Ramas?

A l"mnot sure if it would be a hard and fast rule,
but | do think the anbunt of tinme before it's projected to be
used is sonething that needs to be eval uated and consi der ed,
especially when you're | ooking at the substantial increase in
plant held for future use in this case, and the substanti al

anmount paid for these two parcels, for which the conpany
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doesn't project needing for at least ten years and well in
excess of ten years for the full property.

Q Have you provi ded anything in your testinony other
than the observation about the time period before the
properties would be, you know, needed for plant expansions as
a basis for disallowing themfromproperty held for future
use?

A Wth regards to the other production plant
property, | also point out the significant cost of these
properties, as well as the fact that several of these
properties have not yet even been acquired by the conpany and
they're including $70 mllion, as pointed out in ny
testinmony, for properties they don't even own yet that would
be used to serve water on one of the other sites they've
acquired. That's what's pointed out in nmy testinony.

Since | prepared this testinony, |'ve reviewd
t hese other production plant sites a lot further, because |
was concerned about the discrepancy in the cost between the
Fort Drumsite and the MDaniel site. And based on review ng
that, | have a |ot nore concerns with the McDaniel site and
the Hendry County land that weren't identified in ny
testinmony. That's why | think it's inportant that the
Conmi ssion, prior to considering allow ng --

COWM SSI ONER GRAHAM  Ms. Ramas, was that a yes or

no?
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THE WTNESS: Ckay, thank you
BY MR BUTLER
And which was it?
Par don?

Which was it, yes or no?

> O » O

Coul d you repeat the question for ne?

Q Certainly. What | asked you is whether you had
any basis other than the passage of tine that -- you know, on
whi ch you recommend that the other production properties be
excluded from property held for future use.

A Oh, I'msorry, | thought | had said yes before
going into the additional factors that | had presented in ny
t esti nony.

COW SSI ONER GRAHAM  Thank you.
BY MR BUTLER

Q Ms. Ramas, are you aware of any Florida Public
Servi ce Conmm ssion deci sions where the Conm ssion has denied
i nclusion of property in a future use account because there
was not a specific in-service date for the plants that would
be built on those sites?

A No, and | believe | responded so in response to
di scovery fromthe conpany, that I wasn't aware of a specific
Conmi ssi on decision that relied on that.

Q Are you aware of any FPSC deci si on where the

Conmi ssi on denied inclusion of property in plant held for
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future use because there was not yet a proposed date of
construction?

A No, |'m not.

Q And are you aware of any FPSC deci sion where the
Conmi ssi on denied inclusion of property in plant held for
future use because there was not yet an estinated

determ nation of need date?

A No, |'m not.
Q One second. Ms. Ranmms, are you famliar -- we had
mentioned this earlier briefly -- with this Comm ssion's

decision in 1993 involving Tanpa El ectric Conpany and in
particular with the Port Manatee plant site? It's order
nunber PSC93-0165.

A | believe so, but let nme check because | brought
several decisions with ne and --

Q We can give you a copy if you don't have it.

A If you give ne a nonent, | can see. | believe |
do have it with me, but 1'd Iike to check to be sure.

MR. REHWNKEL: M. Chairman, | would |Iike a copy
of that to review for purposes of hearing what questions
are asked.

COW SSI ONER GRAHAM  Sur e.

MR. MOYLE: So would 1.

MR. REHW NKEL: | actually have a copy, but it's

back in the back room
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COWMM SSI ONER GRAHAM | ' m sure they can

acconmodat e.

THE WTNESS: Could you repeat the docket number or

t he order nunber?

BY MR BUTLER

Q Yeah, the docket nunber is 920324, and the order
nunber i s PSC93-0165.

A Yes, I'maware of that, and | in fact have a copy
of the plant held for future use section with ne.

Q kay. Would you turn to page 39. 1Is it correct,
Ms. Ramas, that --

A l"msorry, | don't have page 39. | just copied
that plant held for future use section, so perhaps if you
could provide ne the whol e order?

Q kay. |I'mwondering if we're talking the sane
pagi nation. M section on plant held for future use starts
on page 38. Is that true for what you have?

A Yeah, | have on page 31 where it starts with plant
hel d for future use, Gandon (phonetic) coal yard. And then
page 33 has total level of plant held for future use. So it
could be just the pagination difference, but | do have that.

Q Do you have a section entitled for plant held for
future use-Port Manatee plant site? That's page 38 on the
version that | have of the order

A "1l just use the version you handed out. That
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woul d probably be the nost efficient.

Q | agree. Do you see on page 38, near the bottom
of the page?

A Yes.

Q Okay. Now, if you'll turn over to page 39, this
is in the sanme section, tal king about Port Manatee property,
you'll see the first sentence there. Wuld you agree that
the order recites Public Counsel arguing that the Tanpa
Electric has no current plans for the plant -- I'msorry, the
Port Manatee plant site and therefore that the property
shoul d be excluded fromfuture use?

A Yes, | do.

Q kay. Did the Commi ssion accept that
recommendation of OPC in 1993 for the Port Manatee site?

A Yes, they did allowthe $4.6 nillion in rate base
associated with that site.

Q Whi ch neans they rejected the Public Counse
argunent, correct?

A In that case they did, based on the facts and
circunstances in that case, yes.

Q kay. 1'd like to turn your attention to the
properties that you reconmend to be renoved fromtransn ssion
property held for future use at this point, and point you to
page 13 of your testinony.

A ' mthere.
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Q Am | correct that the basis for your proposed
di sal l owance is that the in-service date for the transm ssion
facilities that woul d use these particular properties are
either greater than ten years out, or there is not yet a
specific expected in-service date?

A Yes, that's the primary reason. 1In addition, |
was concerned with the total cost |evel of plant held for
future use in the conpany's filing, so | felt it should be
given greater scrutiny. But yes, largely, they were noved
because of the date being beyond ten years, or not even
determned at this point.

Q Are you relying on any prior Conmm ssion decision
or precedent for your threshold that beyond ten years or no
specific expected in-service date as a basis for renoving the
properties fromplant held for future use?

A No, I'mnot relying on any specific precedent from
this Comm ssion for that reconmmendati on.

Q Are you relying on precedent specifically to that
poi nt of any other conm ssion?

A No, I'mnot relying on precedent. | do know ot her
conmmi ssions that conpletely disallow plant held for future
use or only include those that are going to be used in the
short term However, that's not what I'mrelying on in
maki ng this recomendati on.

Q kay. Do you know what NERC, or the North
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Anerican Electric Reliability Conpany is?

A Yes, I'mfamliar with it.

Q kay. Do you know what the significance woul d be
to FPL of not nmeeting NERC reliability standards?

A There are a ot of penalties, and it's ny view you
shoul d nmeet those standards.

Q Wul d you agree that it's necessary for FPL to
continue building transmission facilities in order to neet
those reliability standards and acconmpdat e new cust oner
| oad?

A Yes, if it's needed to add transm ssion plant to
neet those requirenents, then, yes, | do think they should
add the plant that's necessary to neet those requirenents.

Q Have you reviewed the -- | guess it's now down to
Si X properties, right, that you would reconmend di sal | onance
based on our earlier discussion of your Exhibit DR-2. Have
you reviewed -- first of all, is that right? At this point
your recomendati on applies to six properties? You' ve
changed it with respect to the three we discussed earlier?

A Yes, | had indicated, based on additional or
revi sed and changed i nformation provi ded by the conpany, that
noved the anticipated use date to relatively near term
|"ve agreed that three of those sites that | originally
reconmended for renoval should no | onger be renoved fromrate

base. So now it is six remaining that | reconmend be renoved
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fromrate base

Q Wth respect to the remaining six, have you
performed any eval uati on of whether those properties are
necessary in order to neet -- or the facilities that would be
pl anned to be built on those properties are necessary in
order to meet NERC reliability standards?

A No. | do know, for exanple, sonme of these
properties have been held in plant held for future use since
the seventies. They haven't been needed to add assets on
those sites yet, as of this time. And | do know t he conpany
has stated in response to discovery that either it doesn't
know when it's going to use these sites, or it's at |east ten
years out before their projected use of those sites.

Whet her or not there are specific requirenents
that they add a plant 12, 14 years out into the future, and
t he conpany knows that requirenent now, they haven't
di scl osed that to ne.

Q Have you ever participated in siting a
transm ssion |ine under Florida's Transmi ssion Line Siting
Act ?

A No, | have not.

Q Do you know how long that tine frame or how | ong
t hat process takes?

A No, | don't.

Q Do you have any idea of how | ong em nent donain
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proceedi ngs take in Florida in order to acquire property for
transm ssion |ines?

A No, | do not.

Q More generally, do you know the steps and the tine
frames involved to zone, permt, engineer, procure equi pnent
and construct |ines once a decision is nmade to proceed?

A | would assune it depends on the terrain and
nunmerous other factors. | have been involved in review ng
costs for transmi ssion |ine expansions in other states and
the tine franme that it's taken to build those plants, or
those lines, fromthe tine they started it. So |I do know it

can be a time-consum ng process that depends on a | ot of

vari abl es.

Q |"d like to shift gears to the subject of your
proposal regarding fossil plant -- non-nuclear overhau
expenses.

A |"msorry, what kind of plants did you say? |

couldn't hear you
Q | said fossil plant, and then | just changed. |
think you refer to it as non-nucl ear plant overhaul expenses.
A Yes.
Q Do you know how FPL's 2013 test year O&M expense
forecast for the non-nuclear plant overhauls was devel oped?
A It's my understanding they | ooked at their total

pl ans for which units they intend to overhaul during that
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time frane and made estimated costs on a pl ant - by-pl ant
basis. And in fact, the work papers provided by the conpany
did break down the projected costs on a plant-by-plant basis
for the overhaul expense.

Q And your testinony doesn't describe any errors in
that forecasting process, does it?

A No. In fact, | don't take issue with the anount
that's projected for 2013. M recomendati on goes to the
amount that | reconmend be included and factored into base
rates in this case. | don't challenge the accuracy of the
conpany's 2013 projections in that area.

Q So | assume you al so wouldn't have any reason to
expect FPL will not incur those forecasted overhaul O&M
expenses in 20137

A No, | have not reason to think that the costs
won't be at that |evel or close thereto.

Q But nonet hel ess your recommendation is for FPL's
test year revenue requirenents to be based on sone |evel
| ower than what FPL has forecast and that it plans to spend
in 2013, correct?

A Yes, | recommend that the anpbunt set in base rates
that will likely be in effect for nunerous years, not just
one year, be based on a nornalized cost |evel because of the
nature of overhaul expenses and the nature of how they're

i ncurr ed.
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Q l"d like to shift topics, Ms. Ramas, and ask you
about your recommendati ons on the Canaveral nodernization
project step increase.

A kay.

Q In particular, what | would like -- this is
starting on page 35 of your testinony. But really what I
want to focus on is your discussion of the applicable rate
of return to apply to the investnent in the Canavera
noder ni zati on project. That's on page 38 of your testinony.

Am | correct, Ms. Ramas, that you recommend t hat
an enbedded cost of capital, FPL's overall cost of capital be
used, rather than the increnmental cost of capital approach
that FPL has proposed?

A Yes, as indicated in ny testinony, | recomend
that it be based on the overall rate of return found to be
reasonabl e by the Comm ssion for the January, 2013 rate
I ncrease.

Q And you cite in support of that -- well, first
of all, let me ask you this. [Is it your understandi ng,

Ms. Ramas, that when FPL devel oped its January, 2013 base
rate increase request that it pulled out costs related to the
Canaveral noderni zati on project because they were going to be
subject to this separate step increase request?

A Yes, they did. And | did go through the MFRs, and

It appeared to me that they did renobve -- | wasn't able to
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find costs that they hadn't renoved.

Q Is it your understanding, Ms. Ranmas, that FPL
pul | ed the Canaveral nodernization project costs out of that
January, 2013 base rate increase using the increnmental cost
of capital for the Canaveral project instead of pulling it

out at an enbedded cost?

A | guess I'mnot certain on howthey pulled it out
of the capital structure. | do know they pulled it out of
the capital structure. |[|'mnot sure which nethod they used

to determ ne what to pull out.

Q kay. So you woul dn't have any reason to di sagree
if I told you that it was pulled out in the same increnenta
approach that FPL is proposing to recover it through that
Canaveral step increase, would you?

A No, I'd have no reason to dispute that.

Q kay. You refer, on page 38 of your testinony, to
a recent @Qulf rate case decision, and specifically the
turbi ne upgrade projects for Crist Units 6 and 7. Do you see
t hat ?

A Yes, | do.

Q And | believe you're citing this for the
proposition that in this recent decision the Conmm ssion
applied the overall enbedded cost of capital to the return on
those turbine upgrade facilities, correct?

