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IN RE: PETITION BY FLORIDA POWER & LIGHT COMPANY FOR 
RATE UNIFICATION AND FOR BASE RATE INCREASE, 

DOCKET NO. 20210015-EI 

SUPPLEMENTAL DIRECT TESTIMONY OF BREANDAN T. MAC MATHUNA 
REGARDING PROPOSED SETTLEMENT AGREEMENT 

ON BEHALF OF FLORIDIANS AGAINST INCREASED RATES, INC., 
FLORIDA RISING, INC., 

THE LEAGUE OF UNITED LATIN AMERICAN CITIZENS OF FLORIDA, AND 
THE ENVIRONMENTAL CONFEDERATION OF SOUTHWEST 

FLORIDA 

I. INTRODUCTION 

Q. Please state your name, business address, and occupation. 

A. My name is Breandan T. Mac Mathuna, and my business address is GDS 

Associates, Inc. ("GDS"), 1850 Parkway Place, Suite 800, Marietta, Georgia 

30067. I am employed as a Principal with GDS. In my role as one of the 

company's Principals, I regularly provide, for and on behalf of GDS's 

clients, analyses and expert testimony regarding the cost of capital and 

capital structure for regulated electric companies. 

Q. On whose behalf are you testifying? 

A. I am testifying on behalf of Floridians Against Increased Rates, Inc. 

("FAIR"), a Florida not-for-profit corporation, and its members who are 

retail customers of Florida Power & Light Company ("FPL"); Florida Rising, 

Inc. ; the League of United Latin American Citizens of Florida ("LULAC"), 

and the Environmental Confederation of Southwest Florida ("ECOSWF"). 

Q. Have you previously submitted testimony in this proceeding? 
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1 A. Yes. I filed direct testimony and exhibits on behalf of FAIR on June 21 , 

2 2021 . My June 21 testimony was subsequently adopted and co-sponsored by 

3 Florida Rising, LULAC, and ECOSWF. My June 21 testimony included my 

4 educational background and professional experience as a subject matter 

5 expert on cost of capital and capital structure issues. My June 21 testimony 

6 and exhibits presented my analyses of the cost of equity capital and the 

7 financial equity ratio, i.e., the appropriate percentage of investor-supplied 

8 funds from common equity, that should be used for setting FPL's revenue 

9 requirements and rates in current capital market conditions. My June 21 

10 testimony presented my analyses and conclusions regarding the appropriate 

11 midpoint rate of return on common equity (ROE) for FPL based on current 

12 capital market conditions and the appropriate percentage of equity capital to 

13 be used for determining FPL's revenue requirements and rates for 2022, also 

14 based on current capital market conditions. My June 21 testimony also 

15 provided a critique of the testimony of FPL' s witness James M. Coyne 

16 regarding the proper ROE and financial equity ratio. 

17 Q. 

18 A. 

II. PURPOSE AND SUMMARY OF SUPPLEMENTAL TESTIMONY 

What is the purpose of your supplemental direct testimony? 

The purpose of my supplemental direct testimony is to address what I 

19 understand to be a new primary issue in this proceeding, now that FPL and 

20 certain other parties ( collectively the "Settling Parties") have submitted a 

21 proposed settlement agreement - hereinafter, the "Settlement Agreement" -
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Q. 

A. 

for approval by the Florida PSC. As I understand it, that issue is stated as 

follows: 

Should the Stipulation and Settlement Agreement dated 

August 9, 2021 be approved? 

Please summarize your supplemental direct testimony. 

My supplemental direct testimony addresses whether the Settlement 

Agreement is in the public interest, based on the fundamental principles of 

utility regulation, specifically that regulators - the Florida PSC in this case -

should set a utility's revenue requirements and rates at levels that are 

sufficient to cover all of the utility's legitimate costs (including O&M costs 

and return of amounts invested through allowed depreciation of prudent 

investments) and yield an ROE and debt cost recovery at competitive rates 

of return that will support the investments necessary to provide safe and 

reliable service. 

Considering the Settlement Agreement, my analyses, and the other 

testimony and exhibits submitted in this case, I conclude that, if approved by 

the PSC, the Settlement Agreement, as proposed by FPL and the other 

Settling Parties, would result in FPL realizing an ROE and earnings that are 

significantly greater than FPL requires to provide safe and reliable service, 

cover all of its O&M costs, cover all of its debt service costs, and realize a 

fair and reasonable return on its equity investment. 
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In summary, while the dollar impacts of the proposed Settlement 

2 Agreement on FPL's customers would be reduced as compared to FPL's 

3 original requests, the Settlement Agreement would still result in FPL earning 

4 at least $800 million more in 2022 than it needs under current capital market 

5 conditions to provide safe and reliable service, cover all of its costs, and earn 

6 a reasonable return, all while maintaining financial integrity. Accordingly, 

7 the proposed Settlement Agreement is inconsistent with established 

8 regulatory standards and is therefore, in my strong opinion, contrary to the 

9 public interest. 

1 O Finally, I want to make clear that my ultimate conclusions that the fair 

11 and reasonable ROE for FPL should be set at 8.56 percent and that FPL' s 

12 equity ratio should be set at 55.4 percent for purposes of setting FPL's 

13 revenue requirements and rates for 2022 are unchanged. (If rates are to be 

14 set for 2023, then these values should be applied for 2023 as well.) 

15 Moreover, my critique of the testimony and analyses submitted by James M. 

16 Coyne on behalf of FPL likewise remains unchanged; Mr. Coyne's analyses 

17 are flawed, and his recommended ROE, like the ROE proposed in the 

18 Settlement Agreement, is neither fair nor reasonable and result in the rates 

19 being demanded of FPL' s retail customers being unfair and unreasonable. 

20 
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Q. 

2 

3 A. 

Are you sponsoring any exhibits with your supplemental direct 

testimony? 

Yes. I am sponsoring the following exhibits: 

4 Exhibit BTM-9: Revenue Requirement Analysis for 2022 and 2023; and 
5 
6 Exhibit BTM-10: Referenced Articles and Reports 

7 
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22 

Q. 

A. 

III. BACKGROUND 

Please summarize FPL's original requests for rate increases and your 

testimony filed in June 2021. 

In March 2021 , FPL submitted a petition and supporting testimony, exhibits, 

and related documentation by which it requested the PSC's authorization to 

increase its rates so as to produce $1 ,108 million per year in additional base 

rate revenues in 2022 and further to increase its rates so as to produce an 

additional $607 million per year in 2023. Relative to the key financial 

parameters that I addressed in my June testimony, FPL's requests were based 

on a midpoint ROE of 11.50 percent and an equity ratio of 59.60 percent. 

Based on my analyses of FPL and current capital market conditions, I 

concluded in my June 2021 testimony that FPL could provide safe and 

reliable service and recover all of its legitimate, reasonable and prudent costs 

(including O&M costs and return of amounts invested through allowed 

depreciation of prudent investments), and also including all of its reasonable 

and prudent costs of debt capital, if the PSC sets FPL's revenue requirements 

and rates using a mid-point rate of return on common equity of 8.56 percent 
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Q. 

A. 

Q. 

A. 

and a financial equity ratio, defined as the percentage of investor-supplied 

capital funds provided via common equity, of 55.40 percent for ratemaking 

purposes. 

My June 2021 testimony further concluded that, based on these values 

for ROE and equity ratio, FPL's annual revenue requirements for 2022 

should be $1,230 million ($1.230 billion) less than FPL requested, such that 

FPL' s retail rates should be reduced by approximately $121 million per year 

in 2022. 

FPL submitted rebuttal testimony on July 14, 2021. Did its proposed 

revenue and rate increases change? 

Yes. Where FPL originally requested a revenue increase of $1,108 million 

($1 .108 billion) per year in 2022, its July rebuttal testimony indicated a 

relatively slight reduction from that amount, to $1,075 million ($1.075 

billion) per year. FPL's proposed 2023 increase remained virtually 

unchanged: the original proposal was $607 million per year, and the revised 

value requested in its July rebuttal testimony was $605 million per year. 

What is your understanding of the proposed Settlement Agreement? 

As it relates to the issues that I address, namely ROE and the financial equity 

ratio, the Settlement Agreement nominally proposes to reduce FPL's ROE 

for ratemaking purposes from its originally proposed 11.50% to 10.60%, 

with a range of plus or minus 100 basis points centered on a midpoint ROE 

of 10.70% i.e. , 9.70% to 11.7%, which would result in the maximum of the 
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ROE range being 110 basis points above the proposed ROE of 10.60%. 1 The 

proposed financial equity ratio of 59.60% - the percentage of investor­

supplied funds from common equity - is unchanged from FPL's original 

filing. The revenue increases in the Settlement Agreement are $692 million 

per year for 2022 and $560 million per year for 2023. These values do not 

reflect an ROE of exactly 10.60 percent, apparently because the revenue 

increases were agreed to separately by the Settling Parties. 2 The Settlement 

Agreement also proposes a small reduction in the depreciation reserve 

amount that FPL would be allowed to use through its proposed Reserve 

Surplus Amortization Mechanism, from $1.48 billion to $1.45 billion; the 

proposed RSAM is addressed in the direct and supplemental direct testimony 

of witness Timothy J. Devlin. Finally, the Settlement Agreement, as 

presented to the PSC, is "contingent on approval of this Agreement in its 

entirety by the Commission without modification." Settlement Agreement, 

para. 30 at page 32. In other words, the Settlement Agreement is an "all or 

nothing" deal; according to FPL and the other Settling Parties, the Settlement 

Agreement must be approved in its entirety or not at all. 

Additionally, there is a mechanism to increase the ROE of 10.60% to 10.80%, and increase the range 
to 9.80% - 11.80%, if the average 30-year Treasury bond yields increases by at least 50 bps over a 6-
month period. 

See FPL 's response to Staffs Second Data Request, Request No. I , filed on Aug. 16, 2021. The response 
can be found at http://www2.psc.state.fl.us/library/fi lings/202 I/09630-202 1/09630-202 1.pdf. 
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A. 

IV. CONCLUSIONS REGARDING SETTLEMENT AGREEMENT 

In your June 21 direct testimony and exhibits, you concluded that FPL 

can provide safe and reliable service and recover all of its reasonable 

and prudent costs, including the costs of its projected investments, if the 

PSC sets FPL's rates using an ROE of8.56 percent and a financial equity 

ratio of 55.40 percent. Have your conclusions regarding these values 

changed? 

No. They have not. While I have not performed a detailed ROE analysis 

using an updated study period, I examined how key capital market 

benchmarks have evolved since the end ofmy six-month study period, which 

ended in April 2021. The table below summarizes the changes seen from the 

six-month period ending April 2021 to the four-month period ending August 

2021, for the following benchmarks: (1) 30-year Constant Maturity Treasury 

Bond yield (2) Moody's Public Utility Bond Index "A" and (3) Moody's 

Public Utility Bond Index "Baa." As Table 1 demonstrates, the bond yields 

reported for each period were broadly comparable. Additionally, I note the 

bond yields in the later period remained within the range of the earlier time 

period. 
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Table 1: Capital Market Benchmarks 

30-year Moody's Public Moody's Public 
Treasury Bond Utility Bond Utility Bond Index 

Monthly Index "Baa" "A" 
Average Yield Monthly Average Monthly Average 

Yield Yield 
November 2020 -

1.97% 3.34% 3.06% 
April 2021 
May 2021 - August 

2.09% 3.35% 3.10% 
2021 
Basis Points Change +12 + I +4 

Furthermore, I note that FPL's S&P and Moody's long-term credit ratings 

haven't changed since the end of my original six-month period and neither 

have the ratings for the members of my proxy group. Therefore, given the 

lack of change in the credit ratings together with the comparable capital 

market benchmark data points, it is reasonable to expect that similar ROE 

results would be achieved today. Accordingly, my conclusions regarding the 

fair and reasonable ROE of 8.56% and financial equity ratio of 55.4% have 

not changed. 

In your June 21 testimony, you stated that, if the PSC were to set FPL's 

revenue requirements and rates using your recommended ROE of 

8.56% and financial equity ratio values, FPL could provide safe and 

reliable service and recover all of its reasonable and prudent costs, 

including the costs of its projected investments, with revenue 

requirements $1,230 million ($1.230 billion) per year less than proposed 

by FPL in its March filing. Do the changes proposed by FPL in its July 
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A. 

Q. 

A. 

rebuttal testimony, or any other factors, change your conclusions 

regarding that total revenue requirement figure? 

No, not significantly. Using the recalculated base revenue information 

presented by Ms. Fuentes in Exhibit LF-12, together with my recommended 

ROE and equity values, results in a revenue requirement that is 

approximately $1,228 million lower than that requested by FPL based on its 

July 2021 request. 

On a related note, in your June 21 testimony, you stated that applying 

your recommended ROE and equity ratio values would result in an 

annual rate reduction for FPL's customers, as compared to current 

rates, of approximately $121 million per year. Do the changes proposed 

by FPL in July, or any other factors, change your conclusion regarding 

the annual revenue impact? 

Yes. Applying the above reduction in FPL's revenue requirements to FPL's 

updated revenue requirements per its July rebuttal testimony results in a 

reduction of $153 million per year from FPL' s current rates in 2022, as 

compared to the decrease of $121 million per year in my June 21 testimony. 

This increased reduction is driven by the structure of FPL's updated request 

that incorporated a lower rate base and an increase in jurisdictional net 

operating income under existing rates.3 The impact of using my 

See Fuentes Rebuttal Testimony, Exhibit LF-1 2. 
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A. 

5 

recommended ROE and equity ratio is virtually unchanged, but because 

FPL's updated revenue requirement increase is approximately $33 million 

less than in its original filing, the reduction from current rates and revenue 

requirements is correspondingly increased by a similar amount. 

How do the ROE and financial equity ratio values agreed to by the 

Settling Parties in the Settlement Agreement compare to other recent 

settlements agreed to by Florida utilities? 

The ROE and financial equity ratio parameters agreed to in other recent 

settlements negotiated by Florida investor-owned utilities are considerably 

lower than the parameters included in the Settlement Agreement. For 

instance, on June 4, 2021 the Florida PSC approved a settlement involving 

Duke Energy Florida ("DEF") that included a midpoint ROE of9.85% and a 

financial equity ratio of 53 percent.4 Additionally, in a proceeding involving 

Tampa Electric Company ("TEC"), a proposed settlement agreement was 

filed on August 6, 2021 , four days before the FPL Settlement Agreement was 

filed, that includes similar values to those in the DEF settlement: an ROE of 

9.95 percent and an equity ratio of 54.0 percent.5 

In re: Petition for Limited Proceeding to Approve 2021 Settlement Agreement, including General Base 
Rates Increases, by Duke Energy Florida. LLC, Docket No. 20210016-EU, Order No. PSC-2021-0202-
AS-EI, Final Order Approving 202 1 Settlement Agreement at 12 (Fla. Pub. Serv. Comm'n, June 4, 
2021). 

