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1 PROCEEDI NGS
2 CHAI RVAN CLARK: All right. Mwving to Item
3 No. 4, application for rate increase in H ghl ands,
4 Har dee, Desoto county by Sebring Gas, Ms. Gall oway.
5 M5. GALLOMAY: (Good afternoon, Conm ssioners.
6 CHAI RMAN CLARK:  Your m crophone.
7 M5. GALLOWAY: Item4 is staff's
8 recommendation regarding the petition for a rate
9 i ncrease by Sebring Gas, Inc.
10 Sebring Gas provides natural gas service to
11 approxi mately 662 natural gas custonmers in the City
12 of Sebring and the surroundi ng area, including
13 Hi ghl ands, Hardee and Desoto Counties. The conpany
14 | ast petitioned the Comm ssion for a rate increase
15 in 2004 with rates approved by the Comm ssion in
16 t hat docket in 2005.
17 For this docket, a custonmer neeting was held
18 on August 8th, 2019. Staff has not received any
19 cust onmer conpl ai nts.
20 Beth Keating is here representing the conpany
21 and would li ke to address the Comm ssion, and staff
22 Is also available for questions.
23 CHAI RMAN CLARK:  Thank you, M. Gl oway.
24 Ms. Keati ng.
25 M5. KEATING Good afternoon, M. Chairnman,
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1 Comm ssi oners, and Happy New Year

2 CHAI RVAN CLARK:  Happy New Year.

3 M5. KEATING Again, | amBeth Keating with

4 the Gunster Law Firmhere this afternoon for

5 Sebring Gas Conpany. | would |ike to take the

6 opportunity to introduce a couple of folks to you.

7 To ny left is M. Jerry Melendy. He is the

8 Presi dent of Sebring Gas. And to ny right Bruce

9 Christnmas. He's a consultant with the conpany and
10 wi t h RBC Resour ces.

11 | would like to begin first, Comm ssioners, by
12 saying we appreciate your staff's efforts in

13 bringing this matter before you and for working

14 wi th the conpany throughout this process.

15 As | am sure you can understand, undertaking a
16 rate case is a pretty nonunental endeavor for a

17 conpany of Sebring's size. And your staff has been
18 pr of essi onal and reasonable in terns of navigating
19 t he process.

20 For the nost part, the conpany appreciates and
21 supports staff's recommendati on; however, the

22 conpany does take exception on two issues.

23 | ssue 11, which addresses the recomended RCE,
24 and Issue 27 as it pertains to the cal cul ati on of
25 the appropriate per thermtransportation charges.
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1 Wth your indulgence, M. Chairman, | can go
2 ahead and address each of our concerns. | didn't
3 know i f you preferred to go issue by issue as --
4 CHAI RMAN CLARK: W thout objection, we wll
5 just take them both. Go ahead.
6 M5. KEATING Ckay. Thank you, M. Chairnman.
7 Wth regard to Issue 11. Conm ssi oners,
8 Sebring is privately held, and is the snall est gas
9 utility in the state. 1In size, it's nore
10 conparable to sone of your smaller water and
11 wastewater utilities that you regulate, and it's
12 certainly smaller than any electric | QU
13 Consequently, and is you have recognized in a
14 variety of contexts, it faces greater financial
15 risk and is less able to adjust for the changes in
16 the market. Your staff, has, however, applied an
17 extrenely conservative analysis, and their
18 recommendation allows for only a nodest adjustnent
19 to the DCF and CAPM results in reconmendi ng an ROE
20 m dpoi nt of 10 percent. W think this is
21 wr ong- headed for a few reasons.
22 First of all, the proxy group staff utilized
23 runni ng the nodel consists of conpanies that are
24 not at all conparable to Sebring. Conmm ssioners, |
25 believe, if | amnot m staken, your staff has
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1 handed out a chart that we prepared for your
2 review. And that analysis includes an anal ysis not
3 just of the proxy group that your staff utilized,
4 but also the Florida Gas utilities, sone of the
5 smal ler electric utilities and certain water
6 conpani es that you regul ate.
7 If you will notice on -- at the bottom of the
8 chart on the second page, that's where the proxy
9 group that your staff utilized is reflected. You
10 wll see there is Atnps, Northwest, One Gas and
11 Spire. You will note that none of those conpanies
12 has fewer than $1.7 mllion custoners.
13 And then | ower down, you wll see that the
14 smal | est division of one of those entities, Spire
15 M ssi ssippi, still has over 18,500 custoners.
16 Sebring has 622.
17 You have historically acknow edged t hat
18 smal | er conpani es are higher risk conpanies. And
19 certainly, I will tell you Sebring is planning and
20 wor ki ng towar ds nmaki ng sone custoner gains, but
21 t hey' ve got aways to go to get to 18,000, much I ess
22 amllion.
23 Second, Conmi ssioners, the Comm ssion has al so
24 consistently recogni zed that the capital structure
25 Is a good indicator of risk. For gas conpani es,
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1 the target cap structure you have historically
2 applied is 60 percent equity, 40 percent debt. 1In
3 reality, however, the MFRs and the testinony in
4 this case reflect that Sebring' s existing cap
5 structure is nore |like 38 percent equity.
6 This is indicative of a conpany that's subject
7 to nmuch greater risk than the proxy group staff
8 utilized. |In fact, Conm ssioners, a |low equity
9 ratio is such a good indicator of risk that you
10 have nade 40 percent equity before for cal culating
11 wat er and wast ewat er ROES using your | everage
12 f or mul a.
13 When you consider again the chart we have
14 prepared, you will note that a 10-percent RCE woul d
15 pl ace Sebring below all other electric and gas
16 utilities in the state. It would also be bel ow
17 other relatively conparable water utilities. And
18 we acknow edge that the ROEs in the chart for
19 certain utilities were set nore -- nore than 10
20 years ago, while others are the result of
21 stipulations, or the application of the
22 Conm ssion's | everage fornula for water.
23 That said, Sebring is subject to greater risk
24 than al nost any other utility on this chart and
25 shoul dn't be penalized with a significant ROE
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1 reduction just because it filed a rate case.
2 Conmm ssioners, while we don't think it's
3 staff's intention, we think it's appropriate to
4 characterize the RCE reduction as just that, it's a
5 penalty. In water, that's precisely how you have
6 hi storically addressed service quality issues, by
7 I nposi ng a reduction on RCE
8 Sebring, however, has an outstandi ng custoner
9 service record, so nuch so that not one person
10 showed up to the custoner nmeeting in Sebring to
11 address the conpany's service. And not one
12 cust omer conmuni cation has been filed in the
13 Comm ssi on's docket file.
14 The Mel endys have worked hard to build a
15 solid, safe and reliable conpany supplying natural
16 gas service in an area that had access only to
17 propane service prior to the conpany's
18 establ i shnent in 1992.
19 This is a small but growi ng conpany. They' ve
20 only sought rate rel ease once since then, in 2004.
21 Over 16 years ago. And over the intervening period
22 of time have continued to provide reliable service
23 and to extend service to new custoners. They
24 shoul d be rewarded for what they have acconpli shed,
25 not penali zed.
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1 As such, we respectfully ask that you rejected