A |"msorry, could you repeat that?
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Q Il will try. You're citing this GQulf case, recent
@Qul f rate case decision, for the proposition that the
Comm ssi on applied the enbedded cost of capital to the
i nvestment in the turbine Crist Units 6 and 7 turbine upgrade
projects that were the subject of this step increase that was
permtted for Gulf, correct?

A Well, yes, | point out that they based it on the
overall rate of return that was found appropriate for the
base rate increase. They applied that sane rate of return
they found to be appropriate for base rates to the step
I ncrease.

Q Do you know whet her the cost for the turbine
upgrade projects were pulled out of Gulf's base rate
calculation on an overall basis or on an increnental cost
basi s?

A | don't know, but it still wouldn't change ny
reconmendat i on.

Q So you don't think it's inportant to match the
basis on which one pulls costs out fromthe base rate
increase with the cost of capital used to calculate the
anount of the step increase for the property that has been
pul | ed out?

A No, and here's why. Wat woul d have been pulled
out woul d have been based on what was in the 13-nonth average

in the test year in that case. The Canaveral step increase,
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the conpany is requesting special treatnment for this plant
itemto get a rate increase outside of a full base rate case
specific to one plant addition.

| don't think it's fair or reasonable to apply a
hi gher rate of return on that than what's applied for the
overall revenue requirenents you determne in a base rate
case.

The conpany is already getting a special -- or
consideration of a special step increase that's outside the
normal paraneters of a full rate case. And | don't agree
that you should then apply a higher rate of return by setting
up a separate capital structure for that plant.

Q And that would be your position even if the costs
for the Canaveral plant that were originally in the test year
were pulled out on the basis of the increnental costs for
capital associated with the Canaveral project?

A Yes, it woul d.

Q Ms. Ramas, do you know the anobunt of deferred
taxes associated with the Canaveral nodernization project
that were pulled out of FPL's January, 2013 base rate
i ncrease request per MFR D 1b?

A Yeah, | could find that quickly, because in fact I
had just |ooked it up recently, if you can give ne a nonent.
In the MFRs for the January base rate increase, under

Schedule D-1b it shows that the conpany renoved $65, 140, 000
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fromthe deferred i nconme tax conmponent of the capital
structure for the Canaveral specific capital structure.

| assune that that's based on the 13-nonth average anount

in the test year in the case. However, | didn't go back and
confirm how t hat anount was cal cul at ed.

Q Do you know the dollar anount of deferred taxes
that were included for the purpose of calculating the
Canaveral step increase with respect to the first year of
Canaveral noderni zation project's operation?

A Yes, what the conmpany did in the filing is it had,
instead of including it in the capital structure, they
i ncluded the deferred incone tax as a reduction to rate base
as part of that project.

| f you give ne a nonent, | have the anmount in ny
testi nony, because | believe the conpany did update that
anount based on nore recent projections, so | should have
both those nunbers. [If you want ne to identify it for the
record, 1I'll need just a nonment to |look it up.

Q Al right, please.

A | have the jurisdictional anpbunt as 141, 200, 000 as
what the conpany renoved. And | believe they reduced that to

$139.6 nmillion in an update.

Q |"msorry, that they renoved fromrate base,
right?
A Yes.
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Q Okay. By renoving that anount of deferred taxes
or the equivalent of that anount of deferred taxes fromrate
base, that would reduce the overall return requirenents that
FPL cal cul ated on the Canaveral step increase conpared to
what it would be if you had just used sort of the gross plant

in service anount for the Canaveral nodernization project,

correct?
A Correct.
Q Ms. Ramas, |et ne change topics again. | want to

ask you sone questions about your proposal on the cost for
the smart neter project. Before | go through what you
reconmend, |et nme just ask you a couple of questions about
what you're not recommendi ng.

You' re not contending that any of FPL's investnent

in the smart nmeter plant in service for 2013 is inprudent,

are you?
A No.
Q kay. And you're not recommendi ng that the

Conmi ssion renove any of the 2013 smart neter investnment from
rate base in determning FPL's 2013 revenue requirenents,
correct?

A No, | did not, but that could be an alternative
they coul d consider to the recommendati on | nade.

Q You have proposed an adjustnent to both the 2013

smart neter O&M expenses and the 2013 smart nmeter O&M
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savi ngs, correct?

A Yes, | have.

Q kay. And together those two adjustnents that
you' re proposing woul d reduce FPL's revenue requirenent by

over $23 nmillion, is that right?

A Yes.

Q Do you know how the test year smart neter O&M
expense of 20,739 -- | nean, sorry, 20,739,000 was devel oped
for 20137

A It sounds |ike there was a pretty detailed

anal ysi s done by the conpany of what actual costs they
projected they would i ncur associated with those smart neter
projects. And again, | don't take issue with the accuracy of
that estinmate.

Q Just for the record, therefore, you don't have any
basis to claimthat there were errors in the budget that FPL
prepared of the 2013 smart neter O8M expenses, is that
correct?

A Correct.

Q kay. And simlarly, you don't have any basis to
claimthat FPL isn't intending to expend the budgeted anount
for 2013, correct?

A |"msorry, if you --

Q You don't have any basis to claimthat FPL is not

going to spend what it has budgeted for 2013 as the smart
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met er O&M expenses?

A No, | don't. And again, | don't challenge the
accuracy of their estimated costs for 2013.

Q But nonet hel ess you' re proposing that the test
year O&M expense be reduced from 20, 739,000 to 10, 458, 000,
correct?

A No, what | have proposed is that instead of
reflecting a net expense in base rates in this case of 3.7
mllion, which includes that $20.7 mllion expense of fset by
sone cost savings, that instead base rates be set to include
the $19.9 mllion of projected savings fromthe prior case,
| argely because there's an over $82 nmillion inpact on rates
in this case fromthe capital cost associated with those
smart neters, and | don't think it's fair to include that
full capital cost passed on to custoners, given the |evel
it's reached and the $82 million inpact w thout al so passing
on sone of the cost savings that the conpany anticipates wll
occur the very next year and escal ate each year after that.

Q But your reconmendation and the figure that you
are proposing to substitute as sort of, | guess, a net
negative O&M cost or a net positive O&M savings for 2013 is
based on the projected O&M expense in 2013 that was nade back
in 2009, and the projected O%M savings for 2013 that were
made back in 2009, is that right?

A Correct. It's the result -- the net result of
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t hose nunbers, of the $19.9 nillion net savings.

Q kay. And you don't have, sitting here, a reason
to think that those 2009 estinates are nore accurately
reflective of what FPL either actually will spend or actually
will save in 2013 than the forecasts that are presented in
FPL's test year, do you?

A No, and again, | take -- | have no issue with the
accuracy of what they're projecting for 2013. It's partially
a fairness and a reasonabl eness issue, as far as the cost for
these neters as conpared to what's included overall in rates
for this program

Q In general do you recommend in the cases where you
appear using superseded forecasts for budgeting purposes?

A Coul d you expl ai n what you nean by superseded
forecasts for budgeting purposes? | guess | don't
under st and.

Q Well, the one I'"mspecifically referring to
here is -- would it be consistent with your genera
reconmendat i ons when you appear as a witness to say, okay,

t he conpany has a forecast of expenditures that were --

was nade this year. It also had made a forecast of those
expenditures three years ago. Let's use the one fromthree
years ago instead of the current one. Do you do that

regul arly?

A No, in general, | wouldn't. But again, when I
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eval uate revenue requirenment cal cul ations and requests by a
conpany, you have to look at all the issues and conmponents
that go into that. And it's my opinion with this specific
project and the significant anount ratepayers are being
asked in this case to fund for this project, that some of

t hose cost savings be considered in this case, too. Partly
an acknow edgenment that these rates will be in effect for
nost |ikely nore than one year.

Q Ms. Ranmas, a couple further questions, and I
think 1'"mdone. On page 37 of your testinony, lines three
to five, in calculating the Canaveral nodernization project
step increase, you recomend that the Conm ssion update the
proj ected anount of rate base and operating costs associ ated
with that project fromeven the forecast that FPL made this
year in its test year filing to nore current information
that's available, is that right?

A Yes, | do.

Q kay. And how woul d you reconcile that with your
reconmendation with respect to the smart neter project that
FPL, this Conm ssion, abandoned the nost current estimates of
costs and savings for the smart neter project and instead
substitute sonething fromthree years ago?

A It's an apples to oranges conparison. The
Canaveral -- we recommend that if a step increase is approved

by the Conm ssion, based on discovery responses the conpany
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provi ded support for the -- a different nunber than what was
inits original filing because it had nore recent actual cost
projections for that.

However, the smart neters are different. 1've
al ready agreed with you that | have no reason to chall enge
the projected expense the conpany has presented that it
anticipates it will incur in 2013, and the anticipated net
cost savings it will actually realize.

However, this is a different issue. The smart
nmeters were an issue in the last rate case, and | know at
| east the hospital association raised sone pretty big
concerns with the fact that one of the purposes of the
projects was |ong-term cost savings, and yet the conpany
i ncluded the capital expenses and none of those cost savings
in the case.

Now we' re several years later, the capital costs
have increased substantially from | believe, around 37
mllion in that case to 600-sone-mllion total by the end of
the test year in this case. To continue to go forward and
again not reflect the cost savings when the capital cost is
havi ng about an 80 mllion, about 82 mllion-dollar inmpact on
revenue requirenents gives a really good reason that | think
t he Conmm ssion shoul d reconsider that and do sonething to
match the savings wth those costs. So you really can't

conpare the two.
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Q Even if that results in the utility not recovering
its actual cost of doing business?

A l"mnot sure | would agree with that because,
again, rates are likely to be in effect for nultiple years.
The very year after these rates go into effect, the conpany
does project substantial cost savings that increase each and
every year after that and each and every year after that
these smart neters will continue to be depreciated, so that
the overall rate base inpact is going to decline each year

So you're putting in rates in this case at the
hi ghest capital cost |evel of this project because it's
around the tinme it will be conpleted and it has just started
to be depreciated, and you're including net costs for this
proj ect, when the whol e purpose of this project and how it
was presented was that there would be | ong-term cost savings
and benefits to customners.

It's not fair to now set rates for potentially
multiple years into the future and increase them at that high
| evel of cost wi thout al so acknow edgi ng those cost savings.
What | recommend is that the cost savings --

COW SSI ONER GRAHAM  Ms. Ramas - -

THE WTNESS: Al right. I'msorry, sir. | tend

to get excited.

MR. BUTLER: Thank you, Ms. Ramas. | don't have

any further questions.
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THE W TNESS: You're wel cone.

COWM SSI ONER GRAHAM St af f ?

M5. KLANCKE: Staff has no questions.

COWM SSI ONER GRAHAM  Conmi ssi oners?  Commi ssi oner
Bal bi s?

COW SSI ONER BALBI'S: | just have one question as
a followup on the last |ine of questioning from
M. Butler. |If FPL would have filed its rate case at a
| ater time and used 2014 or 2015 as the test year, would
it have been able to capture the cost savings -- the O8%M
savi ngs associated with the smart neters?

THE WTNESS:. Yes, if their current projections
remain their projections going forward. Because | point
out in nmy testinony that beginning in 2014 they do
proj ect net cost savings, and those are projected to
i ncrease each year after that.

So had it been a 2014 test year, | anticipate that
it would have been net cost savings incorporated in base
rates, as opposed to a net increase in O&M costs.

COW SSI ONER BALBI'S:  So if the appropriate revenue
requi renents are set by this Commission in this case and
then in 2014 or 2015 the operational savings are being
realized, who benefits fromthose cost savings? Is it
the custonmers or Florida Power & Light?

THE WTNESS: Florida Power & Light would. But
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again, that's one conponent of the overall revenue

requi renent cal cul ations, so there's probably other

things that could go another direction. But with

regards to the specific project, it would be the conpany
that would then reap the |ong-term savings while

rat epayers pay the revenue requirenment on the rate base

at the full capital cost, essentially, of the project.

COW SSI ONER BALBI'S:  Okay, thank you. That's al
| had.
THE W TNESS: You're wel cone.
COW SSI ONER GRAHAM M. Rehwi nkel , redirect?
REDI RECT EXAM NATI ON
BY MR REHW NKEL:

Q Thank you, M. Chairman. Just quickly, M. Ramas,
you were asked about your background and experience in
utility resource planning. Do you recall that Iine of
guesti oni ng?

A Yes.

Q Have you ever been disqualified fromtestifying

about plant held for future use because you didn't work at a

utility?
A No, | have not.
Q In your experience in this field, are the only

Wi tnesses that Public Service Comm ssions around the country

have made adjustnments based on their testinony fromthose who
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work for utilities and resource planning?