In re: Petition for Rate Increase by Tampa Electric Company. Docket No. 20210034-EI, Tampa Electric 
Company's Motion to Suspend Procedural Schedule and Approve 2021 Stipulation and Settlement 
Agreement, FPSC Document No. 08857-2021, at 2-3 (filed August 6, 2021). 
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A. 

Can you provide the Commission with any insight into the relative risk 

profiles of FPL as compared to those of DEF and TEC? 

Yes. It is informative to review the respective S&P and Moody's credit 

ratings for the Florida utilities given that credit ratings reflect an agency's 

comprehensive review of all the risks a company faces including both 

business and financial risk, and further recognizing that the agency's ratings 

are intended to provide an objective and independent measure of a utility's 

risk. As the Figure below illustrates, FPL's credit rating is of better quality 

compared to both DEF and TEC. Both DEF and TEC have an S&P long-term 

rating of BBB+, two notches below FPL, and a rating from Moody's of A3, 

again two notches below FPL. These rating differentials suggest that FPL has 

lower investment risk, as measured by credit ratings, than both DEF and 

TEC. Correspondingly, all else being equal, it would be reasonable to expect 

that investors would require a lower return for investing in FPL than the other 

two utilities. 
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1 Figure 1: Credit Ratings Comparison for FPL, DEF and TEC. 

S&P Moody's 

Rating FPL DEF TEC Rating FPL DEF TEC 

AAA Aaa 

AA+ Aal 

AA Aa2 

.AA- Aa3 

A+ Al Al 
A A A2 

A- A3 A3 A3 

BBB+ BBB+ BBB+ Baal 
BBB Baa2 
BBB- Baa3 
BB+ Bal 
BB Ba2 
BB- Ba3 

2 Q. How do the ROE and financial equity ratio values agreed to by the 

3 Settling Parties in the Settlement Agreement compare to the utility rate 

4 case decisions reached by other U.S. state regulatory authorities during 

5 2021? 

6 A. Apart from the Florida PSC's decision regarding the DEF settlement, all the 

7 other utility rate case decisions reached during 2021 for vertically integrated 

8 utilities (for which data are available) have involved an allowed ROE value 

9 that is at least I 00 bps lower and a financial equity ratio that is at least seven 

1 O full percentage points lower than that included in the Settlement Agreement. 

11 (The financial equity ratio for DEF is 6.6 full percentage points below the 

12 comparable equity ratio value in the FPL Settlement Agreement.) The 

13 average allowed ROE for all decisions involving vertically integrated utilities 

14 was 9.47%, and the average financial equity ratio was approximately 
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51 .62%. 6 Both parameters are clearly much lower than that included in the 

Settlement Agreement, which stands in contrast to the persistent downward 

trend seen over recent years in allowed ROE decisions in particular. Indeed, 

the Regulatory Research Associates, a group within S&P, recently 

commented on the persistent trend of regulatory authorities awarding lower 

allowed ROE: 

While electric equity return authorizations 
reached record lows in 2020 and the first half of 
2021 , authorized ROEs had been on a decline 
before the pandemic took a toll on the U.S. 
economy. The average allowed ROEs for the 
electric sector have been trending downward 
since the 1980s, consistent with the declining 
interest rate environment. In addition, the 
proliferation of automatic adjustment and 
investment recovery mechanisms that reduce the 
business risk of a utility has often been cited as a 
contributing factor by comm1ss10ns m 
authorizing lower ROEs.7 

Based on data made available by S&P Capital IQ Pro (formerly known as S&P Global Market 
Intelligence) and decisions made over the period January through August 2021. Note, in respect of the 
financial equity ratio calculation, I excluded the proceeding involving Kentucky Power Co., Case No. 
C-2020-00174, as I understand the percentage value reported in the referenced dataset was not a 
financial equity ratio value. Additionally, in respect of the DEF decision, D-20210016-EI, I used the 
financial equity ratio of 53% that was reported in the settlement agreement. I also excluded the 
proceeding involving Oklahoma Gas and Electric Co., D-18-046-FR (2020 update), because the 
proceeding did not involve determining an allowed ROE and capital structure. 

S&P Capital IQ Pro, Regulatory Research Associates, RRA Regulatory Focus, VS electric ROE 
determinations in H l '21 remain at all-time low mark, August 24, 2021. See Exhibit BTM-10 at page 
29. 
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1 Q. Please summarize how the ROE and equity ratio parameters included 

2 in the Settlement Agreement compare to the recent settlement 

3 agreements involving Florida utilities and U.S. state regulatory 

4 authorities decisions reached during 2021. 

5 A. The Figures below summarize, numerically and graphically, how much 

6 greater the Settlement Agreement parameters are as compared to these other 

7 data points. 
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1 Figure 2: ROE: Settlement Agreement Comparison to State Decision Data & 
2 Other Florida Utility Settlements8 

State Allowed ROE Values (Jan - Aug. 2021) 

Vertically Integrated Cases 

Companies 

Kentucky Power Co. 

Duke Energy Carolinas U C 

Duke Energy Progress LLC 

Duke Energy Florida U C 

Pacif iCorp 

El Paso Electric Co. 

Ke'ntucky Util it ies Co. 

Louisville Gas and Electric Co. 

Dominion Energy Sout h Carolir 

Northern St ates 

Tampa Electric Company 

Flor ida Power & Light Co. 

Kentucky Power Co, 

Duke En ergy Carolinas UC 

Duke Energy Progress LLC 

Duke En ergy Florida LLC 

PacifiCorp 

El Paso Electric Co. 

Kentucky Utilities Co. 

Louisville Gas and Bectric Co. 

Dominion Energy South Carolina 

Northern States 

Tampa Electric Company 

Florida Power & Light Co. 

8.00 

Date of 

State Decision 

KY 01/13/21 

NC 03/ 31/ 21 
NC 04/ 16/ 21 
FL 05/ 04/21 

WY 05/ 18/ 21 
NM 06/ 23/ 21 
KY 06/ 30/ 21 

KY 06/ 30/ 21 
SC 07/ 21/ 21 
ND 08/18/21 
FL TBD 

FL TBO 

ROE(%) 

8.50 9.00 

ROE Decision Type 

9.30 Ful ly lit igated 

9.60 Settled 

9.60 Settled 

9.85 Settled 

9.50 Fully lit igated 

9.00 Fully lit igated 

9.43 Settled 

9.43 Settled 

9.50 Settled 

9.50 Settled 

9.95 Proposed Settlement 

10.60 Proposed Settlement 

9.50 10.00 1050 11.00 

Please refer to footnote 6 for further details regarding the proceedings reported in this Figure. 
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l Figure 3: Equity Ratio: Settlement Agreement Comparison to State Decision Data 
2 & Other Florida Utility Settlements9 

3 

4 

5 

State Equity Ratio Values (Jan - Aug. 2021) 

Vertically Integrated cases Date of Common Equity 

Companies State Decision To Total capital (%) Decision Type 

Kent ucky Power Co. KY 01/13/ 21 Fully lit igated 

Duke Energy Carolinas LLC NC 03/ 31/ 21 52.00 Settled 

Duke Energy Progress LLC NC 04/ 16/ 21 52.00 Settled 

Duke Energy Florida LLC FL 05/ 04/ 21 53.00 Settled 

PacifiCorp WY 05/18/ 21 51.00 Fully l it igat ed 

El Paso Electric Co. NM 06/ 23/ 21 49.21 Fully lit igat ed 

Kentucky Ut ilit ies Co. KY 06/ 30/ 21 Settled 

Louisvi lle Gas and Electric Co. KY 06/ 30/ 21 Settled 

Dominion Energy South Carolir SC 07/21/21 51.62 Settled 

Northern St ates ND 08/ 18/ 21 52.50 Settled 

Tampa Electric Company FL TBD 54.00 Proposed Settlement 

Florida Power & Light Co. FL TBO 59.60 Proposed Settlement 

Common Equity t o Total Capital (%) 

Duke Energy Carolinas LLC 

Duke Energy Progress LLC 

Duke Energy Florida LLC 

PacifiCorp 

El Paso Electric Co. 

Dominion Energy South Carolina 

Northern States 

Tampa Electric Company 

Florida Power & Light Co. 

Q. How have certain industry analysts and observers commented on the 

Settlement Agreement as it relates to the issues you address in your 

supplemental testimony? 

9 Please refer to footnote 6 for further details regarding the proceedings reported in this Figure. 
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Certain reports focused on the above average nature of the ROE included in 

the Settlement Agreement. For example, the proposed ROE of 10.60% was 

highlighted in the industry press as being "significantly above" the average 

allowed ROE awarded during the first half of 2021. 1° Furthermore, a 

Morningstar analyst covering NextEra Energy Inc. , commented that the 

Settlement Agreement, if approved, reflects the "favorable treatment 

NextEra Energy continues to enjoy relative to peer utilities" and the analyst 

specifically mentioned the lower ROEs provided for in the DEF and TEC 

settlements.11 

Additionally, it bears pointing out that the proposed ROE is 310 basis 

points greater than the ROE of 7.5% included in Morningstar's discounted 

cash flow valuation model which is used to determine its fair value estimate 

of NextEra Energy Inc. 's stock price. Moreover, the Morningstar analyst 

explains that the 7.5% ROE is lower than the "9% rate of return we expect 

investors will demand for a diversified equity portfolio, reflecting NextEra's 

lower sensitivity to the economic cycle and lower degree of operating 

leverage." 12 

S&P Capital IQ Pro, Financial Focus, Utility valuations edge closer to S&P 500 in August as trading 
volatility cools, September 2, 202 1. See Exhibit BTM-10 at page I . 

Morningstar, Stock Analyst Notes, Andrew Bischof, NextEra Energy Settlement Highlights 
Constructive Florida Regulation; In Line With Expectations, August I 0, 2021 . See Exhibit BTM-10 at 
page 6. 

Morningstar, Stock Analyst Notes, Andrew Bischof, Increasing Our NextEra FYE on Increased 
Expectations for Renewable Energy Development, September 07, 202 1. See Exhibit BTM-10 at page 
11. 
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A. 

13 

14 

Are you aware of other publicly available information that would indicate 

that the terms of the Settlement Agreement would provide FPL with more 

revenues than it needs to provide safe and reliable service at reasonable 

cost? 

Yes. On August 23 , 2021 , Moody's issued an updated Credit Opinion for FPL 

that includes a discussion of the pending Settlement Agreement. I have 

attached this Moody's report as part of Exhibit BTM-10 to my supplemental 

testimony. 13 Of particular significance are the following two facts noted by 

Moody's. First, with the new Settlement Agreement in place Moody's 

projects that FPL would have a cash flow interest coverage ratio of about ten 

times and a ratio of Cash From Operations ("CFO"), pre-working capital to 

Debt of about 30 percent. The reported cash flow interest coverage ratio result 

is firmly within Moody's generally stated metric range for an "Aaa" rated 

utility and the CFO pre-working capital to Debt result of 30% is on the cusp 

of the stated metric range for an "Aa" or an "A" rated utility (i.e., at the top 

end of the range for an "A" rated utility and the low end of the range for an 

"Aa" rated utility). 14 However, of particular note, is that Moody's 12-18 

month forward view as of the report's publication date, in respect of these two 

particular financial strength metrics, classifies the cash flow interest coverage 

See Exhibit BTM-10 at page I 6. 

Moody's Investors Service, Rating Methodology, Regulated Electric and Gas Utilities, page 22 (June 
2017). See Exhibit BTM-8.2, page 161. 
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Q. 

A. 

ratio as falling within the "Aaa" rating category and the CFO pre-working 

capital to Debt ratio as falling within the "Aa" rating category. Additionally, 

in the report, Moody's continues to refer to a potential downgrade threshold 

level of 25% in respect of the CFO pre-working capital to Debt metric. 

Correspondingly, these particular metric results reported by Moody's suggest 

that the projected revenue produced under the terms of the Settlement 

Agreement is providing for significantly more than what is needed to maintain 

the existing credit rating of A I and can therefore be reasonably considered to 

be excessive. 

The second noteworthy fact is Moody's observation that FPL's debt 

to capitalization ratio of 32.6 percent (as of March 31 , 2021 ), puts it among 

the lowest leveraged utilities in the United States. This is compelling 

evidence, in addition to the evidence I provided in my direct testimony, that 

FPL's equity ratio is excessively high, resulting in FPL's customers paying 

more than necessary for safe and reliable service. 

What would FPL's revenue requirements for 2022 and 2023 be if the 

values in the DEF and TEC settlements were used to set FPL's revenue 

requirements and rates in this docket? 

The tables below summarize the estimated revenue requirements if the ROE 

and financial equity ratios in the DEF and TEC settlements were applied. 
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Table 2: 2022 Test Year Revenue Requirements with DEF & TEC Settlement 
2 Values 

:?O:?:? TEST \"I.AR RIU.1\"UI filQ'T RI\ Th"UI filQ'T RIYL\"UI RIQ'T 

RIUi."'liu I RIQUIRIMINT INCRL-\SI INCRIASI USI.NC INCRL-\SI USING 

~ CRI..-\SI .-\S m.ID DIF SITTLI:MI..\'T TIC SITTLIMI NT 

(SOOO's) JULY14Ul:?l ROI & IQUITY RATIO ROI & IQtl1TY RATIO 

Revenue Requirement $ 1,074,933 $ 214,815 $ 286,852 
Delta $ (860,118) $ (788,081) 

3 Table 3: 2023 Subsequent Year Revenue Requirement with DEF and TEC 
4 Settlement Values 

?0!3 SUBSIQUI.."'1;1 \'L-\R RI\u'n/I RIQ'T RI\Th'UI RIQ'T RI\'INUI RIQ'T 

RI\DuI RIQUIRIMI1'1 INCRL-\SI INCRIASI USL'NC INCRL-\SI USJNC 

INCRL-\SI .-\S m.ID DIF SITTLOfu'\'T TIC SITTLIMI1''T 

(SOOO's) JULY 14 Ul! l ROI & IQUin' RATIO ROI & IQUITY RATIO 

Revenue Requirement $ 605,390 $ 550,923 $ 555,154 
Delta $ (54,467) $ (50,235) 

5 Q. What would FPL's revenue requirements for 2022 and 2023 be if the 

6 average values reported by S&P Capital IQ Pro for other states were 

7 used? 