2 your staff's analysis, which is based on a proxy
3 group that, on the |low end, are nore than 3, 000
4 percent Sebring's size, and set a m dpoint ROE for
5 Sebring within a nore appropriate range of 11 to
6 11.5.
7 Wth regard to Issue 27, | will keep this a
8 little briefer.
9 The conmpany respectfully suggests that as
10 cal cul ated and applied to the rate cl asses, the per
11 thermrates just don't send the appropriate price
12 signals to custoners. Rather than decline in a
13 i near fashion such that | ower usage custoners pay
14 t he higher per thermcharge and vice-versa, the
15 rates bounce in both directions.
16 The conpany appreci ates that staff has
17 endeavored to ensure that each rate cl ass sees
18 about the sanme anobunt of a percentage rate
19 i ncrease. And Sebring would be the first to
20 acknow edge that how rates were set in past rate
21 cases has had sone inpact on the ability to nake
22 the appropriate adjustnents in this case. But the
23 conpany believes it's critical to correct the rates
24 now to send the right pricing signals.
25 To that end, | believe you nay al so have an
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1 anal ysis that we prepared that reflects our

2 recommended adjustnents to both the custoner

3 charges and the per thermcharge, where we've tried

4 to address staff's concerns about the per rate

5 cl ass increase, while also inplenenting what we

6 think is better regulatory policy and sends the

7 appropriate pricing signals by having Iinear

8 declini ng per therm charges.

9 If you don't have those copies, Comnm ssioners,
10 | have additional copies.

11 CHAI RMAN CLARK: Does everyone have a copy?

12 It is this one?

13 M5. KEATING That's correct.

14 CHAI RMAN CLARK:  Ckay.

15 M5. KEATING And just to explain a little bit
16 further about that chart. The conpany took staff's
17 recommendati ons on every other issue and fl owed

18 them t hrough the MFRs, and then nade additi onal

19 adj ust-- manual adjustnents to both the per therm
20 charges and the custoner charges to try to address
21 the concerns that we have regardi ng pricing

22 signals, and that staff also has indicated with

23 regard to the percentage increase per rate class.
24 So, Comm ssioners, we would al so ask that you
25 gi ve sonme consideration to our proposal with regard
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10

1 to Issue 27.
2 And with that, Comm ssioners, we again thank
3 your staff for their efforts. Thank you for
4 listening to our conmments today, and we are happy
5 to address any questions you may have.
6 CHAI RAN CLARK:  Conm ssi oner Brown.
7 COW SSI ONER BROWN: Thank you.
8 Ms. Keating, just a clarification on the
9 docunent that we have before us regarding |ssue 27.
10 It's -- it does have the ROE up at the very top,
11 and it has the current ROE at 11.5, the origina
12 filing at 12.5, the staff recommendati on of 10.0,
13 and then it has your conpany proposed as 10.0. So
14 | just want to be clear fromyour coments, is --
15 Is that a m stake?
16 M5. KEATING No. That's an excell ent
17 questi on.
18 The conmpany is not proposing 10 percent, but
19 for purposes of flowing it through the chart, we
20 just reflected that we were accepting staff's
21 recommendat i ons for purposes of making the changes
22 in the rates. But the conpany woul d very
23 strenuously ask that the Conm ssion consi der
24 changi ng that RCE.
25 COW SSI ONER BROMWN:  So on that -- thank you
114 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com