A No.

Q There was sone questions to you that involved
readi ng statenents about scarcity of |land, and | think they
were fromorders. Do you recall that?

A Yes, | do.

Q Do you see that -- do you see that kind of
justification often in the plant held for future use cases?
Ofered by the utilities is what |I'm saying.

A No, no --

MR. BUTLER: [I'mgoing to object to this question.
| think it's both beyond the scope of ny cross

exam nation and al so very sort of vague and overly

general .

MR. REHW NKEL: Let ne rephrase the question,

M. Chairman, but certainly M. Butler read these

guestions suggesting that the pole star for regulation

on this issue was about whether these sites were
increasingly scarce. And these dated back 40 years or

nor e.

COWM SSI ONER GRAHAM 1"l allow it.
BY MR REHW NKEL.:

Q Ms. Ramas, have you encountered utility

justifications about the increasing scarcity of plant held

for -- plant production sites, in your experience?
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A No, | haven't.

Q kay. Have the clains that -- did you reviewthe
orders of the Florida Public Service Comm ssion with respect
to plant held for future use that you were asked about today?

A Sonme of them | know sonme weren't necessarily
cited, but the one from'93 | did, as well as sone ol der
orders, yes.

Q kay. Have you ever encountered situations where
utilities bought land for plant held for future generation
sites and never used then®

A Yes, |'ve seen situations where they were sold and
|"ve al so seen situations where utilities have bought plants
for future use but they haven't requested a return on that
land in rate base, they've waited until sooner before it
bei ng placed into service to request that it be included in
rate base.

Q You said you | ooked at that '93 TECO case. Do you

recall the magnitude of the cost of that [and in that

deci si on?

A | believe I cited about 4.6 mllion.

Q That woul d be on page 39 of the order that was
passed out.

COW SSI ONER GRAHAM M. Butler, do you have
anot her copy of that case?

MR. BUTLER: | do.
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MR. REHW NKEL: | have it.

COWM SSI ONER GRAHAM  No, this way.

THE W TNESS: Yeah, it indicates that the anount
that was requested by the utility for that land in plant
held for future use was $4, 640,000 for 1993 and
$4, 692, 000 for 1994.

BY MR REHW NKEL.:

Q Did you | ook at any other orders? Perhaps naybe
the one cited by Conm ssioner Terry Deason in his testinony?

A Yes, | have.

Q Do you recall the magnitude of the dollar anounts
at issue there? Wre they less than the 4.6 mllion you' ve
cited here?

A Significantly less. One was well under a mllion
and one may have been around the mllion-dollar range.

Q In your review of the Public Service Conm ssion
pl ant held for future use cases, to the extent you revi ewed
them have you ever seen any circunstances that were |ike the
ones in this case with respect to the anmount at issue?

A No, not even close. |In fact, when | read the
order fromthe last Florida Power & Light rate case, it
indicates in that order that the amount included in plant
held for future use in that case was 70 mllion, and that was
2010, and just three years before the test year in this case.

Q kay. Have you ever seen any orders where the
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Public Service Conm ssion, the Florida Public Service
Comm ssion, set a hard and fast rule in saying that the
utility always gets whatever they want in a plant held for
future use request?

A No. In fact, | went back and | ooked at the orders
that were cited in prior Conm ssioner Deason's testinony in
this case, and in each of those it also indicated other
factors the Conmm ssion eval uated, and one of which was the
anount of tinme out prior to anticipated use, as well as the
prudence of the acquisition.

Q Had you ever seen any decision by the Florida
Public Service Conm ssion that said no matter what the
conpany paid for the land, it was -- it should be entitled to
recover it as plant held in future use?

A No, |'ve not seen that.

Q Have you ever seen any deci sion where the
ownership of the |land being requested for recovery was at
| ssue?

A No, | don't recall seeing anywhere it was cited
within the orders that | read that the utility was attenpting
to include land that it hadn't yet acquired in plant held for
future use.

Q In the 1993 TECO deci sion that you were pointed to
by M. Butler, do you have any know edge about whether, the

19 years later, whether TECO ever built at that Port Manatee
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If you don't --
A As | sit here, | don't recall.

MR. REHW NKEL: Ckay. Thank you, M. Chairnman,
those are all the questions | have on redirect.

COWM SSI ONER GRAHAM  Thank you. Let's do
exhi bits.

MR. REHW NKEL: We would nove -- citizens would
nove Exhibits 269 and 274.

COW SSI ONER GRAHAM  Ckay.

(Exhibits 269 and 274 admtted in evidence.)

COW SSI ONER GRAHAM  Fl ori da Power & Light?

MR. BUTLER: FPL woul d nove the adm ssion of
Exhi bit 579.

MR. REHW NKEL: W have no objection, and we do not
seek to have the entire Ten Year Site Pl an.

COW SSI ONER GCRAHAM  Ckay, fair enough.
(Exhibit 579 admtted in evidence.)

MR. BUTLER  Thank you

COWM SSI ONER GRAHAM  All right, | guess do you
want to excuse this witness? M. Rehw nkel?

MR. REHWNKEL: [|'msorry, M. Chairman. The
citizens would ask that Ms. Ranmas be excused fromthe
heari ng.

COWM SSI ONER GRAHAM  Sounds good. Thank you,

Ms. Ranos.
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THE W TNESS: Thank you

COW SSI ONER GRAHAM  You have, | see, one nore
Wi t ness.

MR. REHW NKEL: We're going to change counsel here
while M. Lawton cones to the stand.

COWM SSI ONER GRAHAM  Sounds good.

MR. REHW NKEL: M. Chairman, we're also going to
hand out an errata sheet for M. Lawon, one of his
exhibits. | previously provided this to counsel for
FPL.

COW SSI ONER GRAHAM  kay. Thank you, sir.

M. Mdothlin, when you' re ready.
MR. McGLOTHLIN: Yes, OPC calls Dan Lawton. And
M. Lawton has been sworn.
Ther eupon,
DANIEL J. LAWON
was called as a wtness on behalf of the Ofice of Public
Counsel , and having been previously duly sworn, testified as
fol | ows:

COW SSI ONER GRAHAM Wl cone, sir.

THE W TNESS: Good afternoon, M. Chairnman
Conmi ssi oner s.

DI RECT EXAM NATI ON
BY MR MG.OTHLI N:

Q Wul d you state your full nanme and business
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address, sir.

A Sure. M full nane is Daniel J. Lawton, and ny
busi ness address did 701 Brazos Street, Suite 501, Austin,
Texas.

Q On behalf of the Ofice of Public Counsel, did you

prepare and subnmit prefiled testinmony in this docket?

A | did, indeed.

Q Do you have that docunent before you?

A | do.

Q Referring to the question and answer testinony

first, do you have any changes or corrections to nake to the
prefiled testinony?

A None that I'maware of at this tine.

Q Do you adopt the questions and answers contai ned
in that docunent as your testinony here today?

A | do.

MR. McGOTHLIN: | request that M. Lawton's
prefiled testinony be inserted into the record at this
poi nt ..

COWM SSI ONER GRAHAM  We will insert M. Lawmon's
prefiled direct testinony into the record as though

read.
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DIRECT TESTIMONY
Of
Daniel J. Lawton
On Behalf of the Office of Public Counsel
Before the

Florida Public Service Commission

Docket No. 120015-E1

INTRODUCTION/BACKGROUND/SUMMARY

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
My name is Daniel J. Lawton. My business address is 701 Brazos, Suite 500, Austin,

Texas 78701.

PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK
EXPERIENCE.

I have been working in the utility consulting business as an economist since 1983.
Consulting engagements have included electric utility load and revenue forecasting,
cost of capital analyses, revenue requirements/cost of service reviews, and rate design
analyses in litigated rate proceedings before federal, state and local regulatory
authorities. I have worked with municipal utilities developing electric rate cost of
service studies for reviewing and setting rates. In addition, I have a law practice
based in Austin, Texas. My main areas of legal practice include administrative law
representing municipalities in electric and gas rate proceedings and other litigation

and contract matters. I have included a brief description of my relevant educational

1
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background and professional work experience in Schedule (DJL-1).

HAVE YOU PREVIOUSLY FILED TESTIMONY IN RATE PROCEEDINGS?
Yes. A list of cases where [ have previously filed testimony is included in Schedule

(DJL-1).

ON WHOSE BEHALF ARE YOU FILING TESTIMONY IN THIS
PROCEEDING?

[ am testifying on behalf of the Florida Office of Public Counsel (OPC).

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING?

The purpose of my testimony is to address two issues in this case. First, [ address the
Company’s requested 25 basis point return on equity performance bonus. In this
case, Florida Power & Light (“FPL” or “Company”) requests an equity return of
11.25% and then further requests an additional performance bonus adjustment of
25% or 11.50% total equity return. OPC witness Woolridge addresses the 11.25%
return on equity request, while I address the incremental 25 basis point performance

bonus request.

The second issue I address is FPL’s financial integrity. Specifically, I address the
impact of the OPC recommended revenue requirement on FPL’s financial metrics and

financial integrity.
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BONUS EQUITY RETURN REQUEST

WHAT ISSUE DO YOU ADDRESS IN THIS SECTION OF YOUR
TESTIMONY?

In this section of my testimony I address the Company’s proposed return on equity
performance adder. As discussed below, the Company has requested that its
estimated equity return or shareholder profit be increased from the requested 11.25%
to 11.50%. Under FPL’s proposal the 25 basis point bump up is added to shareholder
profit, to be paid by customers so long as FPL maintains the lowest typical or average

residential rate in Florida measured on an annual basis.

The customer cost of this proposed performance adder to customers is estimated to be
$41.6 million per year of increased customer payments to bottom line shareholder

profits.

HOW DOES FPL PROPOSE TO IMPLEMENT THE ROE PERFORMANCE
ADDER?

If approved by the Commission, the ROE performance adder (about $41.6 million in
tariff revenue rates) would be charged to customers. Then, in September of each
year, as part of FPL’s annual fuel filing, FPL would submit a typical residential bill

comparison of FPL compared to the other Florida utilities for the prior 12 months.

If the bill comparison shows FPL with the lowest typical bill in the prior twelve
months then FPL would charge and collect the $41.6 million ROE performance adder

for the next year starting January 1 of the following year. If the bill comparison

3
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shows that FPL does not have the lowest typical residential bill, then FPL would

lower rates by $41.6 million beginning January 1 of the following year.

Thus, under FPL’s ROE performance adder proposal, the $41.6 million of revenue
requirement 1s subject to proof each September and annual change each January 1,
much like a fuel charge or other temporary rate. The proof or standard proposed by
FPL is discussed in witness Deaton’s testimony where the following stated:

Each September, in conjunction with FPL’s annual fuel filing, FPL will prepare and
submit to the Commission a comparison of its typical residential bill to the other
Florida utilities for the prior 12 months. The comparison will be based on publicly
available data from the Commission web site, the FEMA bill survey, the JEA bill

survey, and the Reedy Creek Improvement district web site.’

HAS FPL PROVIDED AN EXAMPLE OF HOW SUCH A RATE
COMPARISON HAS LOOKED HISTORICALLY?

Yes. Such a rate comparison of FPL versus other Florida utility companies for a
typical 1,000kwh residential customer can be found in witness Deaton’s Exhibit

RBD-3 for the years 2009-2011.

WHAT IS THE ESTIMATED COST OF IMPLEMENTING A 25 BASIS

POINT RETURN ON EQUITY PERFORMANCE ADDER?

' FPL witness Renae Deaton Direct Testimony at 23:14-19.

4
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The equity return performance adder increases revenue requirements by $41,551,085
per year.” The added revenue requirement would be collected as an added

energy/Kwh charge to rates.

The calculation of the $41,551,085 is based on increasing the equity portion of return
from 11.25% to 11.50% for the proposed January 2013 Base Rate Increase and the
proposed June 2013 Canaveral step increase.” The equity return performance request
impacts both these increases in the amounts of $39,508,164 and $2,042,922
respectively. I have included in Schedule (DJL-2) FPL’s calculation of those

amounts.

WHAT IS YOUR RECOMMENDATION WITH REGARD TO THE
COMPANY’S EQUITY PERFORMANCE ADDER?

In my opinion, the requested equity performance adder should be denied. The
Company’s requested $41.6 million is unnecessary for the efficient provision of
electrical service to customers. To begin with, differences in rate levels are to some
extent attributable to factors other than management performance. More
fundamentally, the notion of an ROE adder is antithetical to the concept of a
protected monopoly, which accepts and enjoys many advantages over competitive

enterprises. Moreover, the Company’s request, If granted, leads to unjust rates.