8 A. The tables below summarize the estimated revenue requirements if the 

9 average ROE and financial equity ratios from nationwide State decisions 

10 over the period January through August 2021 involving vertically integrated 

11 utilities were applied. Again, those values are a national average ROE of 

12 9 .4 7 percent and a national average financial equity ratio of 51.62 percent. 

23 



1 Table 4: 2022 Test Year Revenue Requirement with State Decision values (Jan -
2 A~2W~ 

2022 TEST\"IAR RI\ "L.'fiJI RIQ'T RI\L'li"UI RIQ'1' 

RI\L',"UI RIQUJRIMLXI' INCRI.\SI INCRL\SI USING 

INCRIASI ASFn.ID SB.II DICISIONS (JAN- AUG ?O?l) 

(SOOO's) JULY 14 ZO?l ROI & IQUITY RATIO 

Revenue Requirement $ 1,074,933 $ 40,783 
Delta $ (1,034,150) 

3 Table 5: 2023 Subsequent Year Revenue Requirement with State Decision Values 
4 (Jan -Aug 2021) 

?0!3 SUBSIQUL~ \"I .AR RI\"I.NUI RIYL'."UI RIQ'T 

RI\Th"UI RIQUIRDffi'\'T RIQUIRnflJ\a INCRIASI USING 

INCRL\SI AS Fn.ID STAlI DICISIONS (J:\N- .\UC ZO?l) 

(SOOO'.a) JULY 14 ?O?l ROI & IQUIT\' RATIO 

Revenue Requirement $ 605,390 $ 539,64S 
Delta $ (65,742) 

5 Q. Do any of these recent examples affect your conclusions regarding the 

6 appropriate ROE and equity ratio for FPL? 

7 A. No. None of this new information changes my opinion that, based on current 

8 capital market conditions and FPL' s risk profile, the fair and reasonable 

9 return for FPL is an ROE of 8.56 percent and the appropriate financial equity 

10 ratio for FPL is 55.40 percent. Further, this new information does not change 

11 my conclusions that, if the PSC were to set FPL' s revenue requirements and 

12 rates for 2022 using my recommended ROE and equity ratio values, FPL 

13 could provide safe and reliable service, make all of its projected investments, 

14 and recover all of its reasonable and prudent costs, all while maintaining 

15 financial integrity. 
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Q. 

A. 

Finally, my conclusion that setting FPL's revenue requirements and 

rates using my recommended ROE and equity ratio will be fair to FPL and 

to FPL's customers remains unchanged. As I testified then, 

This outcome would provide the necessary fair and 

symmetrical treatment between FPL and its customers under 

the guiding principles of utility rate regulation in the United 

States. FPL would, assuming efficient management, be able to 

recover its operating costs and debt service expenses, and to 

raise needed equity and debt capital to support its projected 

investments, which is what it effectively represents it needs to 

provide safe and reliable service, and still earn a fair, just, and 

reasonable rate of return. Moreover, my analyses rely on 

appropriately designed market-based data and analyses that 

satisfy the criteria set forth in Hope and Bluefield and protects 

both investors and customers alike. 

What are the implications of implementing the proposed Settlement 

Agreement? 

In my expert view, and as discussed above, the revenue requirements and 

rates that would result from the ROE and equity ratio in the Settlement 

Agreement would provide FPL with far more than investors ' required 

returns, as estimated using market-based data, and consequently: customers' 

rates would be higher than necessary, and FPL's earnings would also be 
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1 higher than necessary for FPL to provide safe and reliable service and to 

2 make all necessary investments and recover all reasonable and prudent costs 

3 necessary for it to do so. 

4 Q. 

5 A. 

Does this conclude your supplemental direct testimony? 

Yes, it does. 
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Florida Po_, & Ught Company 
Docket No. 20210015-EI 

2822 IT.ST YEAR REVENUE REQUIREM£NT (soot'o) 
REVENUE REYENUI: REYENUI: 

LINE REQUIREM£NT REQUIREMENT REQUIREM£NT 
NO. DESCRJP11ON REFERENCE ASFD..ED ASFILED BTM ROE & EQUITY 

MARCH 12 2821 JULY14282I RJ'..cOMMENDA TIO NS 
1 
2 RETIJRN ON EQUITY 11 .50% 11.50% 8.56% 
3 
4 FINANCIAL EQUITY RATIO 59.60% 59.60% 55.40% 
5 
6 JURISDICTIONAL AOJUSTED RATE BASE 55,507,996 SS,42l,929 SS,423,929 
7 
8 RATE OF RETURN ON RATE BASE REQUESTED ,.14% 6.14% S.1'% 
9 
10 JURISDICTIONAL NET OPERATING INCOME REQUESTED LINE 6X LINE 8 3,797,722 3,791 ,907 2,876,610 
11 
12 JURISDICTIONAL AOJUSTED NET OPERATING INCOME 2,971,470 2,990,S73 2,990,573 
13 
14 NET OPERATING INCOME DEFICIENCY (EXCESS) LINE 10. LINE 14 826,252 801,334 (113,963) 
15 
16 EARNED RATE OF RETURN LINE 12 / LINE6 5.3S% S.40% 5.40% 
17 
18 NET OPERATING INCOME MULTIPLIER 1.341S3 1.34143 1.34143 
19 

20 REVENUE REQUIREMENT LINE 14 X LINE 18 1,101,442 1,074,913 (152,873) 

21 
22 REVENUE REQUIREMENT OELTA TO AS FILED JULY 14 2021 (1,227,806) 

2823 SUBSEQUt:NT YEAR REYF,NUJ; RF.QUIREM£NT (soot'o) 
REVENUE REYENUI: REYENUI: 

LINE REQUIREMENT REQUIREMENT REQUIREMENT 
NO. DESCRIPTION REFt:RENCE ASFILED ASFILt:D BTM ROE & EQUITY 

MARCffUlllt JlJLY 142011 ROCOMMENDATIONS 
23 
24 RETURN ON EQUITY 11.50% 11.50% 8.56% 
25 
26 FINANCIAL EQUITY RATIO 59.60% 59.60% 55.40% 
27 

28 JURISDICTIONAL AOJUSTED RATE BASE 59,605,291 59,502,725 59,502,725 
29 
30 RATE OF RETURN ON RATE BASE REQUESTED U3% 1.93% 5.28% 
31 

32 JURISDICTIONAL NET OPERATING INCOME REQUESTED LINE 28 X LINE 30 4,131,069 4,124,000 3,138,991 
33 

34 JURISDICTIONAL ADJUSTED NET OPERATING INCOME 2,847,065 2,86S,n6 2,86S,n6 

3S 
36 NET OPERATING INCOME DEFICIENCY (EXCESS) LINE 32 • LINE 34 1.284,004 1,258,224 273,215 
37 
38 EARNED RATE OF RETURN LINE 34 / LINE 28 4.78% 4.82% 4.82% 

39 
40 NET OPERATING INCOME MULTIPLIER 1.34156 1.3413S 1.34135 
41 
42 REVENUE REQUIREMENT LINE 36 X LINE 40 1,722,568 1,687,719 366,4n 

43 
44 2022 REVENUE REQUIREMENT 1,116,068 1,082,329 ( IS3,92S) 
45 
46 RATE INCREASE REQUESTED (AFTER FULL 2022 RATE INCREASE) 606,500 605,390 520,402 

47 
48 REVENUE REQUIREMENT OELTA TO AS FILED JULY 14 2021 (84,988) 

Notes 
1/ Undertylng data s0UIC8d from Exhibit LF·12 of FPL wttnns Fuentes's reb~ testimony and also FPL's response to Staff's First Data Request, Request No. 1, flied on Aug. 12, 2021. 
1/ Values may differ to that stated In Exhibit LF·12 due to rounding. 

REVENUE 
REQUIREMENT 

DEF 
SETTLt:Mf:NT 

9.85% 

53.00% 

SS,423,929 

S.61o/• 

3,I S0,7I2 

2,990,573 

160,139 

S.40% 

1.34143 

214,815 

(860,118) 

REVENUE 

REQUTREM£NT 
DEF 

SETTLEMENT 

9.85% 

53.00% 

S9,502,72S 

5.79% 

3,437,7-'9 

2,86S,n6 

571,973 

4.82% 

1.34135 

767.216 

216.293 

550,923 

(54,467) 
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REYENUI: REVENUE 
REQUIREM£NT REQUIREMENT 

TEC STATE DOCISIONS 
SETTLEMt:NT J'AN- AUG ltl1 

9.95% 9.47% 

54.00% 51.62% 

55,423,929 55,423,929 

S.71% S.451/. 

3,204,413 3,020,975 

2,990,573 2,990,S73 

213,840 30,402 

S.40% S.40% 

1.34143 1.34143 

286,852 40,783 

(788,081) (1,034,150) 

Rf.Vl:NUE RF.VJ;.NUE 

REQUIREM£NT REQUIREMENT 
TEC STATE DECISIONS 

SETrLEMENT JAN- AUG 1011 

9.95% 9.47% 

54.00% S1.62% 

S9,502,72S 59,S02,72S 

5.17% 5.54% 

3,494,978 3,298,706 

2,86S,n6 2,86S,n6 

629,202 432,930 

4.82% 4.82% 

1.34135 1.34135 

843,980 580,711 

288,82.S 41,063 

555,154 539,648 

(50,235) (65,742) 



Flot1da PowOf' & Light Company 
Dockol No. 20210011S-EI 

Utt WACC WilNC QUl(I JiffHCY n.oam+ SffiJMJlfl IQli AND f1NAHCW.19YID'. MDO IM'1) 

ltUTUTYf..AJl CAPITAL Sff.lJCTIJRE AND COST AA.TIS 

LIN< w.tSDICTIONAL 
NO. CLASSo,cAm AL ADJ1JSTID RATIO 

LONO_TERM_DEBT 20.235,121 }HI% 
SHORT_TI!RM_OF,8T 761.290 1.)7% 
PRt!FD.RED_STOCll • , ..... 
C\J$TOf.4'ER_OEPOSrrs 4S4,U I 0.12% 
COMMON_EQVJTY .-i 2),677,602 42.72" 
Dt'FHRRED_INCOMB_TAX S,114.lll 10.62" 
PAS 109 0e.rTu J,.M9,0JO 6.01% 
INVESTMl!NT_ TAX_CREDITS t .~ •• ,. ,...,. 

• 
10 TOTAL sss,01.,21 100.00% 
11 

" ~ISDlC'nOf\lAL 

" ITC Wlletrn.D COC ADnJSTID RATIO 

" " LONO TERM 0138T J20.23S.121 46.01% ,. PREFHRRED STOCK 0 '·""' 17 COM'MON BQUJTY 23,6n,60l SJ.92% ,, TOTAL S,&),91l,4)(l 100.00% 

"NANCIA.LCAPITALS'JllU"C11JaE JU1USDICTION il ttACINTACI-
.Uffl.tOJULY l4JtJI ADJVSTID OP TOTAL 

LONO_rellM_DEBT 17.)91,471 ll.9)% 
SHORT_Tmt.M_DF,BT 6S4,2U 1.46% 
COMMON llQUITY 26,621,959 59.61% 
TOTAL CAl'lTALIZA. TION 44,674.no '""' 

nN4NctU. CAfflALSTitlJcnru JUalSDlCTlONAL Pt:aCINTACE 
CONVU:TED TO DD' SETTLEMI.NT ADA/STID OF TOTAL 

LONO_ll?R.M_DtiAT 20)..)S,121 45.30% 
SHORT -reR.M DEBT 761.290 1.70% 
cOMMON eQUn'Y 23,677.602 "·°" TOTAL CAPITAUZA TION 44,674,720 '""' 

lHl WACC USING JAMP,\ELF,CTltlC COMPANVSID,,U,ff.HT!AA AKO ffll!U'fgAl,IOUffl' RA.TIO (tllfl) 

LIN< 
NO. 

• 
10 
11 

" " " 15 ,. 
" ,. 

ffllff.STYEA.a 

CLASS OF C APITAL 

LONO 11!.llM Df.JIT 

SHOR.l_TERM_Dl!BT 
Plt.m:mt.RED_STOCK 

CUSTOMER._DEPOSJTS 
COMMON_P..QUJTYIOI 
O1:YERkED_INOOME_T AX 

FAS 109DdTu 
W'EIO'HTEDOOST 

TOTAL 

rrc wr:,cwru, coc 

LONO TERM Dl:ltT 

PREFERRED STOO: 
COMMON EQUJTY 
TOTAL 

n NANCIAL CA PTT AL STRUCllJll!. 
AS'1l.aDJULYl4lt21 

1
LONO_ ff:RM_Df.JIT 

;SHORT_reRM_Dl!BT 
,COMMON~ 

1TOTALCAPITAI.JZATIO!'I 

FINANCIAL CAPn AL STit\/C1\lU. 

CONV&JlffD TO n.co Srrn.&~NT 

1
LONO_TERM_DP.BT 

,~~~~~T 
TOTAL~~IT~UZATION 

JUalSDICTIONAL 

ADWSTID 

20.129,917 
71l.M ) 

0 
45<11,U l 

23,061,090 
S.18,,1.llJ 
l.,)69,0)0 

1,040,49'1 

SSS.423.921 

I\JtlS1>1Cflot-lAL 
IJ>11!ffl1D 

S20.m.m 
0 

23,061.090 

S0 .191,0n 

I roa:.:,c;::AL I 

T 

17.}91,471 
6S4.21) 

26,621,959 

.it.674.._no 

IUJU!DICTION'AL 
ADJUSTID 

20.82:9.917 
TU,643 

13.061,090 

44,674.._720 

I 

RATIO 

) 7.51% 
1.41% 

··-U2" 
41.61% 

10.62% 

'"" 1.111%. 

100.00% 

RATIO 

47.-4)% 

'·"" 52.51% 
99.95% 

ftRCENTACC 
OF TOTAL 

j::::1 
59.61%1 

11iow 

naaNTAcr.: 
OP TOTAL 

46.63%1 

;/: 1 
Too%l 

COSTRATU 

J.61% , ... ,. ....,. 
2.0)% 

9.1$% 

'·"" '·"" 6.972" 

COST RATES 

J.60S'14 

'·""" '·""' 

COSTRATU 

3.61% 

0.94% 

'·"" 2.03% 

'"" 0.00% 

··-6.613% 

COSTRAns 

l60S% 

'·""' , .• 10% 

.,.,c....., 
COST 

U2" 
0.01% ·-0.02" 
'-11% 

'·"" '·"" 0.1)% 

5.61% 

-= COST 

1.66% 

'·"" SJ1% 

'"" 

WIICR'RD 
COST 

I.JS% 

0.01% 

'·"" 0.02% 
l .'4% 

'·""' '·""' 0.1)'4. 