Premier Reporting

(850)894-0828 Reported by: Debbie Krick



11

1 for that clarification, M. Chairman. |f | may
2 follow up --
3 CHAI RMAN CLARK:  Yes, conti nue.
4 COMM SSI ONER BROMWN:  -- on the ROE. | think
5 you raised sone -- sone valid points, and |
6 appreciate the chart that you gave us with the
7 conpari sons.
8 You know, settings ROEs as regulators is -- is
9 a tricky science, slash, art, and it is -- it is
10 difficult. So, you know, we have -- we've had -- |
11 nean, this is a different type of posture. W
12 don't have a live witness, but | would | ove to ask
13 your consultant, if he is the ROE witness, a few
14 guestions on how you derived the 12.5 percent that
15 was originally requested.
16 CHAl RVAN CLARK: M. Chri st nmas.
17 MR. CHRI STMAS: It was a conbination of a
18 couple of things. And what drove it beyond the
19 11.5 percent is there was the tax issue, the
20 deferred tax issue that staff addressed in a
21 different way, and we agree with how t hey addressed
22 it, but we had added a percentage point into
23 recover those dollars. So if we were refiling this
24 as it is today, we would file it at 11-and-a-half,
25 SO. ..
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12

1 COMWM SSI ONER BROAN:  And -- okay. And not
2 12- and- a- hal f?
3 MR, CHRI STMAS: Not 12-and-a-half.
4 MR. BROWN: So you woul d keep the current RCE
5 that you have if in place today?
6 MR CHRI STMAS: Yes.
7 COW SSI ONER BROWN:  Staff, did you have any
8 coment s?
9 MR. ClI CCHETTI: Yes, Conm ssioner. Good
10 afternoon, M. Chairman and Conm SSioners.
11 The conpany current allowed RCE is
12 11-and-a-half percent, and that was set in Decenber
13 of 2004. Staff is recommendi ng 10 percent based on
14 current market conditions and the risk of the
15 utility as conpared to its proxy group.
16 There is a -- there has been a significant
17 decrease in interest rates since the 11.5 percent
18 was set, alnost 300 basis points. And it's
19 standard practice to use a proxy group of utilities
20 that trade in the marketpl ace, because you coul dn't
21 find stocks trading for conpani es that have 600
22 cust onmers.
23 So we do it in-- with the |everage fornul a.
24 It's used in alnobst every rate case where we are
25 recommendi ng an RCE. There is a proxy group, and
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13

1 thin you make an adjustnent for risk.

2 Based on our anal yses, it was approxi mtely

3 the average of the DCF, the discounted cash fl ow

4 net hodol ogy and the capitalized set pricing nodel

5 cane in under just eight percent, at 7.8 percent.

6 And we knew that was too | ow because the proxy

7 group is a less risky group than -- than Sebri ng.

8 However, Sebring is still a regulated utility, and

9 gi ven adequat e managenent and adequate regul ati on,
10 there should be no reason why they couldn't adjust
11 their rates so that they could neet their expenses
12 and earn a fair return.

13 So we thought 10 percent, based on a coupl e of
14 conpari sons that we | ooked at, was reasonable. For
15 exanple, the average gas utility ROE that was

16 al lowed for 2019 was approximately 9.6 percent, and
17 we are sonewhat above that at 10 percent.

18 And al so the long-termtreasury yield, the

19 forecasted rate for that, it's arisk-free rate, is
20 approxi mately three-and-a-quarter percent.

21 Currently, it's 2.3 percent.

22 So allowng a 10-percent ROE, that's a

23 significant risk premumover the risk-free rate.
24 So based on those considerations, we thought