? Direct Testimony Deaton, Exhibit RBD-§
? Direct Testimony Ousdahl at Exhibit KO-8
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PLEASE EXPLAIN YOUR STATEMENT THAT DIFFERENCES IN RATE
LEVELS ARE ATTRIBUTABLE TO FACTORS OTHER THAN
MANAGEMENT PERFORMANCE.

For example, the costs that a utility incurs to provide service are influenced by the
geographical characteristics of its service area and the density of development in that
service area, as well as customer mix, vintage of equipment, etc. A utility that has a
service area in which there are twice as many customers per square mile as an
adjacent utility will incur lower unit costs than its neighbor, and its rates will reflect
its lower cost structure, but the reason for lower costs and lower rates has little to do

with management performance.

Another example that is pertinent to FPL’s request relates to regulatory actions. In the
Company’s last base rate case, FPL sought a base rate increase in excess of $1.0
billion per year. The Commission denied such an increase and as a result FPL’s rates
remained lower than they otherwise would have been. Moreover, under the
settlement of the last case, FPL has eamed 11% on equity. Now, the Company
believes it should be rewarded with a $41.6 million bonus for superior performance.
But the only performance was this Commission’s denying the last rate case increase

request which led to the lower rates enjoyed by FPL customers.

IN YOUR OPINION, DOES FPL REQUIRE A REWARD MECHANSIM?
No. The proposal FPL has made in this case is more akin to an excess profit
mechanism than a performance reward mechanism. In my opinion, this proposal

should be simply denied as it has no merit and was not well thought out.

6
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PLEASE ADDRESS THE ISSUE OF WHETHER A PERFORMANCE
FACTOR IS APPROPRIATE GIVEN THAT UTILITIES HAVE AN
OBLIGATION TO SERVE.

The Company takes the position that positive economic incentives to induce “pursuit
of superior outcomes” and mimic economic incentives of freely competitive markets
are positive actions. In my opinion, monopolies such as FPL, when granted the
monopoly franchise, have a duty to provide superior performance in exchange for
cost recovery plus an opportunity to earn a return or profit commensurate with profits
earned from similar risk ventures. “Superior performance™ includes providing service
at the lowest rates consistent with good service. In other words, efforts to keep rates
as low as possible are part and parcel of FPL’s obligation to serve. It is basic that an

obligation does not require an incentive or a bonus to fulfill.

Further, FPL enjoys advantages that competitive enterprises must envy—absence of
competition for market share; cost recovery clauses that greatly reduce the risk that
costs will not be recovered; the ability to seek changes in prices when necessary to
have an opportunity to earn a fair return, just to name a few. In short, FPL enjoys a
privileged position. No additional bonus or reward should be necessary. IPL is
proposing to change the regulatory structure that has existed for many years in an

effort to extract added profits. This is unfair and unnecessary.

IS THE REQUESTED 25 BASIS POINT ROE PERFORMANCE ADDER

NECESSARY FOR THE COMPANY TO HAVE AN OPPORTUNITY TO

* Direct Testimony, Dewhurst at 50:15-23
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EARN A REASONABLE RETURN OR MAINTAIN FINANCIAL
INTEGRITY?

No. The Company’s own evidence and request for an 11.25% equity return
establishes that the additional 25 basis point adder is not necessary for shareholders’
return or necessary for financial integrity of the Company.’ I should note that OPC
witness, Dr Woolridge, addresses the Company’s 11.25% equity return request and is
proposing a lower return on equity for this case. Implicit in the Commission’s
establishment of an authorized return on equity is the concept that the authorized
return will provide the utility with the opportunity to earn a fair return. Given that the
Company’s claimed required return on equity does not include the added $41.6
million associated with the proposed Return on Equity Performance Adder, FPL’s

financial integrity and associated financial metrics are not dependent on these funds.

FINANCIAL INTEGRITY

WHAT ISSUE DO YOU ADDRESS IN THIS SECTION OF YOUR
TESTIMONY?

In this section of my testimony I address FPL’s financial integrity and the impact of

the OPC revenue requirement recommendation on FPL’s financial metrics.

HAVE YOU REVIEWED CREDIT RESEARCH REPORTS FOR THE
COMPANY REGARDING CREDIT QUALITY AND CORPORATE

FINANCIAL METRICS?

3 Direct Testimony, William Avera at 4:11.
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Yes. The Company’s credit quality is strong. It is not threatened or under significant
pressure of downgrade. Current bonus depreciation impacts on cash flow will cause
rating agencies to focus more on earnings such as earnings befoie interest, taxes,
depreciation and amortization (“EBITDA”) metrics, rather than pure cash flow

measures which are temporarily influenced by current tax law impacts.

HAVE YOU REVIEWED RECENT CREDIT REPORTS OF FPL?
Yes, a Standard & Poor’s April 24, 2012 credit research report identifies - the

Company’s strengths and weaknesses as follows:

Strengths:

. High-quality electric utility that generates steady earnings and cash flows;

o Active efforts by the parent to sustainably reduce commodity price risk
exposure in highly diversified unregulated activities at the parent;

@ Low regulatory risk in Florida and relatively strong service territory with good
customer growth prospects and a predominantly residential and commercial
base.

Weaknesses:

. Aggressive capital spending plans that stress financial metrics;

. Dependence on natural gas to generate electricity in Florida; and

. Higher-risk operations and less dependable cash flows from merchant

generation, energy trading and other unregulated activities.®

Standard & Poor’s bases it ratings and evaluation of FPL “...on the consolidated
credit profile of its parent, diversified energy holdings company NextEra Energy,
Inc.”’ Thus, no matter how well FPL utility operations perform — the ultimate credit
rating' is dependent on the consolidated parent including often times underperforming

3

non-utility operations. For example, Standard & Poor’s states; *“...credit

¢ Standard & Poor’s RatingsXpress Credit Research, April 24, 2012 at 1.

T1d
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fundamentals on the regulated utility side have been among the strongest in the U.S.,
due primarily to low regulatory risk and an attractive service territory with healthy

economic growth and a sound business environment.”

While S&P points to recent
economic turmoil and unfavorable (its term) regulatory decisions for FPL that have
impacted risk profiles, a more fundamental risk is NextEra’s unregulated businesses

potential to _..erode its consolidated business risk profile.”

IS IT IMPORTANT TO RECOGNIZE THE DIFFERENCES BETWEEN
UTILITY OPERATIONS AND NON UTILITY OPERATIONS WHEN
EVALUATING CREDIT METRICS?

Yes. The regulated operations should support quality credit or financial integrity, but
should not be bolstered through higher rates to compensate for higher risks associated

with non-utility operations.

DOES S&P VIEW FPL’S UTILITY OPERATIONS AS AN OVERALL
CREDIT POSITIVE?

Yes. For example, S&P states; “FPL represents about half of the consolidated
[NextEra] credit profile and has better business fundamentals than most of its
integrated electric peers, with a better-than-average service territory, sound

operations, and a credit-supportive regulatory environment in which the company has

8 1d
’1d
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been able to manage its regulatory risk very well.”'® S&P also views FPL’s

significant exposure to natural gas as detracting from credit quality."’

On the other hand, S&P views NER, the main subsidiary under unregulated NextEra,

149

as facing “...an inherent level of commodity price risk™...”extensive project

financing”...and...”diminishe[d]...cash flow quality.”'”

S&P concludes by stating
“NER’s risks permanently hinder NextEra’s credit quality, especially in light of the
influence that marketing and high-risk proprietary trading results have on NER’s

earnings and cash flow.”"?

The bottom line is that FPL’s credit rating is based on the consolidated credit profile
of its parent, While FPL’s credit metrics, cash flows, and business fundamentals are
better than most of its electric peers, the unregulated NextEra operations and the

associated risks permanently hinder NextEra’s consolidated credit quality.

HAVE YOU REVIEWED ANY CREDIT EVALUTIONS BY MOODY’S?

Yes. I have reviewed a recent June 6, 2012 credit opinion of Moody’s for NextEra
Energy, Inc. Moody’s rates the parent NextEra at Baal and FPL’s issuer rating is A2.
Both the parent and FPL’s ratings are viewed as stable by Moody’s, that is, there are

no indicators -- positive or negative -- at this time.

lO]d
”]d
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l]]d
11

FLORIDA PUBLIC SERVICE COMMISSION



15

16

17

18

19

2869

Moody’s assessment of the FPL operations is that “FPL continues to exhibit some of
the stronger financial performance measures and cash flow coverage ratios in the
industry....”M But, similar to S&P’s overall assessment, Moody’s notes higher risks

associated with the non-regulated operations of the parent.'®

WHAT FINANCIAL RATIOS OR FINANCIAL METRICS SHOULD THE
COMMISSION CONSIDER WHEN EVALUATING COST OF EQUITY?

In my opinion, the Commission should consider the financial metrics that bond rating
agencies consider in evaluating credit risk to a Company. Three key financial metrics
involve cash flow coverage of interest, cash flow as a percentage of debt, and debt

leverage ratio.

HOW ARE THESE FINANCIAL RATIOS CONSIDERED AND
CALCULATED?

Ratings agencies such as Moody’s and Standard & Poor’s develop rating guidelines
that make explicit general ratings outcomes that are typical or expected given various
financial and business risk combinations. A rating matrix or guideline is just that, a
guideline, not a rule written in stone that guarantees a particular rating for a particular

achieved financial metric level.

Funds from a company’s operations, in other words cash flow, are very critical to any

rating/risk consideration. Interest and principal obligations of a company cannot be

" Moody's Global Credit Research, Credit Opinion: NextEra Energy, Inc. (June 6, 2012) at 4
15
ld
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paid out of eamnings if earnings are not cash. Thus, analyses of cash flow reveal debt

servicing ability.

Debt and capital structure considerations are indicative of leverage and flexibility to
address financial changes. The liquidity crisis that hit all markets and industries is an
example of the importance of financial flexibility. Stable and continuous cash flows

provide financial flexibility.

Each of these financial ratios is calculated in my Schedule (DJL-3), employing all of
OPC’s recommendations in this proceeding. The results of my analyses indicate

strong financial metrics, supporting the current A- FPL bond rating.

PLEASE DEFINE THE TERM FINANCIAL INTEGRITY AS YOU USE IT IN
YOUR ANALYSIS.

The term financial integrity is a term or concept that addresses a firm’s ability to
access capital at reasonable rates and on reasonable terms. Financial integrity should
also be sufficient to attract capital under a variety of market and economic conditions.
The Company, the shareholders, the regulatory authority and the customers have a

stake in the Company maintaining financial integrity and access to capital markets.

WHAT ARE KEY CREDIT METRICS THAT ARE INDICATORS OF
CREDIT QUALITY?
As discussed earlier, the two primary rating agencies that provide credit ratings for

FPL and its parent NextEra are Moody’s and Standard & Poors (“S&P”) and both
13
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emphasize similar credit metrics. For example, among the key financial metrics
considered by Moody’s are: (i) cash from operations as a percentage of debt
(CFO/Debt), (ii) cash from operations plus interest divided by interest (CFO/Interest),
and (iii) Debt/Capitalization. Financial metrics such as CFO/Debt and CFO/Interest
are measures of cash flow, while Debt/Capitalization measures the degree to which

debt leverage is used to fund operations.

S&P employs three similar financial metrics in evaluating financial integrity and
fatings of a company. For example, S&P employs Funds From Operations as a
percentage of Debt (FFO/Debt). This financial measure evaluates cash flow support
of debt, which is similar to Moody’s CF(Q/Debt measure. Another S&P metric is the
size of debt compared to earnings before income tax, depreciation and amortization
(Debt/EBITDA). This metric (Debt/EBITDA) is a measure of a company’s ability to
pay off debt and is similar to Moody’s (CFO/Interest) metric. A third S&P financial
metric is Debt to Capital (Debt/Capital) and is the same indicator of financial

leverage employed by Moody’s as discussed earlier.

PLEASE DESCRIBE AND ADDRESS THE ASPECTS OF S&P’S RATING
METHODOLOGY THAT ARE HELPFUL IN UNDERSTANDING FPL’S

CREDIT RATING AND FINANCIAL INTEGRITY.