S.45~ 

WE1GlfT10> 

COST 

1.71: 
'·"" 07" 
6.'3% 
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mi WACC UHNC TAMPA u icn,c COMPANY ff[JJ,JMJNT BOI Ah]) ffliANQAL royny a.mo flllt'I) 
' 

ltll Tr.ST ¥KAR CAPITALSTRUcnntt A.Nit COST ltAff..S 

UNI: IVIUIDtcnONAL Wf.lGNTI.D 
N<> .r, ' "' OP CAl'TTAL AnrosnD RATIO COSTll:ATt:.S COST 

' LONO_Tl!RM_DEBT 19.~.179 JS.73% 3.61% ,.,.,. 
' SHO"-T_T£RM_DHBT 745,092 ,.,.,. .... ,. 0.01" 
3 PREPmUUlD STOCJt 0 , ..... 0.00% '·"" • cusroMER_:DEPOSrrs 4S4,UI o.12% l.0)% 0.02" 

' COMMON_ l!QUITY ~ 2'1,12A,J49 4).5.)% . .,,,. 4,))% 

• DHFl!l\RED_TNCOME_TAX 5.114,133 10.62% '·"" '·"" 7 PAS 109DdTu ),369,0)0 , ..... ...... 0.00% 

• WHIOHTIID COST J,(M(),494 I.II% 7.092% 0.13% 

• 
10 TOTAL $$S.42J,9ll 100.00% S.71% ,, 
" 1UIUSDIC'nONAL Wl!IGR'R.D 

" fTC wt:ICRTl:D COC ADJUSlm RATIO COST RA.TU COST 

" " l.ONO Te:RM DEBT $19,805,279 45.10% l60S% ,..,:I ,. PREFEJUlFD STC>a. 0 ~- '·""' 0.00% 
17 COMMONBQ{JITY 24,124,349 $4,94% '"'" S.47% ,. TOT AL $0,929,621 100.04% 7,09'%1 

nNANCIA.LCAPTTALS'n.UCTIJR& JUIUS"DICTIONAL POCUITACI 
AS ffl..ltD JULY 14 2tJ1 AD.JtlSTl:D Of'TOTAL 

LONO_TERM_Dl!BT 11,)91,411 JU)%, 

SHORT_Tn.M_DEBT ,,..,., 1.46%' 
MMON EQUITY 26.611,'59 ,,,.1%i 

TOT AL CAP1T ALlZA TION -4,674,720 '"" 
FINANCIAL CAPrrAL S'l'ltucrtJar. JUalSDICTIO NAL naaNTAGE 

CONVD:TID TO TI:CO RlTLrMJ:NT Al>JUSTU) Of"TOTAL 

i~~~T~~;8e!r 19,IOS.279 -4.})%, 

745,0,1 1.67% 
~MMON EQUlTY 24,124,)49 S4.0K' 
foTALCAPITAUZATION -4,674,720 '"" 
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Zill WACC USrNC PYV r.NERCY fl.QlfflA. nm UttNT BOt AND QNANQAL cotm RADO cwt,> 

lW SU8S'l!.QmNTffU CAPITAL STRUCTlJltE AND COST llATQ 

u.-.: 
NO. 

' 10 

" 12 
13 ,. 
15 ,. 
17 ,. 

ICI.ASS OYCA"TAL 

LONO_TER.M_ DEBT 
SHORT_TDM_DEBT 
PRE:n:a.lU!D_STOCJC 
ICUSTOMl!Jl_DePOSJTS 
COMMON_l!QUITYw 
Om-lfJta.ED_JNCOME_ TAX 

FAS l09DcrTu 
INVESTMENT _T AX_CUDJTS 

ITOTAL 

ITC Wf.lCffTEO COC 

LONO TERM DEBT 

PKEFBt.RP.DSTOCK 
COMMON EQUITY 

TOTAL 

I nNAJltCIAL CAPJTAI, STRUCTlJ1tr; 
Al!Jntl.OJVLYl4 2111 

l...ON'O_TERM_DEBT 
SHORT_nit.M_D€8T 

!COMMON EQUTTY 
TOTALCAPITAJ..17.ATION' 

FINANCIAt.CAPJTALSTRVCTtlltE 
CONVUlTSD TO DI.F 11..Tni~Nl 

I
LOHO TERM DEBT 
SHOflT_Tmt.M_Dl!BT 
COMMON WUtlY 
[TOTAL CAPITALIZATION 

I 

l 

.ruaJSDlcnONAL 
""'11B11:D 

2l.7'1.S71 

112.ns 
0 

490.182 
2S.S2A,97S 

6.2.Sl.?D 
J,191.407 

1,200.022 

$S9.S02,72$ 

J'Ull81)9C'T10NAL 
ADIUSTSD 

$21,762,571 

0 
1S,S2'..97S 

S,47, 21 7,sM, 

JUlllSDICTIONAL 
ADJllSffl) 

11.7M,616 
7,0,229 

11,703,416 

U,160..)31 

1tmlll>IC110NAL 
ADJ\15RD 

21,762.571 

112.,:m 
2S.S2A..97S 
.r,iio,ni 

I 

RATIO 

JfS7% 
1.41% 
0 .00% 

'·"" .,,.,. 
JO.SI % 

.S.71% 
>02% 

100.~ 

a.+.TIO 

.... ,,. 
0.00% 

SUI% 

100.00% 

naaNTAGE 
Of'TOTAL 

JI.IA% 
I.S6% 

SU0% 

1""' 

nacr.NTAGE 
OF TOTAL 

4$.19% 
1.11% 

"· Too% 

ZIP WACC USING J:MfPA Uf&TIUC COMPAHY B]TI.JMJcNT RPI AND QNMQAL WVID'. RA.DO,_.,> 

211) SUIJSEQWNT VEAa 
UN't 

let.ASS OFCAnTAL 
J:ValSDlcnoNAL 

NO. ADJUSTED a.+.Tio 

l..()NO_ TE:R.M_DBBT 22.401.SS? J7.6S% 
SHORT_TERM_DEBT 191,411 l ,H% 
PR~ STOOC. 0 0.00% 
CUSTOMU: DtiPOsrrs 490.112 0.12% 
COMMON _BQUITY ~ 24.160.~ 41.71% 
De'DI.RBD_~'COMB_TAX U Sl ,713 10,'1% 
FAS 109DdTu J ,l91,.o? 5.71% 

Wl:!JOHTED COST 1,200.021 '·"" • 
10 TOTAL $S9.S02.,72S 100.00% 

" 12 JUalSDfCTIONAL 
13 ITC ~IClfnD COC ADJ\Jlm:D • ,mo 

" 15 U)N'On:RM DlnlT S22.401,SS7 47.)7% 
18 PJlll!FERKED STOC.:: 0 0.00% 
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S&P capital IQ& 

FINANCIAL FOCUS 

Utility valuations edge closer to S&P 500 in August as 
trading volatility cools 

Thursday, September 2, 202112:05 PM ET 

By Jason Lehmann 
Market Intelligence 

Positive momentum in U.S. energy and water utility equities 
that began at the start of the third quarter carried into August, 
as the S&P 500 Utilities index outperformed the broader S&P 
500 for a second consecutive month, further narrowing 
valuations on a stock price to next-12-months earnings, or P/E, 
basis, between the indices. 

Utility stock price performance 
Change(%) 

The S&P 500 Utilities' 3.5% gain in August lifted the index's 
year-to-date gain to 8.7%, while the S&P 500 rose 2.9% to 
bring 2021's increase to approximately 20%. On a last-12-
month basis, the S&P 500 is up approximately 29% versus the 
S&P 500 Utilities' 16% gain. 

The water utility group, led by Middlesex Water Co., American 
Water Works Co. Inc. and California Water Service Group, has 
outperformed energy utility stocks thus far in 2021 , rising 
15.6% on average, though wide performance disparities exist 
within the relatively small group. Electric utility stocks have 
gained 11.4% on average in 2021 , followed by gas utilities 
(+10.5%) and multi-utilities (+7.9%). 

The forward PIE spread between the S&P 500 Utilities and the 
S&P 500 narrowed further in August, as calendar-2022 P/Es 
improved within the water and energy utility subsectors owing 
to share price appreciation with the exception of gas utility 
stocks. 

Top performers 
Otter Tail Corp. 
NextEra Energy Inc. 
Middlesex Water 
Entergy Corp. 
American Water Works 
The York Water Co. 
Edison International 
Eversoun:e Energy 
Portland General Electric Co. 

Evergylnc. 
Bottom performers 
Pinnacle West Capital Corp. 
Spire Inc. 
ALLETElnc. 
New Jer&~ Re&0un:es 
ONEGa&lnc. 
Avista corp. 
Northwest Natural Holding 
CenterPoim Energy Inc. 
South Jer•!Y Industries 
Atmos Energy Corp. 
Prices are throuf1, Aug, :31. 2021. 

Electric utility 2022 P/Es rose 2.4% to 18.6x on average, led by sourca: s&PG!obat Market lntelligenca 
NextEra Energy Inc., which was trading at nearly 31x the 2022 

Month 
8.0 

7.8 
7.5 
7.5 

7.1 
6.9 

6.1 

5.2 
5.0 
5.0 

-8.0 
-6.0 
- 4.1 

-3.1 
-2.7 

-2.3 
-1.6 
-1.5 

-1.4 
-1.1 

YTD 
28.8 

8.9 
51.0 
10.8 

18.8 
10.7 
-7.9 
4.9 

20.1 
23.3 

-3.8 
4.2 
8.8 

5.0 
-6.4 
4.3 

11.9 
15.9 
15.1 
2.2 

EPS through August. The NextEra shares saw their largest monthly gain year-to-date at approximately 8% while the S&P 
Capital IQ consensus EPS estimate for 2022 increased marginally to $2.74. The company's Florida Power & Light Co. 
subsidiary and intervenors in its pending electric rate case in Florida reached a settlement in early August, calling for 
the Florida Public Service Commission to authorize a combined $1.252 billion increase in rates in 2022 and 2023, and a 
healthy 10.6% ROE that is significantly above the 9.43% average of returns authorized for electric utilities in rate case 
decisions, including limited-issue riders issued in the first half of 2021 . 

Otter Tail Corp.'s 2022 PIE declined approximately 5% in August to 17.5x, owing to a 13.4% increase to its S&P Capital 
IQ consensus EPS estimate to $3.13 from $2.76. Early in the month, management increased its 2022 EPS guidance to a 
range of $3.50 to $3.65 from $2.47 to $2.62 in light of second-quarter results and strong earnings expectations within 
the company's plastics segment. 

:.:; ____________________________________________ _ 
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12/31/20 01/ 31/21 02/28/21 03/ 31/21 04130/21 05/31/21 06/30/21 07/31/21 OB/31/21 

As of Aug. 31, 2021, close. 
S011ce: S&P Global Market Intelligence 

In the gas utility sector, Chesapeake Utilities Corp.'s PIE rose 2.5% in August to 25.9x estimated 2022 EPS - well 
above the gas utility group average of 17.1x - after the utility reported second-quarter EPS that surpassed S&P Capital 
IQ consensus estimates by 4.6% and maintained its capital expenditure and earnings growth outlook . 

Multi-utility 2022 P/Es rose 2.3% on average in August to 18.9x; excluding outlier PG&E Corp. that saw its 2022 P/E 

-'---------------------------------------------Powered by S&P Global I Page 2 of 5 
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increase 4. 7% in August to 8.2x, the average multi-utility PIE stood at 19.5x at the end of the month. The PG&E shares 
have attracted significant interest in recent months, with most of the top 10 institutional investors in power holdings 
adding PG&E shares to their portfolios in the second quarter. For additional detail, see the Aug. 31 S&P Capital IQ Pro 
news article 7 of top 10 institutional firms in power sector boost holdings in PG&E Corp. 

The quadrant chart below shows how the RRA utility universe appears when comparing the PIE ratio and the estimated 
long-term earnings growth rate. Energy utility 2022 PIE multiples have remained largely in the upper left quadrant, 
suggesting the names could be relatively undervalued considering their lower PIE values and long-term earnings growth 
potential. Water utilities including California Water, Essential Utilities Inc. and SJW Group continue to maintain outsized 
2022 PIEs. 

Valuation quadrant: EPS growth forecast vs. forward PIE ratio 
Stocks in this quadrant have 
lower PIE ratios and stronger 

10 re/alive long-term earning 
(TOwth potential and could 
be coosldered fundamentally 
undervalued. 

8 

• Electric utility • Gas utility • Multi-utility • Water utility 
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As of Aug. 31, 2021. 
For th• 12 months ended Dee. 31, 2022. PIE::: priee-to-eamlngs ratio 
SOll'ce: S&P Global Market Intelligence 

CWT 

Stocks in tlis quadrant have 
higher PIE ratios and lower 
relative long-t•m earnings 
(TOwth and could be 
coosider.d fundamentally 
overvalued. 

30 35 

The S&P 500 Utilities index traded at about a 7% discount on a 2022 PIE basis to the S&P 500 as of Aug. 31, compared 
to approximately 9% at the end of July. 
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08/31/21 

Smaller-cap companies generally have lower trading liquidity and therefore, all other things being equal, tend to have 
more significant share price swings than larger-cap equities. An analysis of the standard deviation of log-normalized 
daily price returns for utility stocks over the last year supports this thesis , with the generally smaller-cap gas and water 
utility sectors displaying the highest average price volatility. 

Average price volatility in the overall energy and water utility group declined to about 15% in August from 20% in July, 
though sector-specific variances were apparent. Within the water utility sector, Middlesex Water saw the highest share 
price volatility at 23%, above the group average of 17%. The stock is up 51 % year-to-date, following August's relative 
outperformance likely related to funds taking a position in the Middlesex shares. Share price volatility within the electric 
and multi-utility sectors cooled in August, declining to 13.6% and 14%, respectively. 

~-------- -------------~------------------ ------Powered by S&P Global I Page 4 of 5 
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Regulatory Research Associates is a group within S&P Global Market Intelligence. 
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For a complete, searchable listing of RRA 's in-depth research and analysis, please go to the S&P Capital IQ Pro Energy 
Research Library. 