25 10 percent was fair.
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14

1 CHAI RMAN CLARK:  Conmi ssi oner G aham
2 COW SSI ONER GRAHAM  Thank you, M. Chairman.
3 You know, ny big issue has al ways been
4 custoner service. Wenever | get the opportunity
5 to talk to our utilities, to talk at different
6 conferences, | talk about custoner service,
7 especi ally because we have a nonopoly situation
8 where people don't have a choice to pick and choose
9 who they are going to get utilities from And |
10 have al ways preached that the one thing you do
11 control is your custoner service. | think it's
12 key. | think you need to spend the noney to nmake
13 sure that the custoners are happy.
14 | think what Ms. Keating touched on the
15 begi nni ng of her conversation was the fact that
16 they didn't have anybody conme conpl ain about the
17 rate increase, which, as we all know here, is
18 al nrost unheard of.
19 And quite a bit of tinmes when we are dealing
20 with the water utilities, we will dink these guys
21 because they have poor custoner service, or we wll
22 di nk these guys because they have a poor pro -- a
23 poor product. And in this case, it doesn't appear
24 to be a poor product, because | hadn't heard any
25 noi sture conplaints or anything like that in their
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1 gas, and the customer service appears to be pretty
2 stellar.
3 So goi ng back to the whol e addict of the
4 carrot or the stick, | don't have a problemwth
5 giving themthe carrot in this case because | think
6 t hey have done the job that they need to do, and
7 they are keeping the custoners that they have
8 happy.
9 So I don't have a problemwth -- you know,
10 normal |y when we are going to penalize sonebody, we
11 will penalize themup to 100 basis points. And
12 we -- that's just to kind of not do any undue harm
13 to them | don't have a problem going the opposite
14 direction in this case and addi ng the basis points.
15 Now, anywhere between 50 and 100 works for ne.
16 I will open that up to everybody else, but that's
17 just the way | feel about this Issue No. 11. |
18 don't have a comment on |Issue No. 27.
19 Thank you, M. Chairman.
20 CHAI RMAN CLARK:  Commi ssi oner Pol mann.
21 COMM SSI ONER POLMANN:  Thank you, M.
22 Chai r man.
23 | appreciate M. C cchetti's explanation.
24 That's very helpful to me. | do see Sebring as
25 a-- as a small utility. | recognize that.
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1 am-- | am | don't want to say troubled, but | am
2 not persuaded by the argunent that the conparison
3 to utilities that are nmuch larger is not a valid
4 conpari son, because | do accept M. G cchetti's
5 argunent that it's a -- it's a market-based issue
6 in-- in large part because we are tal ki ng about
7 t hat conparison, as we typically do, so -- so |
8 think that carries weight for ne.
9 | wll ask this, though, on the -- on the
10 cap -- capitalization structure, how does t hat
11 wei gh into your analysis here? M. Keating raised
12 that issue and the distinction there. Could you
13 pl ease el aborate or offer a comment there if you
14 think that -- tat would be helpful to us?
15 MR CICCHETTI: Yes, we certainly take that
16 into consideration. W always do.
17 The conmpany's current equity ratio is around
18 50 percent. And they projected that the additional
19 capital expenditures that they were going to nmake,
20 the proforma capital expenditures going forward,
21 woul d be financed with debt. And that's what
22 brought the equity ratio down.
23 Now, they have reduced sonewhat the anount of
24 t hose expected capital expenditures, at least in
25 the short-term And | would expect over tine they
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1 woul d bui |l d back up.

2 But, yes, if they did add a significant anount

3 of debt, it would bring it down fromwhat their

4 current equity ratio is.

5 COW SSI ONER POLMANN:  Now, | wunderstand that

6 the 11.5 is -- is the current rate as an

7 opportunity. But where -- where are -- where is

8 the conmpany historically conpared to the 11.5

9 versus the 10? Because we are tal king about 11.5,
10 or 12.5, or 10, and, again, you know, M. Keating
11 has -- has suggested this as a penalty, but | am
12 not quite sure | understand that -- | am not

13 suggesting that staff is looking at it that way,

14 but that word is -- is a powerful word and I am

15 trying to put that in a perspective of where the
16 conpany has been historically relative to -- to

17 the -- to the approved rate, or the allowable rate.
18 MR, CICCHETTI: Well, we certainly were not

19 | ooking at it as a penalty. | nean, the all owed
20 rate is 11.5, and based on current market

21 conditions, we thought 10 was reasonabl e.

22 Significant reduction in interest rates, | think,
23 Is a general reflection of that.

24 They' ve been at 11.5 and allowed a return of
25 11.5 since Decenber of 2004. | don't think they
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1 have earned that consistently, but their allowed
2 has been 11.5 since 2004, and it's consi stent.
3 If you ook at a ot of these in the handout
4 they provided are older, and it would be as if pipe
5 back in 2004 cost X, and today it's -- the price
6 has dropped. You wouldn't say, well, let's -- we
7 got X in 2004, that's what we ought to get today.
8 It's based on what the cost is today so we coul d
9 set appropriate rates going forward.

10 COMW SSI ONER POLMANN: kay. Thank you, M.
11 Chai r man.

12 CHAI RVAN CLARK:  Conm ssi oner Brown.

13 COMM SSI ONER BROMWN:  Well, | was going to

14 swtch on to Issue 27 and kind of go into that a
15 little bit nore before going to the ROE

16 CHAI RMAN CLARK: That's fi ne.

17 COW SSI ONER BROWN:  Ckay. Staff, the

18 docunent that we have in front of us, can you just
19 go over what the conpany is now proposi ng and what
20 affect that would actually have for -- | would

21 really like to know for residential custoners,

22 quite frankly.

23 MR, COSTON: Yes, Conm ssioner.

24 In the -- the chart that was provided and

25 menti oned and referenced by the conpany, they are
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1 all making nodifications. In this particular rate
2 structure for this conpany, it's not necessarily
3 fully residential versus commercial versus
4 industrial, it's volunetric. But it's -- it's
5 reasonable to say that the first tw rate cl asses,
6 TS-1 and TS-2, not all carry a bulk of the
7 residential custoners.
8 In their proposal -- in the original proposal,
9 staff, in looking at the conpany's original cost of
10 servi ce study, and | ooking at sone manual
11 adj ustnents they made, and kind of identifying and
12 | ooking at their responses to both data request and
13 their explanation in their original testinony, |
14 bel i eve that those adjustnents were reasonable. |
15 did not find an -- any issues wth those.
16 And then using that, we base our -- an
17 all ocation of fixed costs versus variable costs in
18 setting all of the rate classes, including TS-1 and
19 TS-2, the residential. And we definitely | ooked at
20 those particular classes to try to see what the
21 rate inpact woul d be.
22 Oiginally, right now, the staff
23 recommendation for TS-1, which has the | argest
24 nunmber of custoners within it for the conpany, the
25 current rate of fixed charge is $9, the origina
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1 filing requested 15. Staff recommended 12.