One aspect of the S&P evaluation is the employment of a ratings matrix to facilitate
the development of credit ratings that combines the consideration of financial risk and
business risk. The following table summarizes the S&P ratings matrix matching
credit ratings to financial and business risk as shown:

14
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Table 1
S&P Ratings Matrix
Business Risk
Profile Financial Risk Profile
Highly
Minimal | Modest | Intermediate | Significant | Aggressive | Leveraged

1. Excellent AAA AA A A- BBB -
2. Strong AA A A- BBB BB BB-
3. Satisfactory A BBB BBB BB+ BB- B+
4. Fair - BBB- - BB BB- B
5. Weak - - - BB- B+ B-
6. Vulnerable - - ~ B+ | B CCC+

S&P ranks FPL as having a Business Risk Profile of “Excellent” category.'® S&P
ranks FPL’s Financial Risk Profile as “Intermediate.”’’ FPL’s current S&P senior
issuer and corporate credit rating is A-, which is within one notch of the rating
indicated by the matrix. As can be seen from the above matrix, an “Excellent”
business risk profile, which FPL enjoys, when combined with an “Intermediate” or
even a “Significant” financial risk profile, is consistent with single “A” ratings by
S&P. Thus, to be conservative, I have included in my benchmark analysis, shown in
Schedule (DJL-3), both “intermediate” and “significant” financial risk profile

benchmarks.

DOES S&P PROVIDE A LIST OF BENCHMARKS OR EXPECTATIONS
FOR VARIOUS FINANCIAL METRICS FOR VARIOUS FINANCIAL RISK
LEVELS?

Yes. Below is a summary of Financial Benchmarks from S&P by each of the six

financial risk measures:

16 Standard & Poor’s Ratings Xpress Credit Research, Florida Power & Light Co., April 24, 2012 at 6.
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Table 2*®

S&P Financial Risk Indicative Ratios

Financial Risk Level (FFO/Debt %)  (Debt/EBITDAx) (Debt/Capital %)
1. Minimal >60 <1.5 <25

2. Modest 45-60 1.5-2 25-35

3. Intermediate 30-45 2.0-30 35-45

4. Significant 20-30 3.0-4.0 45-50

5. Aggressive 12-20 4.0-5.0 50-60

6. Highly Leveraged <12 >5.0 >60

2873

It should be noted, S&P views these benchmark levels as typical outcomes for the

various ratings levels. However, these benchmark levels are not precise guarantees of

future rating outcomes — as many factors go into the financial integrity and ultimate

ratings analyses.

DOES MOODY’S PROVIDE A LIST OF BENCHMARKS OR

EXPECTATIONS FOR VARIOUS FINANCIAL METRICS FOR THE

DIFFERENT RISK LEVELS?

Yes. Like the S&P benchmarks outlined above, Moody’s also provides similar

financial metric expectations for the various risk levels.

'8 Standard & Poor’s Ratings Direct Criteria Methodology: Business Risk/Financial Risk Matrix Expanded

(May 27, 2009)
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Table3"

Moody's Financial Risk Benchmarks
Moody's Bond Rating CFO/Debt CFO/Interest ~ Debt/Capital
Aaa >40% >8.0x <25%
Aa 30% - 50% 6.0x - 8.0x 25% - 35%
A 22% - 30% 4.5% - 6.0x 35% - 45%
Baa 13% - 22% 2.7x -4.5x 45% - 55%
Ba 5% -13% 1.5x -2.7x 55% -65%
B <5% <1.5x >65% |

Like S&P, Moody’s views these benchmarks as typical expectations for the various
risk ratings levels. Again, these benchmarks are not precise guarantees of future
ratings outcomes — as many factors both qualitative and quantitative go into financial

ratings analyses.

BEFORE ADDRESSING YOUR EVALUATION OF THE CREDIT METRICS
— WHAT IS OPC’S RECOMMENDATION IN THIS CASE THAT YOU WILL
BE ASSESSING?

OPC’s primary recommendation includes a 9.0% recommended return on equity and
a 50% debt, 50% equity capital structure, as well as adjustments to FPL’s proposed
test year rate base and expense levels. All of OPC’s adjustments are detailed in the
exhibits to OPC witness Donna Ramas’ testimony, which form the basis for my
analysis. Dr. Woolridge sponsors and supports the 9.0% equity return and OPC
witness Kevin O’Donnell supports the 50%/50% capital structure. The resulting

overall return is 5.56%, as is shown in my Schedule (DJL-3) page 1 of 2.

'” Moody's Infrastructure Finance; Regulated Electric and Gas Utilities/Ratings Methodology at 13 (August

2009).
17
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OPC’s altemative recommendation includes an 8.5% return on equity supported by
Dr. Woolridge, utilizing the Company’s proposed capital structure of 59.7% equity.
This analysis is contained in my Schedule (DJL-3), page 2 of 2, and the overall

recommended return is 5.62% under this alternative recommendation.

Thus, under either scenario the OPC overall return is relatively close to 5.56% or
5.62%, but the impact on revenue requirement will be different due to capital
structure and related tax impacts. These differences can be viewed by comparing line

22 results on Schedule (DJL-3) at pages 1 and 2.

PLEASE EXPLAIN WHY THE CAPITAL STRUCTURE IN YOUR
SCHEDULE (DJL-3) INCLUDES MORE THAN DEBT AND EQUITY.

Mr. O’Donnell will address capital structure in his testimony, but the overall return to
be applied to rate base investment is based on FPL’s proposal contained in Schedules
MFR-D. For ratemaking, items such as customer deposits, deferred taxes and

investment tax credits are also included in capitalization.

PLEASE EXPLAIN HOW YOU EVALUTED THE IMPACT OF OPC’S
RECOMMENDATION ON FINANCIAL METRICS.
I examined three key financial metrics that are considered by S&P and Moody’s that 1

described earlier. These financial metrics are as follows:

18
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Moody’s S&P
1 CFO/Debt FFO/Debt
2 CFO/Interest Debt/EBITDA
3 Debt/Capital Debt/Capital

All of these metrics can be found on my Schedule DJL-3, page 1 and 2, for the
primary and alternative OPC recommendations in this case. The financial metrics for
each scenario are compared to the S&P and Moody’s benchmarks to determine if

these results are consistent with maintaining financial integrity.

PLEASE EXPLAIN HOW YOU CALCULATED TFUNDS FROM
OPERATIONS (FFO) FOR THE S&P METRIC EVALUATION.

FFO is operating profit after tax plus depreciation, amortization and current deferred
taxes. This is after tax return plus depreciation, amortization and current deferred

taxes. These values are included in my Schedule (DJL-3) at lines 25-37.

HOW DID YOU CALCULATE CASH FLOW FROM OPERATIONS (CFO)
FOR THE MOODY’S METRIC EVALUATION?
I employed earnings (return on investment) after taxes plus depreciation for this

calculation. These values are presented in my Schedule (DJL-3).

HOW DO THE FINANCIAL METRICS COMPARE TO THE
BENCHMARKS?
Under OPC’s primary recommendation of 9.0% equity return with a 50% debt/50%

equity capital structure and a 5.56% overall rate of retumn (See Schedule DJL-3, p.1),
19
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the financials all fall within the benchmarks except for the 50% debt ratio compared
to the Moody’s benchmark and the S&P “intermediate” financial risk benchmark..
However, Moody’s recent (June 6, 2012) Credit Report discussed earliér projects (12-
18 month forward view) FPL’s debt ratio in the 50% - 53% range. Thus, a 50% debt

ratio is not out of line with credit rating assessments.

HOW DOES THE OPC ALTERNATIVE CASE AND 5.62% RATE OF

RETURN IMPACT FINANCIAL METRICS?

The financial metrics in the alternative case, including debt ratio, all meet or exceed

the S&P and Moody’s benchmarks.

WHAT DO YOU CONCLUDE FROM YOUR ANALYSIS?
In my opinion, FPL’s financial integrity will remain strong and viable under OPC’s
primary and alternative recommendations, based on an evaluation of the pertinent

quantitative financial metrics.

Q. DOES THIS CONCLUDE YOUR TESTIMONY?

A. Yes, it does.

20
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BY MR McGLOTHLI N
Q And did you prepare and attach to your prefiled
testinmony three exhibits which have since been nunbered

275, 276 and 277 for hearing purposes?

A | did.

Q Do you have any changes or corrections to those
exhi bits?

A Yes, | believe the change I've -- | prepared an
errata sheet, and the change occurs for -- it's Schedul e

DJL-3, page one of two. As pointed out in M. Dewhurst's
rebuttal, on line 38 in Colum B, the 2.71 should actually be
3.35. It was a conputation error | nmade and so correcting it

t hrough the errata should clear that up

Q Are there other changes, M. Lawon?

A None that |I'maware of it.

Q And does this correction change your conclusion in
any way?

A It does not.

Q Have you prepared a summary for the Conm ssioners?

A | have.

Q Pl ease summari ze your testinony.

A Okay. Well, good afternoon, Comm ssioners. It's
good to be back Florida. | knowit's late in the afternoon,
and I'Il be swft. Basically |I'maddressing two i ssues here

this afternoon.

FLORI DA PUBLI C SERVI CE COW SSI ON



o 00~ W DN

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

25

2879

The first issue -- both issues you' ve heard a | ot
about throughout this proceeding, |I"msure. The first issue
is the issue with regard to FPL's request for a 25 basis
poi nt bonus to be added to their cost of capital which would
in effect cost custonmers about $41.5 mllion per year.

The second issue I'"'mgoing to address is the
overal |l inpact of OPC s recommendations in this case on the
ultimate financial netrics of the conpanies and their
conpany's associated financial integrity. Another issue
you've heard a | ot about in this proceeding, |I'msure.

Starting first with the return on equity adder,
| recommend that you decline FPL's invitation to charge
custonmers 42 -- 41.5 mllion nore a year to provide a bonus
for shareholders. Two basic reasons: One, | don't think
it's a good policy to start charging custoners over and above
the cost base rates and the cost base cost of capital. To
that the conpany has requested another 25 basis points or
$41-and-a-half mllion. | don't think it's a good policy to
start doing it.

Now, starting off there, |I've pointed out in ny
testinmony with regard to this policy ground FPL has presented
testimony and I've read it with regard to benchmarks of
various indicators of quality of service, and they' ve pointed
out nunerous tinmes the lowest rates in the state.

Well, | think that's great, and nbst comm ssions
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around the country and this Comm ssion should say that, FPL,
that's good work. But that's the work -- that's what we
expect of any nonopoly around the country. Regul ators expect
t he nonopoly to produce their collective best efforts, to
provi de the best quality of service at the | owest prices that
custoners can get. That's why we regul ate them

So it's great that the conpany is saying we have
pretty good netrics for SAIDI or SAIFI and low rates. But |
think it should stop there, and you can focus on sone ot her
utilities that may not be in that position.

The other thing is, with regard to the | owest
rates in the state, it's not always the case that the | owest
rates a utility may have is the result of managenent. For
exanpl e, factors such as density of population, if you're
serving a custonmer systemthat's primarily residential that's
spread out a mle between each one, you're going to be having
a nore costly systemthan you do with a nore dense custoner
base. And | point out a nunmber of factors in ny testinony.

The | ast area | do address is financial integrity.
The OPC presents two alternatives. One alternative is the
exi sting capital structure. The second, or the primary
reconmendati on, as M. O Donnell pointed out, is a 50-50
equity ratio.

If you look at ny testinony, | point out the

current financial integrity of this conpany is superior to
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nost utilities around the country. And, as a result of OPC s
recommendation, the nmetrics, the financial netrics of the
conpany, will be maintained and financial integrity will be
fine. That concludes ny presentation.
MR, McGLOTHLIN. M. Lawmon is available for cross
exam nati on.
COWM SSI ONER GRAHAM  Thank you. Wl cone,
M. Lawmon. Retail Federation?
MR. WRI GHT: No questions, M. Chairman. Thank
you.
COW SSI ONER GRAHAM M. Saporito?
MR. SAPORI TG No questions, M. Chairnman.
COWM SSI ONER GRAHAM  Sout h Fl orida Hospital ?
MR. W SEMAN: No questi ons.
COW SSI ONER GRAHAM  FI PUG
MR. MOYLE: Just one or two.
CROSS EXAM NATI ON
BY MR MOYLE:

Q The adder that you tal ked about, you' re aware that
there's a provision that says in order -- if it were to be
awarded that in order for it to continue the conpany woul d
have to show that it has the |owest residential bill on a
go-forward basis, is that right?

A Well, it says that, and also if you | ook closely

at page -- | think it's page 49 of M. Dewhurst's direct, |
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think to establish it to in the first place it's the | owest

rates,

al t hough M. Dewhurst does say you can | ook at these

other netrics. But | think to establish it as well as

continue it,

Q

it's based on the lowest rates in the state.

And it has nothing with respect to a neasurenent

on conmerci a

or industrial rates in order to nmintain

25 percent adder, is that correct?

A

That is correct.

MR MOYLE: That's all | have.

COW SSI ONER GRAHAM  Thank you. Captain M

CAPT. M LLER No questions, M. Chairmn.

COWM SSI ONER GRAHAM  Fl ori da Power & Light.

CROSS EXAM NATI ON

BY MR GUYTON:

this

[ ler?

yton.