This article was published by S&P Global Market Intelligence and not by S&P Global Ratings, which is a separately 
managed division of S&P Global. 
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NextEra Energy Settlement Highlights Constructive Florida Regulation; In Line With Expectations 

Andrew Bischof 

Analyst Note Aug 10. 2021 

We are reaffirming our S75 per share fair value estimate. along with our narrow economic moat and stable moat trend 

ratings. after NextEra Energy reached a four-year rate senlement agreement with numerous key stakeholders in 

Florida. The agreement requires approval by the Florida Public Service Commission. 

The company's Florida Power & Light. or FP&l. fi led a four-year request for 2022-25 in a joint application with Gulf 

Power. which legally merged with FP&L this year. The company sought annual base rate increases of S1. 1 billion in 

2022 and S605 million 1n 2023 with an 11 5% allowed return on equity midpoint The settlement agreement maintains 
the company's current 10.6% allowed return on equity midpoint. reducing the rate increases to S692 million in 2022 
and S560 million in 2023. The agreement is in hne with our forecast. 

The settlement agreement. 1f approved by regulators. highlights not only the constructive regulatory environment in 

Florida. but the favorable treatment NextEra Energy cominues to eniov relative to peer utilities Duke Energy Flonda 
received a 9 85% midpoint allowed ROE and Emera's Tampa Electric received a 9 95% ROE in its recent settlement 

'vVe believe NextEra enjoys best-in-class regulation through its management execuuon and conunuec ability to dehver 
operating eff1c1enc1es. NextEra parlayed this success into reducing costs and boosting investment at the recently 

acquired Gulf Power 

Residential bills should remain affordable. with the average customer bill increasing 2 5% annually through the rate 

case Customer bills will be 20% below the national average. Customer offordab1lity 1s a crucial cons1derauon for 
regulators. further suppomng likely regulatory approval of the settlement agreement 
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Increasing Our NextEra FVE on 
Increased Expectations for Renewable 
Energy Development 

Andrew Bischof 
Senior Equity Analyst 

Analyst Note I by Andrew Bischof Updated Sep 07. 2021 

We are increasing our NextEra Energy fa ir va lue estimate to $78 per 
share from $75 after updating our renewable energy outlook. Our 
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narrow economic moat and stable moat trend ratings are unchanged. 
Increasing our long-term growth expectations to align more closely with 
our updated forecast and incorporating time value appreciation since 
our last update led to the fair value estimate increase. 

We now forecast clean energy, which includes solar, wind, geothermal, 

nuclear, and hydro, will be 65% of U.S. electricity generation by 2030, 

Capital Allocation up from 40% today. This is higher than other forecasts but short of 
l Exemplary j President Joe Biden 's 100% goal by 2035. We expect utility-scale wind 
~---------~ and solar to more than triple to 33% of total generation by the end of 

the decade. Solar will be the big winner during the next decade, 
eventually matching wind generatior -
primary building blocks driving renev 

demand, state renewable portfolio st 
improving renewable economics. AnalySt Note 

Business Strategy and Outlook 
No utility in the U.S. is better positio1 E . M t 

conom1c oa 
renewable energy transition and the 

f th N tE It h. t Fa ir Value and Profit Drivers energy ocus an ex ra. s 1s on 
us confidence it can retain its positio Risk and Uncertainty 

owner and developer in the U.S. Capital Allocation 

Close Fu ll Analysis 
The company was an early adopter o _ 
competitive advantage by securing some of the country's most 
desirable locations and locking in 20-year purchased power agreements 
with price-escalator clauses. Management plans to install 23-30 

gigawatts of renewable energy over 2021-24 at its Energy Resources 
subsidiary, more than double its current renewable energy portfolio. In 

its current plans, the company is shifting its focus to solar. Nearly half 
of its planned renewable energy growth through 2024 will be solar, 
with the remaining a mix of wind and energy storage. 

Business Strategy and Outlook I by Andrew Bischof Updated Sep 07, 2021 

NextEra Energy's high-quality regulated utility in Florida and fast­

growing renewable energy business give investors the best of both 
worlds: a secure dividend and industry-leading renewable energy 

growth potential. 

NextEra's regulated utility, Florida Power & Light. benefits from 
constructive regulation that offers high allowed returns. little regulatory 



Docket No. 20210015-EI 
Referenced Articles and Reports 

Exhibit BTM-10, Page 9 of 34 

lag, and low customer rates. Florida's strong economy and population 
growth support our rate base growth forecast through 2025. FP&L's 
goal to build 10 gigawatts of solar will support nearly 40% of zero­
emission generation by 2030. 

FP&L is over 40% complete on its 30-by-30 plan to complete 30 million 

solar panels by 2030 in the state. Given the progress to date, we 
wouldn't be surprised if FP&L surpasses management's solar growth 
goal in the back half of the decade. Investors will earn an immediate 
return on those investments under automatic customer rate 
adjustments. Management aims to pair battery storage with its solar 
installations. Additional growth opportunities include storm hardening 
investments and transmission. 

The company's recent settlement agreement supports our view that 

FP&L enjoys industry-leading constructive regulation. The four-year rate 
settlement for 2022-25 maintains the company's 10.6% allowed return 
on equity, among the highest of its regulated utilities peers. The 
allowed return is higher than Duke Energy Florida and Emera's Tampa 
Electric received in recent settlements. The agreement requires 
approval by the Florida Public Service Commission. 

The highly contracted competitive energy business, NextEra Energy 
Resources, is well positioned to benefit from our renewable energy 
growth outlook. NextEra has proved to be a best-in-class renewable 
energy operator and developer. 

Management's continued execution on its NEER development program 

leaves us confident that NextEra will deliver at the high end of its four­
year, 23-30 GW development target range in 2021-24. Nearly half of its 

planned renewable energy growth through 2024 will be solar, with the 
remaining a mix of wind and energy storage. 

Economic Moat I by Andrew Bischof Updated Sep 07, 2021 

Considering NextEra Energy's full suite of businesses, we think the 
company has a narrow moat. 

Service territory monopolies and efficient scale advantages are the 

primary sources of economic moat for regulated utilities such as 
NextEra Energy's regulated Florida utility, FP&L. State and federal 
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regulators typically grant regulated utilities exclusive rights to charge 
customers rates that allow the utilities to earn a fair return on and 
return of the capital it invests to build, operate, and maintain their 
distribution networks. In exchange for regulated utilities· service 
territory monopolies. state and federal regulators set retu rns at levels 

that aim to minimize customer costs while offering fair returns for 
capital providers. 

This is particularly true for FP&L. The company's below-average retail 
rates have garnered comparatively favorable treatment in the already­
constructive Florida regulatory jurisdiction. FP&L enjoys above-average 
returns on equity (allowed range of 9.6%-11.6%). forward-looking rate 

adjustments, and automatic general base-rate adjustments for 
investments upon completion. The addition of Southern 's Gulf Power, 
also in Florida, further enhances its narrow moat. 

We also believe NextEra's renewable energy business has a sustainable 
competitive advantage. This segment has secured some of the country's 
most desirable wind and solar generation sites, locking in 20-year-plus 
purchase power agreements with escalator clauses protecting returns. 
Moreover, a large, diversified generation fleet gives this segment scale, 

cost. and flexibility advantages over smaller competitors. 

Fair Value and Profit Drivers I by Andrew Bischof Updated Sep 07, 2021 

We are increasing our fair value estimate to $78 per share from $75 

after updating our renewable energy outlook. Increasing our long-term 
growth expectations to align more closely with our updated forecast 
and incorporating time value appreciation since our last update led to 
the fair value estimate increase. 

Our near-term profit outlook accounts for forecast rate increases at 
FP&L and investments through 2025, additional wind and solar 
generation investments at NEER, normal weather, and continued strong 

demand and economic growth in Florida. We forecast management will 
top its 6%-8% 2021-23 earnings expectations. At FP&L. we assume an 

11 .5% long-term allowed return on equity. 

We estimate the company will invest on average roughly $14 billion 
annually through 2025. We expect its regulated utilities will focus on 
new generation, existing generation maintenance, and transmission 
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and distribution investments. We anticipate that NextEra will continue 
to pivot toward solar development after aggressively building our its 
wind portfolio the past two decades. We forecast NextEra will add 
wind, solar and battery storage at the top end of management's 2021-
24 target range of 23-30 GW. Management has secured 16.7 GW of its 

plan. 

In our discounted cash flow valuation, we use a 6.1 % cost of capital 
based on a 7.5% cost of equity. This is lower than the 9% rate of return 

we expect investors will demand for a diversified equity portfolio, 
reflecting NextEra's lower sensitivity to the economic cycle and lower 
degree of operating leverage. We incorporate $4 per share of 
incremental value to better recognize the benefit accruing to NextEra 
from issuing debt at coupon rates far below our cost of debt. 

Risk and Uncertainty I by Andrew Bischof Updated Sep 07, 2021 

The primary uncertainty surrounding our fair value estimate is NextEra's 
ability to achieve timely, constructive regulatory rate adjustments, 
particularly given the company's investment plans during the next 
several year. Florida's history of constructive regulation mitigates this 

concern. 

Much of the company's success hinges on the relationships it has built 
through years of low power prices and excellent customer service. 
Although regulatory relations in Florida are exceptional. it's always 
possible that regulators could reverse their stance and put at risk FP&L's 
ability to deploy capital at attractive rates of return. 

NextEra is positioned well to manage its ESG risk compared with its 

utility peers. The company is the largest developer of renewable energy 
in the U.S. through its NextEra Energy Resources subsidiary. The 
company's pipeline of renewable energy projects is nearly 30 gigawatts 
over the next four years, aiding in the transition away from carbon 
emissions. At its regulated utilities, the company owns natural gas and 
nuclear generation. NextEra's Florida utility plans to invest aggressively 

to build out its solar portfolio in the state. This would reduce the utility's 
reliance on natural gas and nuclear generation. although both forms of 

generation will play a key role in grid reliability in the near term. 
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As with all regulated utilities, NextEra faces the risk of an inflationary 
environment that would raise borrowing costs and make other 
investments more attractive for income-seeking investors. 

Volatile commodity power markets, weather, and reliance on 
government subsid ies for renewable energy create some uncertainty 

around NextEra's long-term earnings strength at its renewable 
generation business. Over the past decade, renewable energy 
economics have improved significantly, reducing the risk that growth 

will depend on subsidies. 

Capital Allocation I by Andrew Bischof Updated Sep 07, 2021 

We assign NextEra Energy an Exemplary capital allocation rating, which 

reflects our assessment of NextEra's balance sheet strength, 
management's investment decisions, and plans to return capital to 

shareholders. 

We expect the company to pay out roughly 60% of earnings over the 
next five years through the dividend, a level we view as appropriate, 

given the high-quality and relatively stable nature of NextEra's 
regulated Florida assets and highly contracted renewable energy 
portfolio. We expect the balance sheet to remain sound, with the 
company maintaining its balance sheet in line with its regulatory 
requirements, supported by low revenue cyclicality and operating 
leverage. 

We expect the company's investment strategy to mainly focus on 
growing assets through regulated investments and add ing to the 

company's merchant renewable energy portfolio, which we think is a 
reasonable approach. We think management could look externally for 

acquisitions, which we think is appropriate, given the company's strong 
equity currency and proven record of successfully integrating and 

creating value from prior acquisitions. 

Management took early advantage of federal renewable energy tax 
credits, producing higher returns than pure regulated utilities. NextEra 
is the largest renewable energy developer, and management has 
positioned it well for the next phase of renewable energy growth in 
solar and battery storage. 
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NextEra's largest regulated utility, FP&L, consistently earns at or near 

the top end of its allowed returns . The utility has built strong regulatory 
relationships by keeping customer costs low, consistently driving 

efficiencies in the business, and consistently completing its investment 
projects on time and on budget. 

Management has rewarded shareholders with a dividend that has 
averaged over 10% annual growth since 20 11 . We forecast 10% 

annualized dividend growth through 2025. 

Management has significant internal growth opportunities but has also 
used its balance sheet to look for opportunistic acquisitions. Regulators 
rejected management's Oncor bid due to what we view as a flawed 
assessment of its unregulated renewable energy business. This was 
mostly out of management's control. 

We think shareholders were better off when Hawaii regulators nixed 

management's attempt to buy Hawaiian Energy for what we considered 
too high of a price. However, the acquisition would have offered an 

opportunity to explore the benefits of solar and battery storage. We like 
management's acquisition of Southern's Gulf Power, which increases 

the company's regulated mix in highly constructive Florida. We believe 
management can achieve its aggressive cost-cutting and capital 
investment goals at the unit. Progress on these initiatives has been 
impressive. 

CEO James Robo has held various leadership positions throughout the 
organization since joining in 2002. He has proved himself to be a strong 

leader, driving shareholder value and dividend growth. Before his 
experience at NextEra, Robo held multiple leadership positions at 
General Electric. 

Close Full Analysis "' 

View Report Archive > 
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NextEra Energy's regulated utility, Florida Power & Light, distributes power to roughly 5 mill ion customers in 
Florida. Florida Power & Light contributes roughly 60% of the group's operating earnings. The renewable 
energy segment generates and sells power throughout the United States and Canada. Consolidated 
generation capacity totals more than 50 gigawatts and includes natural gas, nuclear, wind, and solar assets. 
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Florida Power & Light Compa~y 
Update to credit analysis 

Summary 
Florida Power and Light Company's (FPL) credit quality reflects its robust financial profile 
and the highly supportive Florida regulatory environment. FPL is the principal subsidiary of 
NextEra Energy, Inc. (NEE), one of the largest power and utility holding companies in North 
America. The utility's credit quality is important to NEE's consolidated credit quality. FPL, 
including Gulf Power Company, is the largest vertically integrated regulated utility in Florida, 
with approximately 31,200 megawatts (MW) of generating capacity and over 5.6 million 
customer accounts. 

The Florida regulatory framework includes timely cost recovery mechanisms that enable 
FPL to generate predictable and stable cash flow and consistently maintain strong financial 
metrics. Its large, mainly residential service territory benefits from solid economic expansion 
that leads to organic sales growth and continued infrastructure investments. To meet the 
needs of customer and load growth and ensure service reliability and resiliency, FPL continues 
to make substantial capital investments in its rate base, which provides steady earnings and 
cash flow growth potential. FPL finances these investments in a manner that maintains the 
utility's regulated capital structure, including an approximate 60% equity ratio. 