2 And in that, the current proposal wth the

3 sheet that was provided that you are nmaking

4 reference to, the proposal right nowis the conpany

5 Is requesting 12.5 in fixed charges. What that

6 does is that does shift some of the variability of

7 t he custoner having, you know, an inpact on being

8 able to adjust or influence their bills based on

9 their usage, it does shift that a little bit as far
10 as --

11 COMM SSI ONER BROMN:  And it shrifts it upward.
12 MR COSTON: It shifts -- it shifts the

13 ability to -- they are no |l onger able to kind of

14 i npact their -- their usage. Yes, right, it does
15 shift it upward.

16 And it certainly -- one thing to al so

17 recogni ze, because of the volunetric aspect of the
18 rate structure, the | ower volune users in any rate
19 cl ass, the | ower your vol une usage and the higher
20 your fixed charge is, you are absorbing a greater
21 percentage, if you will, of the -- of the increased
22 rate increase.

23 And so that was sonething staff has | ooked at
24 specifically in all the rate classes, when we were
25 setting the fixed charges, and certainly when we
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1 were looking at it in TS-1 and TS- 2.
2 COW SSI ONER BROWN: And what are your
3 t houghts on the sheet the -- the conpany proposed
4 rate?
5 MR COSTON. Well, staff supports its original
6 staff recommendation for -- for several reasons.
7 Again, first, the staff -- the conpany, inits
8 ori ginal proposal, provided a cost of service
9 study. They -- they provided justification on why
10 that cost of service study was appropriate for
11 t heir business structure. Staff reviewed that as
12 data request, and they provided responses. So
13 staff felt confortable with that cost of service
14 st udy.
15 And so | ooking at it now, what they are
16 proposi ng now, they are proposing not only making
17 nodi fications, if you will, to the ratio of fixed
18 versus variable, they also are maki ng additi onal
19 nodi fications to adjust the revenue requirenents
20 across the each of the cl asses.
21 And so those -- right now, we are not really
22 fully -- having a fully -- full understanding,
23 rat her, of those changes, but al so recognizing that
24 that is in place, staff is confortable and feels
25 very confortable with what we have reconmended in
114 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com

Premier Reporting

(850)894-0828 Reported by: Debbie Krick



22

1 the original petition based on the infornmation we

2 have at hand.

3 COMWM SSI ONER BROMWN: Ckay. Thank you, Tri pp.

4 A followup question for Sebring.

5 Can you expl ain why we have these

6 nodi fications fromthe original cost of service

7 study? Do you know whi ch sheet | amtal ki ng about

8 her e?

9 M5. KEATING | do, Conmissioner. | am-- |
10 amtrying to think of the way to address that. W
11 didn't actually nodify the cost of service study.
12 There is a saying that goes along the |Iines of
13 that rate-making is a science and an art, and we

14 di sagree with staff's science part of this. W

15 think they just haven't applied the art portion of
16 it.

17 We utilized the sane cost of service study in
18 comng up with these rates. W took staff's

19 recommended ROE and flowed it through the MFRs, but
20 t hen made manual adjustnents to try to address the
21 concerns that staff had and that we had. They are
22 revenue neutral adjustnents. They don't change the
23 revenue requirenment --

24 COW SSI ONER BROAN: | under st and.

25 M5. KEATING -- but -- but they are not --
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1 they weren't a change to the cost of service study,

2 per se.

3 COMWM SSI ONER BROMWN:  Wel | -- okay, thank you

4 for that clarification. Can you explain to this

5 body why you made the changes fromthe origi nal

6 filing --

7 MS. KEATING So --

8 COMM SSI ONER BROMWN:  -- shifting the fixed

9 versus the variabl e?

10 MS. KEATING The changes were nade largely to
11 try to respond to staff's reconmendation. W were
12 endeavoring to try to find an in between that m ght
13 address our concerns while al so addressing staff's
14 concerns.

15 This isn't -- this wasn't necessarily intended
16 to revise our filing, per se, as nuch as it was a
17 suggestion to staff that, you know, here's-- here
18 are sone other adjustnents that could be done that
19 woul d still inplenent all of your recommendati ons,
20 but would get the rates in -- to a situation where
21 they are declining linearly, which is nore

22 consi stent with good pricing signals.

23 COMWM SSI ONER BROMWN: M. Chai rman, one | ast

24 guesti on.