And i f

Q Good afternoon, M. Lawton. |I'mCharlie G
| represent Florida Power & Light.

A Good afternoon to you, sir.

Q M. Lawton, do you understand that your summary is
supposed to be a summary of your direct testinony?

A Yes, and it was.

Q And where in your direct testinony did you state
that an RCE adder was not a good policy?

A | think -- | think starting on line five.
you're asking me if | used the word policy, | probably
didn't.
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Q | see. Were in your direct testinony did you
state, as you did in your sumuary, that you had read the

justification of the conpany for its ROE adder?

A That | read the justification -- well, to wite
this testinony | had to read the conpany's testinony. | read
M. Dewhurst, | think I cited M. Dewhurst, as well as -- is

it Ms. Deaton? | forget if it's M. or Ms. But there's a
wi t ness naned Deaton for FPL.

Q What other FPL witness's testinony did you read in
regard to the ROE adder?

A | think there was a M. Barrett, and | probably --
| didn't bring themwth nme, but | had sunmaries of their
testimony. But | think it was M. Dewhurst, M. Barrett,

M. or Ms. Deaton -- | don't know that M. Reed tal ked about
t he adder specifically. He was tal king about benchmarki ng.

Q Now, in your sunmary you al so nentioned SAI D and
SAIFI. Do you recall that?

A Yes.

Q Where do you discuss that in your direct
testi nony?

A That | don't believe I did, other than to say
other nmetrics, and that's sonething when | was tal kinng about
M . Reed.

Q M. Lawton, as | understand your testinony, you

state that FPL's performance adder is unnecessary for three
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reasons. One, rate level differences are, quote, to sone
extent, end quote, due to factors other than managenent
performance. Two, the notion of an ROE adder is antithetical

to the concept of a protected nonopoly. And three, it would

|l ead to unjust rates. Is that a fair sumary of your
testinmony at page five, lines 14 through 207

A That is fair.

Q Let's ook at that first rationale that you offer,

that differences in rate levels are to sone extent

attributable to factors other than managenent perfornmance.

A Ckay.

Q You qualify that statement saying to some extent,
correct?

A Yes.

Q So your testinmony is not that all rate differences

are attributable to factors other than managenent
per f or mance?

A That's what ny testinony says, yes.

Q So if not all but only sone rate differentials
are attributable to factors other than managenent perfornmance
then there are sone portion of rate differentials that are
attri butable to nanagenent perfornmance, correct?

A That's what that sentence neans. There could be.
And it could be managenent perfornmance sonething that

happened by accident. It may not be necessarily the result
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of good managenent but rather the result of serendipity.

Q Is it your testinony that FPL having the | owest
residential rates in Florida is not due in any part to FPL's
manageri al perfornmance?

A No, | did not say that. | said that the | owest
rates in the state are the results of other factors, as well,
t hat FPL managenent and FPL stockhol ders have nothing to do
with.

Q Does FPL have the |lowest residential rates in
Florida due to sone extent FPL's managerial performnce?

A It could be.

Q Now, you have not perforned a conparative study of
t he geographical characteristics of a service area of al
Florida's electric utilities, have you?

A No, | have not gone in and | ooked at, for exanple,
the density evaluation of the custonmers' distribution system
things |ike that.

Q And you' ve not done a conparative study of the

custonmer m x of each of the Florida' s utilities, have you?

A Not of each of the utilities. Cearly FPL'Ss
custonmer mx is well known. |It's primarily a residenti al
system

Q But you've not done a conparative study of it to

the other 54 electric utilities in the state?

A No. Well, | guess -- no, for this case |I did not,
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no. Now, if you're asking if I'maware of others, | am

Q Actually, 1 was asking if you'd done a conparative
st udy.

A kay.

Q You' ve not done a conparative study of the vintage

of equi prment enployed by all Florida utilities, have you?

A No, | haven't.

Q | f FPL enjoyed a cost advantage over other Florida
utilities due to the vintage of equipnent it enployed, would
you agree that FPL's nanagenent woul d be responsible for that
vi nt age of equi pnent ?

A To a large part, | think, yes.

MR GUYTON: M. Chairman, in the interests of
time, I"'mgoing to try to handle -- I'"'mgoing to try to
hand out all of the cross exhibits at one tine.

COWM SSI ONER GRAHAM  Sur e.

MR GUYTON: 1'd kind of like to have them nmarked
as we go along, rather than trying to do them al
together, but | think it nmay save sone tine if we hand
t hese out.

COWM SSI ONER GRAHAM  Sounds fair. Just as we go
along tell us which one is which, and we'll give you a
nunber for it.

MR. GUYTON. Very good.

BY MR GUYTON:
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Q Do you have a copy of those potential exhibits in
front of you, M. Law on?
A | do. | was handed a stack of docunments. [|'m

| ooking for a pen so | can mark themand | won't get |ost.

Q Good luck. 1'Il try to keep us fromgetting off
t he path.

A Ckay.

Q Wul d you ook first to the docunent that has

previously been admtted as Exhibit 169, and that is Exhibit
RRK-3. It's a one-page exhibit with a graph. Yes, sir.

A Ckay.

Q Now, did you read Ms. Kennedy's testinony prior to
preparing your testinony?

A No, | did not.

Q Way not ?

A | because | focused on the witnesses prinmarily
addressing the ROE adder and the primary w tness woul d be
M. Dewhurst, as far as | was concerned, given his statenent
that it's the lowest rate that will drive whether or not we
shoul d get the ROE adder.

Q Now, the O fice of Public Counsel did not ask you
to review Ms. Kennedy's testinony to prepare your testinony?

A Not that | recall.

Q And did you --

A Nor did it make a difference. If I felt it was --
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| had all the testinony there. | could have reviewed this
part of her testinony.

Q If you didn't review the testinony, how could you
know whet her or not it supported the ROCE adder?

A How -- | didn't hear that part.

Q If you didn't review all the testinony, how could
you know ahead of time that sone testinony did or did not
support the RCE adder?

A | |1 ooked at the beginning of everybody's testinony
and who was supporting it. | do that in all cases I'min.

Q Al right. DdOPCtell you that Ms. Kennedy
addressed fossil performance inprovenents since 19907

A No.

Q Were you here when Ms. Kennedy testified?

A No, but I was -- | did follow along as nuch as |
could fromAustin on the streamng, and so | don't recal
seeing Ms. Kennedy.

Q Okay. Well, | want to ask you about what has been
i dentified or what now has been admtted as Exhibit 167,

Ms. Kennedy's RRK-3. Have you seen that exhibit before?

A No, this is the first time |'ve |ooked at this
docunent .
Q kay. So you have no way of know ng or, for that

matter, disputing the accuracy of this exhibit?

A | don't knowif it's correct, | don't knowif it's
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wrong. | have not studied it or analyzed the underpi nni ngs

of these nunbers or the charts.

Q And you were not asked to?
A | was not asked to, and | chose not to.
Q Now, | think we rmay have covered this a little bit

earlier, but I want to go back and nmake sure that the record
is clear. D dyou read M. Reed's testinony prior to
preparing your testinony?

A | think | read parts early on. Sone of his
benchmarking -- I"'mfamliar with M. Reed. W' ve crossed
paths in many jurisdictions.

Q OPC didn't ask you to review that testinony in
preparation of your ROCE adder testinony?

A No, OPC didn't ask ne to read that as part of ny
overal |l assignment in this case. OPC does not tell ne howto
conduct ny anal ysi s.

Q And OPC didn't informyou that M. Reed addressed
a host of FPL performance neasures in his testinony and that
M. Dewhurst relied upon M. Reed's testinony in justifying
the FPL equity adder?

A No, OPC did not tell me that. | figured that out
nysel f readi ng the testinony.

Q Does FPL's performance relative to the industry
matter to you in ternms of your testinony and your opinion on

an RCE adder ?
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A No.

Q kay. Indeed, FPL could have the best performance
in the industry in each and every category and you woul d
still oppose an RCE adder, wouldn't you?

A Yes, | would. And it would be great if FPL could
acconplish that, and all the utilities could acconplish those
efforts.

Q Let's ook at your -- but not all utilities do
acconplish those efforts, do they?

A Not everybody can be nunber one.

Q In your years of testifying, have you ever
supported a penalty to an ROE award for poor performnce?

A Yes, | have, and basically because it's witten
into the statute where | did recommend it where the
Legislature in the statute specifically said if poor
performance exi sts that an adjustnment dowward to the RCE

shoul d be nmde.

Q So absent the statute you' ve never recommended an
RCE penal ty?

A That | recall, no.

Q kay. Let's look at the second reason that you

gave for rejecting the performance adder, that it's, as you
say, antithetical to the concept of a protected nonopoly.
You devel op that idea at page seven of your testinony,

correct?
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A | do.
Q And you state there, at lines six through nine,
t hat nmonopolies such as FPL, when granted the nonopoly

franchi se, have a duty to provide superior perfornance,

correct?
A Yes.
Q I n your opinion, does FPL neet its duty to provide

superi or performance?

A Does it nmeet its duty?

Q Yes, sir.

A So far it's neeting its duty. |It's providing good
service at what it characterizes as the |owest prices in the
state. Again, the lowest prices are not all necessarily
related to FPL's performnmance.

Q Well, sir, you said that he had -- that FPL had a
duty to provide superior performance. And |I'm asking you if
FPL, in your opinion, neets its duty to provide superior
per f or mance.

A Well, I think based on the criteria --

Q |"msorry, could you give ne a yes or no and then
expl ai n your answer?

A | think yes would be ny answer there, providing
their best efforts and their collective result appears to be
superior service.

Q Thank you. Now --

FLORI DA PUBLI C SERVI CE COW SSI ON



o 00~ W DN

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

25

2892

A As characterized by FPL. Sorry.

Q Wth which you' ve not taken issue?

A No. | nean, If we want to call it superior,
that's fine.

Q kay. Now, does FPL have a nonopoly franchise?

A Well, it has a nonopoly, yes, in its service area,
where no other electric provider is allowed to conme in and
serve the residential and commercial custoners, particularly
the residential customers, where the -- this adder is related
to.

Q Now, in your -- does it have a certificate of
conveni ence and necessity fromthe Florida Public Service
Conmi ssi on?

A | -- 1 don't know the answer to that. | have not
researched that. | know in sone states utilities receive
certificates of conveni ence and necessity for their service
ar eas.

Q At page seven, lines six and nine, you speak of
FPL's duty. FPL is a public utility, correct?

A Yes.

Q And the duties of public utilities in Florida are
set forth by statute, correct?

A In every state they are, yes.

Q kay. Would you turn to the next docunent? It

shoul d be Section 366. 03
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A | have it.

COWM SSI ONER GRAHAM  You want to give that nunber

5807

THE W TNESS: 5807
MR. GUYTON: Yes, Commi ssioner, | would.
(Exhi bit 580 marked for identification.)
BY MR GUYTON:

Q Now, Florida Statute Section 366.03 sets forth the
general duties of public utilities, does it not?

A It does.

Q Now, I"mtaking a look at it; 1'd ask you to take
a look at it. As | understand it, FPL has a statutory duty
to provide, quote, reasonably sufficient, adequate and
efficient service upon ternms as required by the Conmm ssion.
Do you read the statute the sane way?

A That's what the witten word says, yes, sir.

Q And where in Section 366.03 does the statute state
that a public utility such as FPL has a duty to, as you
state, provide superior service?

A It doesn't use those words. W' ve just read the
exact words that the statute says

Q | s there anywhere in Chapter 366, Florida
Statutes, where you can point nme to where the Legislature has
established a duty to provi de superior service?

A It doesn't use the word superior. So we --
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Q So we know -- I'msorry, | didn't nmean to
i nterrupt you.

A Can | finish? Oh, thank you. The clear words of
the statute you' ve read, and the last clause of that first
sentence: And efficient service based upon terns as required
by the Conmm ssion. And if you |l ook at conm ssions not only
in, I'msure, inthis state and other states around the
country, they truly attenpt to get utilities to use their
coll ective best efforts in the hope those collective best
efforts will lead to great service for custoners at the
| owest reasonable cost. And |I'msure one of these statutes

com ng up should tell us that.

Q You' re sure of that?

A Well, | hope you'd put it in there to nmake it
conpl et e.

Q Well, we'll cover the rate sections, if you can
show ne the -- in fact, why don't we do that right now  Show

me where, in Section 366 -- Chapter 366 the statutory
standard for setting rates is | owest reasonable cost.
COW SSI ONER GRAHAM  It's a trick question. Let's
nove on. It's not in there.
BY MR GUYTON:
Q Wul d you agree it's not in there?
A The exact words probably are not in there.