FPL's credit profile considers its geographic concentration risk, as it operates solely in one 
state that is exposed to extreme weather events such as hurricanes and tropical storms. 
As we expect extreme weather events to be more severe and more frequent with climate 
change, credit supportive regulation remains critical going forward. At the same time, FPL's 
credit is also constrained by high levels of holding company debt at its parent, NEE, which is 
a key driver of the three notch differential in ratings between the parent and subsidiary. 

Recent developments 
On 12 March 2021, FPL, along with Gulf Power, filed a joint rate case application with the 
FP5C that proposed a four-year rate plan that would effectively merge the retail rates of both 
utilities beginning in January 2022. Subsequently, on 10 August 2021, FPL and key intervenors 
filed a settlement with the FPSC which reflects the merged retail rates and provides for 
increased base annual revenue requirements of $692 million in 2022 ($408 million below 
what had been requested), $560 million in 2023 ($47 million below the requested amount), 
and $140 million in 2024 and 2025 (as had been requested). FPL expects an FPSC decision on 
this settlement later this year. 

On 1 January 2021, Gulf Power legally merged into FPL aher the Federal Energy Regulatory 
Commission (FERC) approved their merger application on 15 October 2020. With the 
completed merger, Gulf Power no longer exists as a separate organization and FPL continues 

. .. . ... ·· ····· .. ··· ···· .. ...... . ... ... , .. ..... .. . . .. ....... . .... ... .. ..... .. ... . . ... . . . . . .. . . .. . . . .. . . · ·· ·· · . .. .. .. . . ··· ·· · ... .. . . . . . . . .. .... .. .. .. ······ ... . . .. . . .. ... .. . 
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as the surviving entity. FPL assumed all of Gulf Power's short and long-term debt obligations, liabilit ies and physical assets. 

Exhibit 1 

Historical CFO Pre-WC, Total Debt and ratio of CFO Pre-W/C to Debt ($ MM) 

- cFOPre-W/C - Total Debt - CFO Pre-W/C / Debt 
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Credit strengths 

» Consistent and credit supportive regulatory environment, with new rate case settlement pending 

» Regulatory mechanisms provide timely recovery of prudent costs and investments 

» Very strong financial profile with stable credit metrics 

» Large residential customer base enhances stability of revenues and cash flow even during pandemic 
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LTM Mar-21 
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» Solid customer and load growth provides for rate base investment opportunities and further revenue and cash flow growth potential 

Credit challenges 

» Capex program, including natural gas-fired generation upgrades, grid hardening, and renewables investments, remains elevated, 
requiring sizeable debt financing 

» High levels of parent debt constrain the rating 

» Geographic concentration in a state that is prone to extreme weather event risk from tropical storms and hurricanes 

» From time to time can be subject to potential pressures from Florida's political environment 

Rating outlook 
FPL's stable outlook reflects our expectation that the Florida regulatory framework will remain highly credit supportive, including a 
multiyear settlement of the current rate case pending, prescriptive base rate adjustments for investments in solar generating capacity, 
the ability to petition for storm cost recovery outside of a base rate case, and the ability to recover storm hardening investments via a 
rider mechanism. The stable outlook incorporates an outcome of FPL's pending rate case that will support the company's current credit 
quality, such that FPL will be able to maintain strong financial metrics, including a ratio of CFO pre-W/C to debt of around 30%. 

This publication does not announce a credit rating action. For any credit ratings refe,enced in this pubhcat1on, please see the ratings tab on the issuer/entity page on 
www.moodys.com for the most updated credit rating action information and rating history. 

23 August 2021 rlorida Power & Light Company: Update to cr~dit analysis 
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Factors that could lead to an upgrade 
While FPL exhibits strong credit metrics, its rating is constrained by its geographic concentration in a state that is prone to event risk 
from hurricanes and tropical storms as well as its parent's high level of holding company debt, which is the key driver in the relatively 
wide rating differential between the two entities. Over the longer term, FPL could be upgraded in conjunction with an upgrade of NEE. 
and if NEE's level of holding company debt declines substantially as a percentage of its consolidated debt. 

Factors that could lead to a downgrade 
A downgrade of FPL's rating could be considered if there is an adverse outcome of its pending rate case; if there are significant cost 
disallowances, delays or other changes that would weaken Florida's credit supportive regulatory and cost recovery framework; if the 
political environment were to become contentious; or if there is a sustained decline in key credit metrics, such that its ratio of CFO 
pre-W IC to debt declines below 25%, or there is an increase in debt to capitalization above the 40% range, for an extended period. A 
downgrade of NEE could also result in a downgrade of FPL, due to the utility's affiliation with a weaker parent. 

Key indicators 

Exhibit Z 

Florida Power & Light Company (1) 
Dec-17 Dec-18 Dec-19 

CFO Pre-W/C + Interest / Interest 10.9x 10.5x 9.Bx 
CFO Pre-W/C / Debt 34.8% 38.8% 33.3% 
CFO Pre-W/C - Dividends / Debt 24.3% 35.0% 19.3% 
Debt I Capitalizat ion 38.4% 33.6% 37.2% 

[1) All ratios•• - on 'Adjusted' financi•I di!• and lnco,porate Moody's Global Stand•d Adjustments lor Non-Financial Coqx,rations. 
Source: Moody's Firw,ciai M«ria 

Profile 

Dec-20 LTM Mar-21 
10.5x 10.4x 

33.0% 30.4% 
20.2% 18.3% 
36.8% 32.6% 

Headquartered in Juno Beach, FL, Florida Power & Light Company is one of the largest regulated electric utilities in the US and the 
principal subsidiary of NextEra Energy, Inc. (NEE, Baal stable), one of the largest power and utility holding companies globally. FPL 
serves 5.6 million customer accounts or more than 11 million residents across more than half of the state of Florida and has about 
31.2 gigawatts (GW) of generation capacity. FPL accounts for about 70% of NEE's consolidated EBITDA and ended 2020 with about 
S61.6 billion of assets. Before Gulf Power was legally merged into FPL on 1 January 2021, NEE acquired Gulf Power from The Southern 
Company (Southern, Baa2 stable) in January 2019 for approximately $5.75 billion, which included $4.35 billion in cash plus the 
assumption of approximately S 1. 4 billion of debt. 

Exhibit 3 

FPL's customer account mix 

As of 31 December 2020 
Sou/Ce: Company Filing 

23 August 2021 

Commer cial 
11% 

Florida Power & Light Company: Update to credit analysis 
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Exhibit4 

FPL's service territ°')' including Gulf Power 

l 
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Detailed credit considerations 

Historically consistent regulatory decisions provide an environment highly supportive of credit quality with new rate case 
settlement pending 
The regulatory environment for investor-owned utilities in Florida remains highly credit supportive. In previous proceedings, FPL has 
been able to achieve multiyear rate settlements which have provided a high degree of rate certainty and have supported the company's 
credit quality. Provisions have included timely recovery of rate base investments, including generation as well as grid hardening to 
combat extreme weather events, and have addressed the impacts of federal tax reform and storm restoration costs. 

On 12 March 2021, FPL, along with Gulf Power, filed a joint rate case application with the FPSC. The filing proposed a four-year rate 
plan that would effectively merge the retail rates of both utilities beginning in January 2022. The proposed rate plan requested a $1.1 
billion increase in base annual revenue requirements effective January 2022, and a subsequent $607 million increase in January 2023. 
The filing requested the use of a Solar Base Rate Adjustment (SoBRA) mechanism to increase base rates for the addition of up to 894 
MW of solar projects in 2024 and 894 MW in 2025. The base rate adjustments in 2024 and 2025 would be approximately $140 million 
each year if the full amount of new solar capacity allowed under the proposed So BRA mechanism is constructed. The rate case filing 
also included FPL's current cost recovery mechanisms including the continuation of its storm cost recovery mechanism and reserve 
amortization mechanism from its previous 2016 rate settlement. 

On 10 August 2021, FPL and key intervenors in the rate proceeding, including the State of Florida Office of Public Counsel, the Florida 
Retail Federation, the Florida Industrial Power Users Group and the Southern Alliance for Clean Energy, filed a settlement with the 
FPSC. The settlement proposes to merge the retail rates of FPL and Gulf Power, with base annual revenue requirements increasing by 

23 August 2021 Florida Power &. light Company: Update to cre dit analysis 
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$692 million in 2022, $560 million in 2023, and $140 million in 2024 and 2025. The $140 million base rate adjustments in 2024 and 
2025 correspond to the full amount of new solar capacity allowed to be constructed each year (up to 894 MW in 2024 and 894 MW 
in 2025) under the proposed SoBRA mechanism. The settlement also includes a midpoint ROE of 10.6% with an authorized range of 
9.7% to 11.7%, which could increase in the event of a sustained material increase in the 30-year treasury rate, and the continuation of 
its storm recovery mechanism. FPL will be able to adjust the rate agreement if corporate income tax changes are implemented during 
the term of the settlement. FPL expects an FPSC decision on the settlement later this year. 

While Gulf Power ceased being a distinct corporate entity at the time of the merger, the company will continue to provide service to 
customers in its service territory in northwest Florida under the pre-existing Gulf Power brand during 2021, as a separate operating 
division with separate retail and wholesale rates. Beginning in 2022, once the new combined retail rates go into effect as proposed in 
the joint rate case filing, Gulf Power's customers would be served by a consolidated FPL. Over the long term, we expect Gulf Power's 
customer rates will benefit from being a part of the much larger combined entity that has a large customer base, greater scale and from 
improved operational. regulatory and administrative efficiencies. 

FPL's last rate case order was in November 2016, which approved an agreed upon settlement with key parties, and demonstrated 
Florida's historically stable and credit supportive regulatory environment. The settlement, based on a forward test year, became 
effective on 1 January 2017 and provided revenue visibility over its four-year term (a total of $811 million in rate increases) through 
2020; extended later through 2021. The rate order included an authorized ROE range of 9.6% to 11.6% with a midpoint of 10.55% 
based on an equity ratio that FPL has consistently maintained at about 60%. The company has been able to achieve earned ROE's 
towards the upper end of its authorized ROE range through strong customer and sales growth as well as continued improvements in 
operating efficiency. 

FPL earns most of its net income through its base rates but the various clauses provide for adequate and timely cost recovery and 
returns on certain other investments. The company has experienced very little in disallowances and regulatory lag in cost recovery. For 
example, its fuel and capacity clauses are adjusted annually based on expected fuel and purchased power prices and for prior period 
differences between projected and actual costs. FPL may also recover pre-construction costs and carrying charges for construction 
work-in-progress for nuclear capital expenditures. Additionally, FPL has an environmental cost recovery clause that is adjusted annually 
for capital spending and operating expenses related to emission controls. 

The 2016 rate settlement retained the cost recovery mechanisms that have allowed FPL to produce consistently strong credit 
metrics. An example includes storm cost recovery provisions, which are important in Florida where hurricanes are prevalent. A SoBRA 
mechanism was included in the settlement order, which provides FPL the ability to increase base rates on a timely basis without a rate 
case for the addition of new solar generation assets. The SoBRA mechanism is similar to the Generation Base Rate Adjustment which 
allows for gas plant modernization projects to be reflected in rates once completed and in-service. 

Changes to the US tax law in December 2017 did not have a material impact on FPL's financial metrics. FPL used the federal tax savings 
arising from tax reform to replenish the depreciation surplus reserve, which was used to offset approximately $1.3 billion of storm 
restoration costs resulting from Hurricane Irma in September 2017. FPL's last rate case settlement agreement set parameters for base 
rates and storm surcharges from January 2017 through at least December 2020. In addition to avoiding a Hurricane Irma surcharge, 
in May 2019, the FPSC allowed FPL to use future federal tax savings to replenish its reserve amortization account, which was depleted 
from Hurricane Irma storm costs. The FPSC also allowed FPL to keep the excess tax reform savings once the reserve account was 
replenished as long as the utility did not earn above its upper end of the range of 11.6% on its allowed ROE. Because of this decision, 
FPL filed its current general rate application one year later than it originally intended. 

Strong financial profile expected to remain stable, pending outcome of current rate case 
FPL has a strong financial profile that supports its credit quality. The company's financial metrics are among the strongest in the US 
regulated utilities sector because of increasing rate base growth opportunities, a well capitalized capital structure with a targeted equity 
ratio of about 60% and the company's ability to earn above average returns with operating cost efficiency and timely cost recovery. For 
the three-year period ending 31 March 2021, FPL's cash flow interest coverage ratio and ratio of CFO pre-W/C to debt have averaged 
10.1x and 34.1%, respectively. Pending the outcome of FPL's pending rate case settlement, which we expect will be ultimately finalized 
in a credit supportive and consistent manner as with previous FPSC rate case orders, we expect FPL's financial profile to remain stable 
including a cash flow interest coverage ratio of about 10x and a ratio of CFO pre-W/C to debt of about 30%. 

23 August 2021 Florida Power & light Company: Update to credit analys is 
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The company's debt to capitalization ratio was 32.6% at 31 March 2021, putting it among the lowest leveraged utilities in the US. At 
the same time, the company's pension plan is fully funded, which is not the norm for the largest utilities in the industry. FPL receives 
capital contributions from and distributes dividends to NEE on an as needed basis, maintaining its reported equity ratio at about 
60%, which is consistent with historical levels and its last approved capital structure. We expect the utility to continue to finance its 
capital expenditure program with a mix of long-tenm debt and capital contributions from the parent, which helps limit the amount 
of additional leverage incurred and maintain its debt to capitalization ratio in the rnid-30% range on a Moody's adjusted basis, which 
includes deferred income taxes. 

For the 12-rnonths ended 31 March 2021, it is worth noting the sizeable difference between FPL's ratio of CFO pre-W/C to debt of 
30.4% and its ratio of retained cash flow (cash flow pre-W/C less dividends) to debt of 18.3%. This is mainly due to FPL's dividend 
distributions up to its parent. However, not considered in the ratio of retained cash flow to debt are capital contributions received by 
FPL from NEE, which serve to counterbalance FPL's dividend distributions to NEE; importantly, the sole function of all such activity 
is to maintain FPL's capital structure at the targeted, regulatorily approved level on an ongoing basis. When netting parent equity 
contributions received of $1.3 billion for the 12-rnonths ended 31 March 2021 against dividend distributions of $2.2 billion, FPL's ratio 
of RCF to debt would have been roughly 26%. 