25 CHAI RMAN CLARK:  Commi ssi oner Brown.
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1 COW SSI ONER BROWN:  From -- if the
2 Conm ssi oner decides to go ahead and keep the
3 current ROE rather than as proposed by staff, then
4 would -- is your position that you are confortable,
5 then, with the fallout fromthere of the -- of the
6 previous recommendation fromstaff on the rate
7 structure?
8 M5. KEATING As far as if they -- if you were
9 to allow the conpany to nmaintain an 11.5?
10 COW SSI ONER BROWN: O 11, sonewhere --
11 MS. KEATING O 11.
12 COW SSI ONER BROMWN: I f we change it from what
13 the staff is proposing.
14 M5. KEATING (Okay. And then -- so you are
15 saying -- we can nake whatever the Conm ssion
16 approves of work.
17 COW SSI ONER BROAN: Ch, we know t hat.
18 M5. KEATING Absolutely. | don't want to --
19 CHAI RMAN CLARK: It's kind of |ike asking,
20 whi ch one of these would you prefer.
21 MS. KEATI NG Yes.
22 COW SSI ONER BROWN:  The Chairman said it very
23 wel | .
24 M5. KEATING | -- | think, fromthe conpany's
25 perspective, you know, we realize that there --
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1 sone adjustnents were nade in prior rate cases that
2 really put the Conmm ssion -- put the conpany's
3 rates a little askew And -- and all we are trying
4 to do wwth the rec -- with the additional analysis
5 we provided is to get the pot right. And from our
6 perspective, getting the pot right neans |inear
7 designing rates that don't bounce around.
8 COW SSI ONER BROMWN: Got  you.
9 CHAI RMAN CLARK: Before | go to Conmi ssi oner
10 Pol mann, | want to ask two questions on -- on to
11 that -- on that sane |line of thought.
12 | kind of lean toward the |inear declining
13 rates nyself. That's a preference. | think that
14 contrary to what staff says, there is rationale and
15 | ogic for having a higher fixed based cost and
16 | owering the per kilowatt hour, or per therm cost
17 in this particular case. There is a lot of logic
18 in that with fluctuations and weat her that we have
19 her e.
20 Looki ng back at your cost of service study,
21 you have done a maxi num al | owabl e fi xed cost
22 recovery through fixed -- through your base rate --
23 t hrough your fixed base rate. What was that
24 maxi mum nunber that if you had to recover all your
25 costs through that base rate, what would that be?
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1 M5. KEATING Through the fixed charge?
2 CHAI RVAN CLARK: Through the fixed charge.
3 What's the actual cost of service if you backed
4 that into a fixed cost -- fixed charge?
5 M5. KEATING | would have to go back and
6 check that.
7 CHAI RVAN CLARK: How nuch per nonth per
8 custonmer on a standard residential?
9 M5. KEATING | think it was, froma
10 percentage of the -- | think it was going to be,
11 i ke, 60 percent through --
12 MR, CHRI STMAS:. For a dollar val ue.
13 CHAI RMAN CLARK:  For a doll ar val ue, what
14 woul d you -- to recover the fixed cost through that
15 fi xed charge --
16 M5. KEATING O the original -- of the
17 original --
18 CHAI RVAN CLARK:  Yes.
19 M5. KEATING -- charges?
20 I f you give us a nonment, we can come up with
21 t hat .
22 CHAl RVAN CLARK:  Wbhuld -- would that nunber be
23 significantly above the $15 that you requested in
24 your original filing?
25 MR, CHRISTMAS: |t would probably be between
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10

11

12

13
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15

16

17

18

19

20

21

22

23

24

25

$25 and $30.

CHAI RMAN CLARK: So to -- to actually recover
those fixed costs in your fixed charge, you would
need about $30 a nonth, roughly?

MR, CHRI STMAS: Right, ball park.

CHAI RMAN CLARK:  Ckay.

MR, CHRI STMAS: Subject to check.

CHAI RMAN CLARK: Subject to check. | amwth
you. Ckay.

Al right. Comm ssioner Pol nann.

COMWM SSI ONER POLMANN:  Thank you, M.

Chai r man.

As Comm ssioner Brown said, you will do what's
necessary, but --

MS. KEATI NG  Absol utely, Comm ssioner.
COMM SSI ONER POLMANN:  Let ne try to just
understand. Wth an adjustnent to the RCE fromthe

staff recommendation, where in the rate structure
woul d -- woul d you think the change woul d be
necessary or nost appropriate to recover what woul d
t hen necessarily be additional revenue to -- to
achi eve the additional return?

M5. KEATING So if I --

COW SSI ONER POLMANN: O am | confused?