Q kay. So we know that your duty to provide
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superior performance is not a statutory standard?

A Well, I think we tal ked about what the statutory
standard is in 366.03.

Q Right. And it doesn't include --

A The word superior does not appear.

BY MR GUYTON:

Q Do you know if there's a duty to provide superior
performance or service that's set forth in any Comm ssion
rul e?

A Superi or performance, no, | don't know that they
use that word.

Q Now, you define superior performance at page
seven, correct?

A | believe so.

Q But your definition there is not a statutory

standard, either, is it?

A No.

Q Now, you are -- you're an attorney by trade?

A Yeah, if you want to call it that, a trade.

Q Should | say you're a recovering attorney now t hat

you're testifying as a witness?

A | actually do both. | represent cities in these
cases in Texas.

Q Okay. Now, you understand that the Conm ssion in

performng its role nust follow its governing statute,

FLORI DA PUBLI C SERVI CE COW SSI ON



o 00~ W DN

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

25

2896

correct?
A That is true. The Legislature gives the
Comm ssion the authority to -- and only the certain authority

to govern and regulate utilities.

Q And i ndeed, the Commission is a creature of
statute?

A Absol utely a creature of the statute.

Q And if the Comm ssion abandoned its statutory

standards and i nposed a different standard suggested by a
wi tness, then its decision would be reversible, would it not?

A It would, but the Conm ssion has broad discretion
in enforcing and applying its rules.

Q Did the Ofice of Public Counsel review your
testinmony before filing it?

A | believe so, because I -- well, | can't tell you.
| sent it tothem | did not fly down and watch them
assune they did.

Q Now, you asked ne a little bit earlier to ask you
about the statutes regarding the requirenents for setting
rates. There are statutes that outline the Comm ssion's
responsibility in setting rates, are there not?

A Yes.

Q And do you find in your package a section of
statutes identified as 366.041, 05, 06, 07?

A No. Am | m ssing sonething?
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Q Well, if you are, it's probably ny fault. |
apol ogi ze, but we're probably going to have to hand that one
out .
COWM SSI ONER GRAHAM  Sur e.
MR. GUYTON: Conmissioners, I'msorry, | triedto
get them all
COW SSI ONER GRAHAM  That's all right. W
appreciate the effort. For sinplicity, since these are
all Florida statutes and Conm ssion orders, | don't
think we have to give these nunbers.
MR GUYTON: If we can take official notice, that
woul d be fine.
COW SSI ONER GRAHAM  Ckay.
MR GUYTON. | just wanted to nake sure the w tness
had it in front of himfor the benefit of review
COW SSI ONER GRAHAM  Got  you
BY MR GUYTON:
Q Have you had an opportunity to take a | ook at
t hose statutes?
A Well, | haven't read it all, but, yeah, |'ve seen
t hem
Q kay. Did you review those statutes before you
filed your testinony?
A |'ve | ooked at them at one tine or another.

Whether it's in this case or a prior case, | don't recall.
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Q Can you show us where in those statutes or for
that matter anywhere else in Chapter 366 that it states that
FPL is to provide service at the | owest rates consistent with
good service?

A Hol d on.

MR. MOYLE: Isn't this back to your trick question?
COWM SSI ONER GRAHAM  Let's nove on. [It's not
t here.
BY MR GUYTON:

Q When the Conmi ssion fixes rates in a rate case, it
has a statutory obligation to fix fair, just and reasonable
rates, correct?

A Yes.

Q | want to ask you about a statenment that you nake
at page seven, lines 18 through 20. You state that FPL is
proposing to change the regulatory structure that has existed
for many years in an effort to extract profits.

Now, in meking that statenent, you were
specifically referring to FPL's proposal for an RCE
per f ormance adder, correct?

A Twenty-five basis points, yes, sir; 41 mllion.

Q Have you | ooked at prior Comm ssion decisions to
determ ne whether the Comm ssion has in the past granted RCE
performance adders, or, for that matter, ROCE perfornmance

penal ti es?
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A Are you | ooking at -- are you asking about Florida
or anywhere?

Q Yes, Florida.

A In Florida | think | talked to Public Counsel at
one point about an adder -- and I"'mtrying to recall if it
was a case they were telling me about. | think there was one
conversation about it. And again, | just don't recall where
it was.

Q So you, yourself, did not undertake to research
prior Comm ssion decisions on ROE performance adders or
penal ti es?

A No, no, no. | did not do research of the
Comm ssion orders. What | was tal king about in this sentence
is that it would be above and beyond the just and reasonabl e
rates.

Q kay. And you nentioned that you had had a
conversation with OPC. Are you aware that the Conm ssion in
the past has granted RCE, both performance adders and
performance penalties?

A | had heard that in the stream ng video as | was
wat ching this proceeding. | think it came up on at | east
one, possibly two occasions, the issue canme up.

Q kay. 1'mgoing to ask you to it turn to what
shoul d be the next exhibit or the next docunment in your

package entitled the 1968 Fl ori da Power Corporation ROE
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Penalty Decision. Do you have that, sir?
A | have a Florida Power Corp case, 1968, Docket

43417

Q Now, did you have occasion to | ook at this order,
this 1968 order, in preparation of your testinony?

A No, | didn't.

Q And the O fice of Public Counsel didn't ask you to
take a look at it or make it available to you?

A Not that | recall, no.

Q Wul d you turn to page 297 of that decision,

pl ease.
A ' mthere.
Q And 1'mgoing to ask you to read the section under

Headnotes 2 through 4. Not out loud, | just want you to take
a mnute toreviewit, if you would. You can read it out
loud if you'd like, but whatever is npbst convenient.

A |"ve read it.

Q Al right. | want to ask you about a couple of
passages Wi thin that passage, if we can. Near the bottom of
page 297 did you see the | anguage that read fromthe
Conmi ssion one of the greatest indicators of an efficiently
operated public utility is its rate structure and the pricing

of its service or comodity?
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| don't know that it's the greatest indicator

A Yes, fromthis 1968 deci sion, yes.

Q And do you disagree with that statenent?
A Yes.

Q Al right.

A

Q

And over on page 298, the first full sentence
reads: The pricing of a utility's services or coomodity is a
matter of primary inportance and nust be given due
consideration in nmeasuring the efficiency and attai nment of a
utility. Do you agree with that sentence?

A | agree that's what the sentence says, yes.

Q No, sir, that's not what | asked you. | asked if
you agree with that statenent.

A That pricing it inportant, yes, | do -- |I do agree
with that. But renmenber, keep this in context. This is a

1968 decision on electricity prices.

Q | see.
A It was a different world.
Q So is it your testinony that pricing is |ess

i nportant today than it was in 19687

A | think the result of pricing back in 1968 when we
had nmuch nore --

Q |"msorry, could | get a yes or no? And then 1']
be glad for the witness --

A | f you can repeat -- | apologize to the bench. |If
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he coul d repeat the question.

Q Is it your opinion that pricing is |less inportant
today than it was in 1968?

A Yes and no.

COW SSI ONER GRAHAM  You can el aborate.

THE WTNESS: |'msorry?

COW SSI ONER GRAHAM  You can el aborate.

THE WTNESS: ©Oh, okay. Yes, it's a very different
worl d today than it was in 1968, and pricing, sinple
pricing in that sinple world could have been very
i nportant back in '68. Today there's a nunber of
factors, as | say in ny testinony, that influence
prices; not managemnent.

BY MR GUYTON:

Q And if you go on further down the page on 298, the
first sentence in the next paragraph: One of the soundest
met hods of rewarding efficiency is by allowng a utility to
earn at the top of the range of what has been found to be in
the zone of reasonableness in fixing a fair rate of return.
Do you agree with that statenent?

A Yes, and that's what we do in utility conm ssions
around the country today. Return wi tnesses provide ranges,
and sonetinmes conm ssions will go to the upper end or above
the m dpoi nt, based on efficiency or whatever.

Q And in this case, as you get to the end of
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Headnotes 2 through 4, the Comm ssion actually authorized a
return on equity that was bel ow the m dpoint of the evidence
in that case to penalize the utility, correct?

A Yes. And that happens today, as well.

Q So as early as 1968 this Conm ssion enbraced the
i dea of using a return allowed a utility to either reward or
penalize a utility for its performance, correct?

A Well, | don't knowif this was the earliest, which
is the inplication of your question. But yes, 1968, they did
do it.

Q Al right. And in this case Dr. Avera has
recormended a fair rate of return of 10.25 to 12.25, correct?

A | believe that's Dr. Avera's range, yes.

Q And FPL is requesting a rate of return set point
of 11.5, a value that is within Dr. Avera's fair rate of
return range, correct?

A No, | think you' ve m scharacterized FPL's request.
I think it's 11-and-a-quarter, and then you would add the 25
basis points to get 11.5 which is, yes, within the range.

Q Now, did you have occasion to read the
Comm ssion's 1982 Gulf Power rate decision in devel opi ng your
testi mony, Order Nunber 105577

A No, | think I told you earlier | hadn't, but I
think this is one of the decisions that was nmentioned earlier

in the week, or |ast week.
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Q Did OPC provide that order to you?

A No.

Q Did you ask OPC to provide prior orders on
Comm ssi on deci sions involving RCE penalties and adders?

A | don't recall that | did. | told you at one
poi nt we had a conversation about ROE adders when | was given
the assignnent for this issue. Wat all | asked for, | don't
recal | .

Q |"mreferring nowto the docunent identified as

the 1982 @ulf ROCE adder deci sion.

A | have it in ny hand.

Q Wul d you turn to page 27 of that order, please.

A ' mthere.

Q And do you see the paragraph i nmedi ately above the

headi ng Approved Capital Structure and Fair Rate of Return?

A Starting with the words considering?

Q Yes, sir.

A That's where I"'mat. Do you want ne to read it?
Q You can. Pl ease.

A kay. 1've read it.

Q Now, in that paragraph and in this order the

Cormmi ssion found that GQulf had continued its commtnent to an
effective conservation program correct?
A | see that.

Q And as a result of that, it agreed to a m dpoint

FLORI DA PUBLI C SERVI CE COW SSI ON



o 00~ W DN

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

25

2905

or an RCE of 15.85 rather than the 15.75 mdpoint that it had

found, correct?
A Correct. It went ten basis points above the
m dpoi nt of the reasonabl e range.
Q So in the 1982 Gul f decision, the Conm ssion
aut hori zed an RCE adder for @ulf Power Conpany?
A That's what this says, yes.
Q D d you have occasion to take a | ook at the 2002
Gul f ROE adder deci sion?
A No. As | told you earlier, |I hadn't.
Q And once again, OPC didn't provide that decision

to you, either, did they?

A No, nor do | recall asking for this one.

Q | f you would turn, please, in that decision, to
page 29.

A Twent y- ni ne?

Q Yes, sir.

A Okay. |'mthere.

Q Wuld you read -- and it may be a little bit

faster if we just get you to read the entire |ast paragraph
that is on 29 and conti nues over to page 30.

A Ckay. Il've read it.

Q Now, in that paragraph and in this order the
Conmi ssion found and granted Gulf a 25 basis point adder to

its ROE, correct?
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Yes, from11.75 to 12 percent.

Q And it did that for superior performance, did it
not ?

A It said past perfornmance and expected future
performance continue to be superior.

Q Now, in preparing your testinony did you have
occasion to take a look at the Florida Suprene Court's
decision in Gulf power versus WIson?

A No.

Q OPC didn't provide you with a copy of that Suprene

Court deci sion?

A No.

Q And you didn't find it on your own research?

A No.

Q | f you would, please, sir, turn to page four of

t hat deci si on.

A Is it attached to the docunent | have?
Q It should, it should have been one of the
docunents that we handed out to you. It's entitled Gulf

Power versus W/ son.

A | have it here.

Q If you'd turn to page four. And I'mnot going to
ask you to read the entire paragraph on the | eft-hand side at
the bottom of the page, but | do want you to read, for the

benefit of the Comm ssion, if you' d read it out |oud, the
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| ast sentence in the paragraph at the bottom of the page in
the |l eft-hand colum, beginning this concept.

A This concept of adjusting a utility's rate of
return on equity based on performance of its nmanagenent is by
no means new to Florida or other jurisdictions.

Q Sois it fair to say that this Conm ssion has a
hi story of providing both ROE adders and penalties for
utility performance?

A It isinits history, adders and del etions from
equity for performance.

Q Wul d you turn back to page seven of your
testi nony, please.

A "' mthere.

Q Isn't the follow ng statement just plain wong?

FPL is proposing to change the regulatory structure that has

exi sted for many years. |Isn't that just dead wong?
A It's not consistent with these orders, but | think
It's consistent with ny position. | think it's changing the

structure above and beyond just and reasonabl e rates.