Capital expenditure program remains elevated primarily due to T&D resiliency investments as well as natural gas and solar 
generation 
FPL is investing heavily to modernize its predominantly gas fired generation portfolio, a strategy meant to maintain low customer rates 
and effectively manage the utility's carbon transition risk. Historically, FPL incorporated a strategy of buying coal plants and replacing 
them with cleaner generation. FPL eliminated its last remaining Florida coal plant {Indiantown) in December 2020. The utility's minimal 
remaining coal exposure includes ownership of approximately 75% of Unit 4 (634 MW) at the Scherer coal facility in Georgia, expected 
to be retired by January 2022; as well as Gulf Power's 25% share of Scherer Unit 3 (215 MW); and 50% ownership of the Daniel coal 
plant in Mississippi (500 MW), expected to be retired by January 2024. The approximate 965 MW Gulf Clean Energy Center (formerly 
Plant Crist) in Florida was converted to a gas-fired facility in 2020. Additionally, FPL plans to continue to increase the fuel efficiency 
of its natural gas power plants through increased investments while also investing heavily in solar generation. In 2020, the majority of 
FPL's energy was generated from natural gas (73%), with the remainder corning from nuclear (22%), coal (2%), and solar (3%). 

Exhibit S 
FPL Generation fuel mix by MWh 

M of December 31, 2020 
Source: Company Filling 
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In addition to modernizing its natural gas generation assets, FPL continues to incorporate cost effective renewables into its generation 
portfolio. As of 31 March 2021, approximately 8% of FPL's (combined with Gulf Power) approximately 31,200 MW of generation 
capacity was solar. FPL is projecting to have over 11,700 MW of installed solar power capacity by 2030, which equates to adding 
roughly 1,000 MW of solar per year. In its 2016 rate case settlement, FPL was allowed timely recoveiy of up to 300 MW annually of 
new solar generation from 2017 through 2020 through the SoBRA recoveiy mechanism. In FPL's pending rate case settlement filing, 
the company is requesting FPSC approval to recover up to 894 MW of solar projects in 2024 and 894 MW in 2025 through the SoBRA 
mechanism. 

FPL expects to invest approximately $33.4 billion of new capital from 2021 - 2025. About two-thirds of the $6-$7 billion of capex 
that FPL plans to spend annually over the next few years will be used towards updating its transmission and distribution network 
including grid hardening and reliability investments. About 15% of the projected spending is earmarked towards modernizing its 
existing generation portfolio by increasing its cleaner, more fuel-efficient power generation. About 15% of the investments will go 
towards new generation capacity which will include natural gas as well as solar power. 

hhibit6 

FPL's elevated capital expenditures will continue to grow rate base and cash flow 
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Furthermore, FPL is the principal offtaker of two pipelines that became operational in June 2017: Sabal Trail (42.5% owned by NEE, 
50% by Spectra Energy, 7.5% by Duke Energy) and Florida Southeast Connection (100% owned by NEE). These pipelines have helped 
secure additional gas supply needed by FPL. 

Credit support from Florida's regulatory framework during severe storms is critical to credit quality of geographically 
concentrated utility 
FPL's service territoiy is solely in the state of Florida, primarily along the coast and panhandle, which means the utility is vulnerable to 
severe storm related event risk. Since utilities in Florida are vulnerable to storm and hurricane activity, regulatoiy treatment to address 
costs related to extreme weather events has also been an important factor supporting FPL's credit quality during storm affected years. 
The company can and has petitioned for recoveiy of storm damage costs in excess of its storm reserve that would be collected through 
a storm surcharge. Securitization legislation for the recoveiy of storm-related costs is also in place in Florida, if necessaiy. 

In June 2019, the governor of Florida signed into law Senate Bill 796, which requires investor-owned utilities (IOUs) to submit storm 
protection plans to the FPSC that detail how the IOUs will harden their grids and make them more resilient during extreme weather 
events like hurricanes. The law is credit positive for the state's utilities because it allows them to grow rate base through increased 
investments and obtain timely recoveiy of these investments, all in an effort to ensure customer reliability. 

In October 2019, the FPSC issued a rule to implement a Storm Protect ion Plan (SPP) Cost Recoveiy Clause. This new mechanism allows 
for recoveiy of new transmission and distribution storm hardening investments not already included in base rates. This is a sign that 
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Florida regulators support proactive management of physical risks arising from climate change, which is expected to cause storms to be 
more frequent and more powerful over the long term. 

In April 2020, FPL submitted its storm protection plan proposing to spend about $10.2 billion to upgrade its grid infrastructure from 
2020-2029, which included about $5.1 billion for undergrounding power lines. FPL expects to spend approximately $3-4 billion in 
transmission and distribution storm hardening investments from 2020-2022 and obtain timely recovery through the SPP recovery 
mechanism. 

FPL's service territory is among the few areas nationwide that continues to exhibit customer and load growth, benefiting from 
migration into the state that has increased the number of FPL's retail customers (average number of customer accounts up 1.5% in 
2020). Growth in the service territory has also necessitated additional investments in the utility's infrastructure to maintain safety and 
reliability, and on which FPL will earn a return. In addition, as mentioned above, Florida enacted legislation requiring utilities in the state 
to submit storm protection plans in an effort to harden their grids and make them more resilient during extreme weather events (see 
Regulated electric utilities - US:New Florida law requiring storm-hardening measures is credit posit ive for utilities). 

hhibit 7 

Relative projected extreme rainfall and flood stress 
• •.Jn..t ..... ·--

This metric is a combination of 3 projected components (wet days, vtry wet days, rainfall 
intonsity) with annual~ from 2030-2040 vs. 1975-2005 + 2 historical components 
(ftood frequency and ftood severity, on return inundation basis). 
Sour<:t: 427 (dat• sourc«J from (MIPS~ and F1thom) 

Exhibit 8 

Hurricane risk (historical data) ...... ·­·­.... 

Tho indicator reflects the cumulative wind velocity from recorded cydones wer the period 
1980-2016 
Sour<:e: 427 {da~ SOUtC«J from IBTrACS fflSion 3) 

Holding company leverage remains elevated and constrains credit profile 
We estimate NEE's holdco debt as a percentage of consolidated debt to be currently about 53%, including the proportional 
consolidation of its ownership in NEP. However, when allocating some parent debt to certain unlevered assets, NEE's holdco debt 
percentage would be roughly 49% of consolidated debt. NE E's holding company debt is one of the highest within the regulated utility 
sector, and is a constraint on the credit quality of the entire corporate family. This holding company debt also includes about S6 billion 
of debentures related to equity units issued in September 2019, February 2020, and September 2020. These securities cause equity to 
be issued in three years and the proceeds have historically been used to reduce holding company debt. When taking a forward looking 
view on the conversion of these equity units and assuming the company pays off debt with the proceeds as it has done historically with 
previous equity units, NE E's holdco debt would fall to approximately 41% of consolidated debt. We expect NE E's percentage of holding 
company debt to gradually decline over time. 

ESG considerations 
FPL has moderate carbon transition risk within the regulated utility sector because it has substantial ownership of natural gas-fired 
generation, although it has minimal coal exposure. NEE is also in the early stages of exploring hydrogen technology that can be 
deployed at FPL to eventually facilitate a carbon emissions-free future. NEE is proposing a hydrogen pilot project at one of FPL's gas­
fired generation plants, subject to FPSC approval, that is expected to be in service in 2023. There are no renewable portfolio standards 
in Florida and the state's political and regulatory environment is not requiring an increase in renewables to the same degree as in other 
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states. However, as mentioned above, the company plans to materially increase its solar generation over the next decade. like other 
utilities along the coasts of Florida, FPL is vulnerable to storm related event risk as discussed above. 

Social risks are primarily related to demographic and societal trends, health and safety, customer and regulatory relations particularly 
around reliability of company services and supply as well as business reputation. FPL continues to work towards ensuring safe, reliable 
and affordable electricity service to its customers through grid hardening investments and improving its generation portfolio mix to 
lower cost natural gas and renewable energy sources. 

From a governance perspective, financial and risk management policies including a strong financial profile are important characteristics 
for managing environmental and social risks, particularly amid the group's elevated capital expenditure program. We view the 
governance of FPL as strong and consistent with NEE's overall governance assessment. 

Liquidity analysis 
FPL maintains ample liquidity through stable and strong cash flow generation and through access to external liquidity sources. As of 31 
March 2021, FPL had net available liquidity of about S3.8 billion, which included $44 million of cash on hand. The company has access 
to $4.6 billion of revolving bank credit facilities that also backstop its commercial paper (CP) program under which $818 million was 
outstanding. The credit facilities also support about $1,375 million of variable rate pollution control revenue bonds in the event the 
bonds are put back to the company and not remarketed. 

Owing to its solid credit profile, FPL maintains strong access to the capital markets, which typically allows the utility to easily refinance 
its debt maturities. Commitments under the core revolver are laddered, with the vast majority terminating in 2026. FPL's credit 
facilities do not contain a material adverse change clause that could prevent new borrowings and the company was in compliance with 
the debt-to-capitalization financial covenant contained in these agreements as of 31 March 2021, which it does not disclose. 

For the 12-months ended 31 March 2021, FPL generated about $5.4 billion of cash flow from operations, had approximately $6.5 
billion in capital expenditures, and made distributions of $2.2 billion to NEE. The shortfall in funding cash outflows through internally 
generated cash flow was supplemented with short-term borrowings, long-term debt issuances and capital contributions from 
its parent of $1.3 billion. Going forward, we expect the company will use short and long-term debt borrowings, as well as parent 
capital contributions, to supplement internal cash flow generation to finance its elevated capital investment program and dividend 
distributions. We expect any financings will be done in a balanced manner that will maintain its regulated capital structure of about 
60% equity. FPL's next debt maturities include a $300 million term loan due in September 2021 and a $200 million term loan due in 
December 2021. 
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Rating methodology and scorecard factors 

Exhibit 9 

Methodology Scorecard Factors 
Florida Power & Light Company 

Regulated Efectric and Gas Ulili1ies Industry Scorecard (1)(2) 

Factor 1 : Regulatory Framework (25%) 

a) Legislative and Judicial Underpinnings of the Regulatory Framewor1< 

b) Consistency and Predictability of Regulation 

Factor 2 : Ablllty to Recover Costs and Earn Returns (25%) 

a) Timeliness of Recovery of Operating and Capital Costs 

b) Sufficiency of Rates and Returns 

Factor 3 : Dlverslllcatton (10%) 

a) Marl<et Position 

b) Generation and Fuel Diversity 

Factor 4 : Financial Strength (40%) 

a) CFO pre-WC +Interest/ Interest (3 Year Avg) 

b) CFO pre-WC I Debt (3 Year Avg) 

c) CFO pre-WC - Dividends / Debt (3 Year Avg) 

d) Debt / Capitalization (3 Year Avg) 

Rating: 

Scorecard-Indicated Outcome Before Notching Adjustment 

HoldCo Structural Subordination Notching 

a) Scorecard-Indicated Outcome 

b) Actual Rating Assigned 

Current 
L TM 313112021 

Measure Score 

A A 

Aa Aa 

Aa Aa 

A A 

A A 

A A 

10.1x Aaa 

34.1% Aa 

23.7% A 

33.5% Aa 

Aa3 

0 

Aa3 

A1 

(1] All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-Financial Corporations. 
(2) As of 3/31/2021 (L) 

Moody's 12-18 Month Forward View 
As of Date Published (3] 

Measure Score 

A A 

Aa Aa 

Aa Aa 

A A 

A A 

A A 

10.4x - 10.9x Aaa 

30%-35% Aa 

25% -30% Aa 

33% -36% Aa 

Aa3 

0 

Aa3 

A1 

(3) This represents Moody's fo<ward view; not the view of the issue<; and unless noted in the text, does not incorporate significant acquisitions and divestitures. 
SOU/Ct: Moody's Financial Mttria 
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Appendix 

Exhibit 10 

Cash Flow and Credit Metrics (1) 
CF Metrics Dec-17 Dec-18 Dec-19 Dec-20 LTM Mar-21 
As Ad usted 

FFO 4.979 5,131 5,311 5.756 5,677 
+/- Other -208 -17 .57 -71 -125 

CFO Pre-WC 4.771 5,114 5,254 5,685 5,552 
+t- awc -612 -640 .73 -304 -177 

CFO 4,159 4,474 5,181 5,381 5,375 
Div 1,450 500 2.200 2.210 2.210 
Capex 5.291 5.135 5,755 6.680 6,455 
FCF -2.582 -1,161 -2.774 -3.509 -3.290 

(CFO Pre-W/C) I Debt 34 .8% 38.8% 33.3% 330% 304% 
(CFO Pre-W/C · Dividends) / Debt 24.3% 350% 19.3% 20.2% 18.3% 
FFO / Debt 36.4% 39.0% 33.6% 33.5% 31.1% 
RCF / Debt 25.8% 35.2% 19.7% 20.6% 19.0% 

Revenue 11,972 11,862 12,192 11 ,662 11 ,764 
Interest Expense 481 541 594 600 588 
Net Income 1,823 2.019 2.234 2,546 2.637 
Total Assets 50,254 53,484 57,188 61 ,610 72,097 
Total Liabilities 33.319 32.602 35,946 37.870 41 ,057 
Total Equit;i: 16,935 20,882 21 ,242 23.740 31,040 

(1) All figures and ratios are calrulated using Moody's estimates and standard adjustmtnts. Periods are Financial Year-End unless indicated. LTM • last Twelve Months 
Source: Moody's FiMncia/ Metrics 

Exhibit 11 

Peer Comparison Table (1) 
rw::r1oa, ,~ " Ugtlttomp.t.,,. A IOll'l'MI Pow• Comp.-iy Duiw lnw!D' C.olinn. UC ~,on c., '"° £«trlc Com~ny ~U*''l'JCompany 

Al (Staoi.) Al (Sttbt•l A1.(St.1t1~) Al(St1b11) (P)Al('Su011) 
fY( fY[ LTM fY[ fYl LTM fY{ fY[ lfM fYl IV£ LIM fY[ FY[ LTM 

t1n usm1 Iott!) Dec -19 °" 20 "" " DK 19 DK 20 Ma- 21 DK-19 Do<-20 Mat-21 D« -19 ""20 """ Otc-19 DK-20 tr.w-21 ....... 12,192 11.662 11.764 6.12~ '~"' .,,,. ,_,.. J.01~ 6.98J ... "" "' Hl25 7.720 3.106 
OOPr.WIC ~-2~ , .... ..,, 2.241 2.216 2.~ 2 3.10 2.10• 1.761 ,., 100 , .. 1.495 ,~,e 1.641 

'""'°"" 1!>.199 11.m 18.239 8.840 9.251 9.1~ 12.m l ?.8U 11.961 "" .. , . ., 1.320 7,JJ7 1.138 
CJOP1e·WfC • lnter~ / lnta e1.1 ... 10-~~ 10.of~ "' "' 

,., '·" .,. 6. l~ 6.8~ 10. ,., . ,. ... ... 
CJO Pre W/C. / Oetll "-"" '""' l().4'1i, 2S of% 2of 6% 1S of% 1!,.9'1, 21.0% 11.3% 1of.3'J. '"" 

,. ... "''" 21.s,i. 21.~ 
CFOPl~·W/C - OrividttmfOittit. Ht3% "'-"' 18.3% ""' "-"' """ 2l6% l641CJI, '""' '° '" 2141% l]ICJI, "''" 21.!,% 21.~ 
Debt / ~M.OI ""' ""' 326CJI, '"" """ ,. ... ""' •J l '.11, ""' 380,, '""' 37.0'li, " "' """ , o ... 