M5. KEATI NG | -- 1 think | see -- | think I
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1 under stand the questi on.
2 COW SSI ONER PCLMANN:  You are going to
3 have -- you are going to have an additi onal
4 I ncrement of return, which would necessitate
5 addi tional costs to the custoner, yes?
6 MR CHRI STMAS: Correct.
7 COW SSI ONER POLMANN:  So where is that going
8 to showup inthe -- in the rates?
9 MR, CHRISTMAS: |t would show up in the per
10 t her m char ges.
11 COW SSI ONER POLMANN:  So it will be the in
12 vari abl e cost?
13 MR. CHRI STMAS: Ri ght.
14 COW SSI ONER POLMANN:  Across the board, or it
15 woul d - -
16 MR CHRI STMAS: Yes.
17 COW SSI ONER POLMANN:  That's your intention?
18 MR. CHRI STMAS:  Uh- huh.
19 COW SSI ONER PCLMANN:  Ckay.
20 CHAI RMAN CLARK: Any other questions fromthe
21 Commi ssi oners? Any ot her comments?
22 MS. FALL- FREY: Excuse ne, is OPC permtted to
23 Speak?
24 CHAI RMAN CLARK:  Absolutely, | was com ng back
25 to you next. You are on the |ist.
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1 M5. FALL-FREY: | didn't want to mss ny
2 chance.
3 CHAl RVAN CLARK: I ntroduce yourself, please.
4 M5. FALL-FREY: | amA Mreille Fall-Frey with
5 the O fice of Public Counsel.
6 CHAI RMAN CLARK:  Thank you.
7 MS. FALL-FREY: W want to comrend staff on the
8 j ob done. It's been great working with Beth.
9 W support staff recommendation. W are not
10 opposed to Sebring's change to Issue 27. | do
11 think that, though, with those changes to |ssue 27,
12 that that bolsters staff's recomendati on on |Issue
13 11, that they've -- they did the CAPM and they did
14 the DCF, and they al-- and they raised it a bit for
15 the difference between the peer group, there wll
16 be | ess variability if you accept the additions to
17 27, so that that -- it nmakes it even |ess risky.
18 So OPC supports staff.
19 Thank you.
20 CHAI RMAN CLARK:  Thank you very nuch.
21 Q her comments, questions from Commi ssi oners?
22 Comm ssi oner Brown.
23 COW SSI ONER BROWN:  Just | appreciate OPC s
24 coments. | know which direction you don't object
25 to.
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1 Tripp, do you object to the -- pardon ne --
2 the rate the proposed changes that we just
3 di scussed?
4 MR. COSTON. The presentation based on staff's
5 anal ysis done up to this point, staff does not find
6 their proposal unreasonabl e.
7 COW SSI ONER BROMAN:  Unr easonabl e?
8 MR COSTON: Yes -- or correct.
9 COW SSI ONER BROWN: At a 10.0 ROE?
10 MR, COSTON: Not what -- setting on the rates,
11 taking the ROE out, but as far as how the rates are
12 structured, you know, their request is not
13 unr easonabl e.
14 COW SSI ONER BROMWN:  Ckay. Understanding it's
15 revenue neutral --
16 MR. COSTON: Right.
17 COW SSI ONER BROWN:  -- but | -- | amcurious
18 alittle bit nore thought or discussion on the RCE
19 side. If we could have M. Cicchetti cone back
20 before we nove to a vote if we coul d.
21 CHAI RMAN CLARK: M. Cicchetti.
22 COW SSI ONER BROWN: And we' ve had nmany
23 di scussions off-line about ROE, and it is -- it's
24 difficult to get to -- to that right nunber. And
25 there is fornulas, but there is also a science, so
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1 | amreally appreciative of Conmm ssioner G ahanis
2 t hought s on incorporating custoner service into our
3 anal ysi s when setting rates.
4 Just declining it from11.5 percent to 10.0
5 when this utility -- | amjust curious how you
6 factor that in. Qobviously, interest rates have
7 decl ined over the past few years, but it's a
8 significant junp. You said that the utility has
9 earned its mdpoint range?
10 MR. CICCHETTI: No. It's -- 1 think the nost
11 recent surveillance report, it showed, | think,
12 4. 35 percent was what was earned in June of '19.
13 As recently as June in '"17, it was 8.7 percent
14 approxi mately as an earned return.
15 COMW SSI ONER BROMWN:  Ckay. | don't have any
16 nore. Thank you.
17 CHAI RVAN CLARK: Conmi ssi oner G aham
18 COMWM SSI ONER GRAHAM  Are we ready -- | am not
19 used to turning ny mc on and off.
20 CHAI RVAN CLARK: We can have soneone do that
21 for you if you would |ike.
22 COMWM SSI ONER GRAHAM  Can we have soneone from
23 staff up here to work this button?
24 My suggestion about the -- the added bunp in
25 basis points to the RCE, | do not question or
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1 begrudge where staff cane up with the 10.0. M ne

2 with nme just on custoner service. As | said

3 before, it is the carrot or the stick, and it is

4 the carrot. It is the reward.

5 In ny 10 years up here, nine-and-a-half years

6 up here, | don't if we have ever had a -- a rate

7 case where there wasn't one single custoner

8 conplaint. And so | think it's nore of a policy

9 deci sion than anything el se, and that's sonet hi ng
10 that you four, us five, have to nake a deci sion one
11 way or the other.

12 Thank you, M. Chairnman.

13 CHAI RMAN CLARK: Just a quick question. | am
14 going to throwthis out. | know we have ran a | ot
15 of nunbers and tal ked sone different scenarios

16 her e.

17 | think we did a waiver to get us to this

18 poi nt today. Wuld 30 days -- a 30-day del ay here
19 to have a chance to rerun these and bring this back
20 to the Comm ssion with -- or do you want to make a
21 deci si on today?