Q So it may be consistent with precedent but you
still think it's a change in structure?
A | do.

Q kay. Now, the |last ground that you gave for a
justification for rejecting the ROE adder was that it would

result in unjust rates, correct?
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A Yes.
Q If FPL were given its entire rate increase,
i ncluding the 25 basis point adder, it would still have the

| owest residential rates in the state of Florida and stil

have an average residential bill below the national average,
correct?
A Based upon the various presentations, | think, in

M. Dewhurst's testinony, that would be correct.
MR. GUYTON. No further questions.
COW SSI ONER GRAHAM St aff ?
MR. YOUNG No questions.
COWM SSI ONER GRAHAM  Conmi ssi oners?  Conmi ssi oner

Bal bi s?
COWM SSI ONER BALBI'S: | have to continue ny streak.
| have one question. It's really a -- I'"mKkind of

curious about this. You nentioned the main reason or
one of the reasons that you' re against the ROE adder is
the resulting $41 million in revenue requirenents,
correct?

THE W TNESS:. Yes.

COW SSI ONER BALBI'S:  If there were no associ at ed
increase in revenue requirenent, would you be opposed to
the 25 basis point increase of allowable range, or
al | owabl e ROE?

THE WTNESS: | don't know how that woul d happen
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If you increase the ROE by 25 basis points, the revenue
requirenents has to go up. And if |I could show you on
ny attachnent two --

COWM SSI ONER BALBIS:  Well, no, let nme wal k you
t hrough a theoretical scenario --

THE W TNESS: Ckay.

COWMWM SSI ONER BALBIS: -- that I'mnot even -- |ike
| said, I"'mjust curious about this. Let's say this
Comm ssi on decides that an appropriate ROE m dpoint is
ten.

THE WTNESS: Cot it.

COW SSI ONER BALBI'S:  And we al |l ow 100 basis points
a year above or below that as the allowable range, so
t he conpany can earn up to 11. But then we add an RCE
adder, so we've already set the revenue requirenents at
a mdpoint of ten and we add a .25 percentage or 25
basi s point adder. So the conpany, if they continue
with efficiency inprovenents, et cetera, can be allowed
to earn 11.25 without inpacting custonmer bills. Wuld
you be opposed to that?

THE WTNESS: | hadn't considered it, but | now
under stand what that proposal would entail. That would
be on the ongoi ng earnings review process the conpany
woul d be allowed to earn from-- under your scenari o,

Cormmi ssioner, fromnine to 11.25, | think, is what
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you --

COWM SSI ONER BALBI'S:  Correct.

THE WTNESS: Yeah. And -- and that may -- that
may be workable. That's sonething that's not in the
revenue requirenments of setting the customer's rates.
And | think this Conm ssion has kind of done that in the
past when it's considered other factors in the earnings
nmoni toring review process.

I think that that has happened historically, so I
agree there woul d be no revenue requirenment inpact in
t hat situation.

COW SSI ONER BALBI'S:  Okay, thank you, that's all |

have.

THE W TNESS: You're wel cone.

COWM SSI ONER GRAHAM Ot her conmi ssi oners? OPC,
redirect?

REDI RECT EXAM NATI ON

BY MR McG.OTHLI N

Q M. Lawton, M. CGuyton directed you to severa
statutory | anguage excerpts and orders and a court deci sion.
I's your objection to the proposed ROE adder based upon
considerations of legal authority or on considerations of the
desirability of the policy?

A The desirability of the policy. And I think

point that out in ny testinony.
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Q On page five, beginning at line 17, M. Guyton
directed you to this statenent, as well. You say: More
fundanmental ly the notion of an ROE adder is antithetical to
the concept of a protected nonopoly, which accepts and enjoys
many advant ages over conpetitive enterprises.

And referring to his conment on your sumary,
would the -- would a notion that is antithetical to the

concept of a protected nonopoly be a good policy or a poor

pol i cy?

A Well, it's not a good policy to be antithetical to
the -- the -- to the concept of a protected nonopoly. It's
not -- it's not good policy to have protected nonopolies get

these additional profits over and above what you decide --
you, the Comm ssion -- decide are the reasonable costs and
the reasonable return, and then bunp it up. | think it's
inefficient, as well, as ny exhibits show.

Q M. Quyton asked you about your statenent that the
vi ntage of equi pnrent m ght bear on the |evel of rates. And
he suggested that managenent woul d be responsible for the
vi ntage of equi pment. Taking production plant as an exanpl e,
when does managenent construct production plant?

A Managenent constructs production plant when their
forecast indicates they have to. The demand of the system
requires additional plants. Sonetines nmanagenent may sel ect,

you know, whether it's a base load plant. And we're seeing
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that nowin this current case. There are various plants
comng on line, the, | think, Cape Canaveral and so forth.

Q M. Quyton showed you one of M. Kennedy's
exhibits and you said that that exhibit and simlar exhibits
woul d not have nade a difference in your recomendation. Wy
woul d those not have nmade a difference?

A Basi cal | y because the overall process, as
presented by FPL, is because we have the |owest rates in the
state we should get this profit adder and we shoul d conti nue
it. And that's clearly what page 49 of M. Dewhurst's
testinony says.

Q M. Quyton questioned you about your description
of good service at the |owest reasonable rates. Do you
recall that?

A Yes.

Q | s there anything inconsistent between good
service at the |l owest reasonable rates and fair, just and
reasonabl e rates?

A | don't see any.

Q You're aware that this Conm ssion typically sets
a range of return on equity and then bases rates on the
m dpoi nt ?

A Most comm ssions do. They conme up with a
reasonabl e range and then they decide what point in the range

they're going to select. Unless there's a reason to go up or
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down, they usually pick the m dpoint.

Q Assune for purposes of the question that the
Comm ssion sets a mdpoint and then provides a range of 100
basi s points bel ow and above. In your view, would that
provi de FP&L an opportunity to excel ?

A Well, it certainly does. | mean, in the |ast
case, this Commi ssion set a rate of 10 percent and the band
around that was from9 percent to 11 percent. And we saw
this conpany -- | think we've heard this week -- has earned
11 percent throughout the period since the |ast case, which
i s phenonmenal in today's market.

Q Now, M. CGuyton asked you to agree that even with
t he adder the conmpany's rates would -- the conpany woul d
provide the |owest residential rates in the state. Do you
remenber that question and answer?

A | do.

Q How nmuch in revenue requirenents would the adder
add to the total revenue requirenents?

A The adder, as shown in ny Exhibit 2, and it adds
$42 mllion, 15 mllion of that adder is inconme taxes that
have to be paid to the governnent, and only 25 mllion of the
42 mllion adder actually gets to its clained purpose, the
way the conpany has set it up

MR. McGOTHLIN: Could I have just a second? No

further questions.

FLORI DA PUBLI C SERVI CE COW SSI ON



o 00~ W DN

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

25

2914

COWM SSI ONER GRAHAM  Ckay, exhibits.

MR. McGLOTHLIN. OPC noves 275, 276 and 277.

CHAl RVAN GRAHAM 275, 276, 277. And Fl orida Power
& Light?

(Exhibits 275, 276, 277 admitted in evidence.)

MR. GUYTON: Florida Power & Light Company didn't
ask you to mark any of these exhibits, but we would ask
that you take official recognition of the 2002 CGul f
rate -- @l f ROE adder decision, the 1982 Gulf ROE adder
decision, the 1968 Fl orida Power Corporation RCE penalty
decision, and @ulf Power versus WIson, and Section
366. 03, consistent with your earlier ruling.

COWM SSI ONER GRAHAM  Sounds good.

MR. SAPORITO M. Chairman, we did assign FP&L the
nunber 580 for sonething, right?

COW SSI ONER GRAHAM  We did it initially, but
we're not going to put that into the record, because
that was just a Florida Statute, 366.

MR, GUYTON: Wuld you bear with ne just a mnute?

COWM SSI ONER GRAHAM  Sur e.

MR. MOYLE: M. Chairman, just a point of
clarification, we have no objection to the official
recognition of the orders, but | think we've also, in
past practice -- just because you take officia

recognition of it doesn't nean if there's an order out

FLORI DA PUBLI C SERVI CE COW SSI ON



o 00~ W DN

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

25

2915

there that is not necessarily officially recognized,
that the parties can't, you know, cite it and rely on it
intheir briefs. | just wanted to nake that point
clear, make sure we're not deviating fromthat practice.

COW SSI ONER GRAHAM  No, | don't think so.

MR GQUYTON: Conmmi ssioner Graham we'd al so ask
that you take official recognition of the other section
of statutes from 366 that address the Conm ssion's
rate-setting authority that we al so handed out.

COW SSI ONER GRAHAM  The second one?

MR GUYTON: Thank you.

COWM SSI ONER GRAHAM  All right, OPC, | take it you
want to let M. Lawton go.

MR. McGLOTHLIN:  Yes, sir.

COW SSI ONER GRAHAM M. Lawt on, thank you for
your testinony.

THE W TNESS: Thank you very nuch, Conm ssi oners.

COW SSI ONER GRAHAM Wl |, the Chairman said that
we were going to stop sonetine between 6:00 and 7:00
today and it looks like it's about five mnutes after
6:00, so |l think it's a good time to call it quits.

We're going to start tonmorrow norning at 9:30. Not
9:00, but 9:30. And we're probably going to end about
7:00 tonorrow, just so as long as everybody is prepared.

M. Young?
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MR. YOUNG Just for the lineup for tonorrow, I
t hi nk today we concluded OPC s case.

COW SSI ONER GRAHAM  That's correct.

MR YOUNG We will start with the Florida Retail
Federati on.

COWM SSI ONER GCRAHAM  That's correct.

MR. YOUNG Then nove down to -- we've taken care
of FIPUG s case with witness Pollock. Then we'll nove
to South Florida Hospital w th Baudino, Baron, Kollen,
then nove to the Federal Executive Agency wth Gornman,
St ephens -- witness Stephens has been stipul at ed.

COW SSI ONER GRAHAM  That's correct.

MR. YOUNG And then Algenol with R Paul Wods.
The Staff would note that M. Hendricks and M. Saporito
has already testified and Staff's w tnesses are excused.
At an appropriate tine Staff will be noving their direct
testinmony and exhibits in wth Kathy Welch's deposition.
And after that we will start the Florida Power & Light
rebuttal .

MR. SAPORITO M. Chairman, |'ve touched base with
Staff earlier on one of ny exhibits, Nunmber 501. |
want ed that noved into the record. According to ny
research, it has been identified in the record but it
hasn't been entered into the record.

COW SSI ONER GRAHAM | did hear M. Young speak of
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that earlier, so we'll make sure that Exhibit 501 is
entered into the record.

MR. YOUNG Yes, sir, except for the second page
dealing with the copper

COWM SSI ONER GRAHAM  Except for -- one nore tine,
M. Young?

MR YOUNG | think it's the second -- the third?
The third page.

COW SSI ONER GRAHAM  Let's nmake sure we've got it
right, because | remenber there was sone objection about
it.

MR. SAPORITO | believe it was the third page. |
have the transcript.

MR. YOUNG The third page of that exhibit will not
be noved into the record.

COWMM SSI ONER GRAHAM  So Exhibit 501 is going to be
entered into the record except for the third page of
t hat exhibit?

MR. YOUNG Yes, sir.

COWM SSI ONER GRAHAM  Ckay, we'll do that.

(Exhibit 501 admtted in evidence.)

MR, LI TCHFIELD: M. Chairman, also with respect to
the testinmony of M. Wods for Al genol, FPL was
contacted to see if we would be willing to stipulate his

testinmony in. W agreed. W obviously can't speak for
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the other parties, so |I'mnot sure where that stands.

MR. YOUNG He took ny conversation with them out
of ny mouth. W were going to talk to the parties and
see if they would stipulate Al genol, R Paul Wods, and
contact M. Ha, the representative from Al genol

COWM SSI ONER GRAHAM  Sounds |i ke a good thing to
do after we recess.

MR. BUTLER: One nore -- one nore matter I'd just
like to bring to the Conmi ssion's attention. Qur
rebuttal witness, M. Flaherty, has a schedul e
limtation. He is available basically -- he needs to
finish by no later than Wdnesday, m dday.

So we'll just have to see how things are going
during the day tonorrow, and we may need to ask to nove
himforward a bit for getting himout by his deadline.

COWM SSI ONER GRAHAM  Ckay. Anything el se before
we conclude for the day? | want to thank you all very
much for your tinme. | hope you all travel safe, and
"1l see you tonorrow norning at 9:30. W are at
recess.

(The hearing was recessed at 6:10 p.m and the

transcript continues in sequence in Volume 21.)
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