(1] All figures & ratios calculated using Moody's estimates & standard adjustments. FYE• Financial Ytar-End. LTM • Last Twtlve Months. RUR• •Ratings~ Review, w1iere UPG • for 
ul>&fade and ONG • ror -.,ac1e 
Source Mood:, 's Fin•ncial M«rics 
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Ratings 

Exhibit 12 

Category Moody's Rating 
FLORIDA POWER a. UGHT COMPANY 

Outlook Stable 
Issuer Rating Al 
First Mortgage Bonds Aa2 
Senior Secured Aa2 
Senior Unsecured Al 
Commercial Paper P-1 
Other Short Term VMIGl 

PARENT: NEXTERA ENERGY, INC. 

Outlook Stable 
Issuer Rating Baal 
Senior Unsecured Shelf (P)Baal 
Jr Subordinate Shelf (P)Baa2 

(P)Baa3 
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0 2021 Moody's Corporation, Moody's Investors Service, Inc., Moody's Analytics, Inc. and/or their hcensors and afliliates (collectively, "MOODY.S"). All nghts reserved. 
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COMMITMENTS, OR DEBT OR DEBT·LIKE SECURITIES, AND MATERIALS, PRODUCTS, SERVICES AND INFORMATION PUBLISHED BY MOODY'S (COLLECTIVELY, 
" PUBLICATIONS") MAY INCLUDE SUCH CURRENT OPINIONS. MOODY'S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS CONTRACTUAL 
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US electric ROE determinations in H1 '21 remain at all-time 
low mark 

Tuesday, August 24, 2021 3:22 PM ET 

By Lisa Fontanella 
Market Intelligence 

The overall average authorized return on equity in the first half of 2021 for electric utilities remained at an all-time low. 

According to data gathered by Regulatory Research Associates, the average ROE authorized electric utilities was 
9.43% in the first half of 2021 , in line with the 9.44% average for cases in full year 2020. There were 20 electric ROE 
determinations in the first half of 2021 versus 55 in full year 2020. 

Electric ROE authorizations (%) 

13-00 
- Electric range Average 

12.00 

11.00 
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7.00 
2013 2014 2015 2016 2017 2018 2019 2020 H1'21 

Data compled Aug. 23. 2021. 
Source: Regulatory ResHrch Associates, a group within S&P Global Market Intelligence 

As the COVID-19 pandemic carries on in the U.S., the associated economic fallout will likely continue to weigh on 
utilities, regulators and rate case outcomes. 

While electric equity return authorizations reached record lows in 2020 and the first half of 2021 , authorized ROEs had 
been on a decline before the pandemic took a toll on the U.S. economy. The average allowed ROEs for the electric 
sector have been trending downward since the 1980s, consistent with the declining interest rate environment. In 
addition, the proliferation of automatic adjustment and investment recovery mechanisms that reduce the business risk of 
a utility has often been cited as a contributing factor by commissions in authorizing lower ROEs. 

This data includes several limited-issue rider cases. Stripping out these cases from the data to reflect only general rate 
cases, the average authorized ROE was 9.45% in the first half of 2021 versus 9.39% observed in full year 2020. There 
is, however, little difference between the ROE averages including or excluding rider cases for the first half of 2021 . 
Historically, the annual average authorized ROEs in electric cases that involve limited-issue riders were meaningfully :::; ____________________________________________ _ 

Powered by S&P Global I Page 1 of 6 
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higher than those approved in general rate cases, driven primarily by substantial ROE premiums authorized in 
generation-related limited-issue rider proceedings in Virginia. However, these premiums were approved for limited 
durations and have since begun to expire. As a result, the gap has narrowed between the average ROE observed in the 
rider cases and in general rate cases. The ROE determinations authorized by state public utility commissions in 2020 
ranged from 8.20% to 10.42%, with an average of 9.44% and a median of 9.45%. Looking at recent years, the average 
ROE determinations for electric utilities have declined from 10.03% in 2013 to 9.43% in the first half of 2021 . 

There were 20 authorizations in the first half of 2021 in eight jurisdictions. Regulators in only one jurisdiction of Virginia 
awarded an ROE of 10% or above, eight jurisdictions - District of Columbia, Florida, Kentucky, Maryland, New Mexico, 
North Carolina, Virginia and Wyoming - authorized an ROE of 10% or below, while no jurisdictions authorized an ROE 
below9%. 
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Of the 20 ROE determinations in the first half of 2021 , eight were authorized in vertically integrated cases, two in 
distribution-only cases and 10 in limited-issue rider proceedings. In the first half of 2021 , 13 of the 20 cases with ROE 
determinations were fully litigated and seven were settled. 

The highest ROE approved for an electric company in a case decided in the first half was 10.20%, awarded by the 
Virginia State Corporation Commission, or SCC, in two limited-issue rider proceedings for Dominion Energy Inc . 
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subsidiary Virginia Electric and Dower Co. for the utility ls investments in the Virginia City Hybrid Energy Center and the 
Warren County Dower Station. The SCC approved the Virginia City Hybrid Energy Center project and associated 
generation adjustment clause in 2008, with a 100-basis-point ROE adder that would apply during construction and 
continue through the first 12 years of the plantls life. The Virginia City plant achieved commercial operation in D.Jly 2012. 
The SCC granted certificates of public convenience and necessity for the Warren County Droject in 2012 and approved 
the associated generation adjustment clause with a 100-basis-point incentive ROE premium that began during 
construction and continues through the first 10 years of commercial operation. The Warren County plant achieved 
commercial operation in 2014. 

In the 10 limited-issue rate proceedings, authorized returns have ranged from 9.20% to 10.20%, averaging 9.41% in the 
first half of 2021 with a median of 9.20%. 

In the eight vertically integrated cases, authorized returns have ranged from 9.00% to 9.85%, averaging 9.4C1'/o in the 
first half of 2021 , with a median of 9.4 C1'/o. 

Electric ROE authorizations for vertically Integrated utilities (%) 
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Data co~ied Aug. 23, 2021. 
Sou-c•: R41g11latory R ... a-ch Associates, a group witlin S&P Global Market lnwlllg.1nc• 

The highest ROE for the vertically integrated group, 9.85%, was authorized by the Florida Dublic Service Commission 
for Duke Energy Corp. subsidiary Duke Energy Florida LLC following a multiyear rate settlement. The approved 
settlement includes a provision that allows the 9.85% authorized ROE to be increased by 25 basis points to 10.10% if 
the average 30-year D.S. Treasury rate increases 50 basis points or more above 2.2 rn% over a consecutive six-month 
period. 

The second-highest ROE determination for this group was 9.00%, which was authorized by the North Carolina otilities 
Commission, or NCOC, for Duke Energy subsidiaries Duke Energy Drogress LLC and Duke Energy Carolinas LLC 
following settlements. 

In awarding a 9.00% ROE in both the aforementioned cases, the NCOC stated that ll>ased upon the general state of the 
economy and the need for the continuing affordability of electric utility service, and after weighing and balancing factors 
affected by the changing economic conditions in making the subjective decisions re D.J ired, the ... stipulated ROE of 
9.00% will not cause undue hardship to customers even though, the commission acknowledges, some customers will 
struggle to pay for electric utility service. o 

The lowest authorized eD.Jity return for the vertically integrated rate cases, at 9.00%, was authorized by the New Mexico 
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Dublic Regulation Commission, or DRC, for El Daso Electric Co .. In arriving at this return , the DRC relied exclusively on 
its preferred constant-growth discounted cash flow approach. The DRC stated that 01 is wary of reaching a decision on 
the ROE that is merely a compromise among highly subjective ROEs, each one of which is predictably skewed in the 
direction favored by the party presenting it. The commission is not a mediator seeking a compromise solution, the ROE 
analysis is a factual in Duiry, albeit one with some unavoidable level of subjectivity and, of course, the need for expert 
testimony. Accordingly, the commission is persuaded to adopt the hearing examinerls reasoned analysis, which accepts 
certain methods and approaches while rejecting others based upon the extent to which they bear indicators of reliability. 
The commission is not persuaded by [!El DasolsDunreasoned recommendation to blend the results of multiple tests and 
adjust the blended result if it is not in line with recent ROE decisions by other utility regulators.D 

El Daso Electric has appealed the DRCls decision to the New Mexico Supreme Court. According to El Daso Electric, the 
DRCls order cseverelyDlimits the extent to which it utan reasonably invest its capital in New Mexico.OThe company 
indicated that as a result of this rate case outcome, it may file another rate case in 2021 , ca costly and administrative 
burden which will also delay @sQ:>lans for investment in New Mexico.D 

The second-lowest ROE determination for this group was 9.3% for American Electric Dower Co. Inc., or AED, subsidiary 
Kentucky Dower Co. The Kentucky Dublic Service Commission found that return to be [fair, just and reasonable.DAED 
has recently announced a strategic review of its Kentucky assets. Rumors have surfaced that AlgonOJin Dower D 
otilities Corp. could be interested in acOUiring Kentucky Dower. 

There were only two ROE authorizations rendered in distribution-only cases in the first half of 2021 . The two returns 
rendered were 9.28% and 9.55% for Exelon Corp. subsidiary Dotomac Electric Dower Co., or Depco, in its District of 
Columbia and Maryland jurisdictions, respectively, following the adoption of multiyear rate plans. The distribution cases 
averaged 9.42% in the first half of 2021, with a median of 9.42%. 

Electric ROE authorizations for distribution utilities (%) 
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D:ita cornplod Aug. 23, 2021. 
Sourco: Regulatory Rosoll!'ch Associates. a group within S&P Glob:il Marie~ lntolllgonco 

In approving a 9.28% ROE, the District of Columbia Dublic Service Commission stated that Depco benefits from [lhe 
combined risk-reducing effectsDof the bill stabilization adjustment and modified enhanced multiyear rate plan, or EMRD, 
i:which further supports our recommended ROE range with a midpoint that is 25 basis points below the currently 
approved ROE of 9.525%.DAccording to the commission, the approved EMRD, al Dstrengthens Depcols credit profileD 
l2Dreduces regulatory lag and provides Depco certainty in revenue reDuirementsD[:BDallows Depco to maintain top 
decile electric reliability industry performance in the DistrictDand BDallows Depco to redeploy efforts from litigation 
focusing on continuing enhancements to the interconnection process, and pending @istributed energy resourceD 
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According to the Maryland Dublic Service Commission, a 9.55% ROE for ODepcols distribution service is appropriate, 
within the zone of reasonableness, and supported by the evidence and consistent with statutory and other legal 
standards. The commission finds that the approved ROE is comparable to returns investors expect to earn on 
investments of similar risk as demonstrated through the use of the witnessescproxy groupsOs sufficient to assure 
confidence in Depco ls financial integrityDand is adeDUate to maintain and support Depcols credit and attract needed 
capital. D 

Electric ROE authorizations, H1'21 
Date of ROE 

CompanlN State decllion (%) Declllon type 
Vertically Integrated caNI 

Kentucky Power Co. KY 01/13/21 9.30 Fully litigated 

Duke Energy Carolinas LLC NC 03/31/21 9.60 Settled 

Duke Energy Progress LLC NC 04/16/21 9.60 Settled 

Duke Energy Florida LLC FL 05/04/21 9.85 Settled 

PacifiCorp WY 05/18/21 9.50 Fully litigated 

El Paso Electric co. NM 06/23/21 9.00 Fully litigated 

Kentucky Utilities Co. KY 06/30/21 9.43 Settled 

Louisville Gas and Electric Co. KY 06/30/21 9.43 Settled 

Averap Q.46 
Median U7 

Dletrlbutlon-on~ ca ... 

Potomac Electric Power Co. DC 06/04/21 9.28 Fully litigated -----
Potomac Electric Power Co. MD 06/28/21 9.55 Fully litigated 

Averap 0.42 

Median 0.42 

Umlted-lHUe rider CHN 

Virginia Electric and Power Co. VA 02/24/21 9.20 Fully litigated 

Virginia Electric and Power Co. VA 02/24/21 9.20 Fully litigated 

Virginia Electric and Power Co. VA 02/24/21 9.34 Fully litigated 

Virginia Electric and Power Co. VA 02/24/21 10.20 Fully litigated 

Virginia Electric and Power Co. VA 02/24/21 10.20 Fully litigated 

Virginia Electric and Power Co. VA 02/26/21 9.20 Settled 

Virginia Electric and Power Co. VA 03/31/21 9.20 Fully litigated 

Virginia Electric and Power Co. VA 03/31/21 9.20 Fully litigated 

Virginia Electric and Power Co. VA 04/30/21 9.20 Fully litigated 

Virginia Electric and Power Co. VA 06/09/21 9.20 Settled 

Averase 9.41 

Median 9.20 

All electric cases 
Averqe Q.43 

Median 9.32 
Data compiled Au.(. 23, 2021. 
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For a chronological listing of the major energy rate case decisions issued during 2021 as well as historical summary 
data going back to 1990, see RRArs latest Rate Case Decisions Ouarterly Opdate. 

Regulatory Research Associates is a group within S&P Global Market Intelligence. 

For a full listing of past and pending rate cases, rate case statistics and upcoming events, visit the S&P Capital IQ Pro 
Energy Research Home Page. 

For a complete, searchable listing of RRA's in-depth research and analysis, please go to the S&P Capital IQ Pro Energy 
Research Library. 

This article was published by S&P Global Market Intelligence and not by S&P Global Ratings, which is a separately 
managed division of S&P Global. 
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