22 It matters not to ne. | amjust throw ng that
23 out there as a -- to the conpany's perspective,

24 woul d there be any huge issue with -- would you

25 rat her have a vote today?
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1 M5. HELTON:. M. Chairman, you can give us --
2 I f you make changes to staff's recomendati on, then
3 you can give the staff the admnistrative --
4 CHAI RMAN CLARK:  Aut hority.
5 M5. HELTON: -- admnistrative authority to
6 run all of those changes through to get to the --
7 to the correct --
8 CHAI RVAN CLARK: | think that's where |I am
9 trying to get to, is see where these -- where the
10 nunbers end up when we run these --
11 COMM SSI ONER BROMWN: | think we are ready to
12 vot e.
13 CHAI RMAN CLARK: Ckay. The Chair wll
14 entertain a notion.
15 COMWM SSI ONER BROMWN: | am | ooking to
16 Comm ssi oner G aham
17 CHAI RVAN CLARK: Conmi ssi oner G aham
18 COW SSI ONER GRAHAM | am not sure if --
19 well, my notion is, and we can anmend nmy notion if
20 need be, nove staff recomendation on all issues
21 except for Issue No. 11. And we will bunp it 100
22 basis points, so the mdpoint ROE will be 11.0.
23 CHAI RMAN CLARK: 11.0. All other itens as
24 present ed?
25 COW SSI ONER GCRAHAM  That's correct.
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1 CHAI RVAN CLARK:  Ckay.

2 COW SSI ONER BROWN:  Second.

3 CHAI RMAN CLARK: | have a notion and a second.

4 Any di scussion? No discussion?

5 On the notion, all in favor aye.

6 (Chorus of ayes.)

7 CHAI RVAN CLARK: Opposed?

8 (No response.)

9 CHAI RMAN CLARK: Al'l right. That concl udes
10 t he Agenda Conference. W got through it and
11 nobody got hurt. Congratul ations.

12 W will resunme Ain 10 mnutes in this
13 | ocati on.

14 (Agenda i tem concl uded.)
15

16

17

18

19

20

21

22

23

24

25
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Peoples Gas System

10.75% (low point 9.25% - Stipulation)

386,342

| 2009 (ordered and

stipulated)

PSC-2009-0411-FOF-
GU/(2017-0066-AS-
GU)

for poor quality of service)

122,000 customers)

10.19% 109,674 2018 (stipulation) Order PSC-2018-0190-
Florida City Gas FOF-GU
10.85% 60,643 2009 Order No. PSC-09-
Florida Public Utilities (Gas) 0375-PAA-GU
Florida Division of Chesapeake 10.80% 17,985 2010 ORDER NO. PSC-10-
Utilities Corporation 0029-PAA-GU
11.00% 2,997 2008 Order No. PSC-2008-
St. Joe Natural Gas _ 0436-PAA-GU
. — 2004 ORDER NO. PSC-04-
Florida Public Utilities -
[ndiantown Division 11.50% - 696 0565-PAA-GU
Sebring Gas System, Inc. ~11.50% (Current) | ; E:g“ ; e
Gulf B 10.25% 450,000 2017 (stipulation)  |ORDER NO. PSC-17-
0178-S-EI
Florida Public Utilities (Electric) 10.25% 32,000 2014 (stipulation) ORDER NO. PSC-14-
0517-S-EI
TECO 10.25% 684,000 2017 (stipulation) ORDER NO. PSC-
2017-0456-S-EI
Utilities Inc. 10.40% (for all systems, except Summertree, Cypress (Systems range 2017 (PSC leverage ORDER NO. PSC-
[Lakes, Mid-County, and Pembrooke, which were reduced from 1,300 to  |formula) 2017-0361-FOF-WS

Crestridge Utilities, LLC. (Pasco) 11.16% 614 2017 (staff (ORDER NO. PSC-17-
assisted/leverage 0042-PAA-WU
formula)

Aquarina (Brevard) 11.16% 296 Water 2016 (PSC leverage Order No. PSC-2016-

i 311 Wastewater |formula) 0583-PAA-WS




Atmos Energy

9.8% (Blended) (Distribution Companies - 70,000 miles
of distribution and transmission mains)
11.5% (Intrastate Pipeline - 5,700 miles of intrastate)

©3.000,000+

11/2019

11/2019 Investor
Presentation

Northwest Natural Gas 0.4% (1.2B rate base) 2,500,000 (5 year [1/1/2020 12/2019 Investor
Cap Ex of $875 Presentation
Million)
One Gas 9.5% ($3.5B rate base) 2,000,000 10/2019 10/29/2019 Earnings
Call
Spire, Inc 10.7% (Spire Gulf) 9/30/18 1,700,000 (total) [nvestor Earnings Call
See Also Below) 9.73%(Spire Mississippi) Reports
10.4% (Spire Alabama) 10/2018
9.8% (Spire Missouri) 4/2018
(Plus Supplemental Growth Rider for Mississippi and
Rate Stabilization Mechanism in Alabama)
Alabama Gulf Mississippi Missouri
Primary office Birmingham Mobile Hattiesburg St. Louis
Employees! 941 119 35 2,389
Customers! 420,600 83,900 18,500 1,169,900
Pipeline miles ~23,000 ~4,300 ~1,200 ~30,000
Rate base aitions) $543° $982 $293 $2,2174 )
Return on equity 10.40%5 10.70% 9.73% 9.80%
Equity capitalization 55.5%5 55.5% 50.0% 54.2%

[7 Spire | Investor presentation - December 2019






