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I.
INTRODUCTION TC "I.
INTRODUCTION" \f C \l "1" 

This proceeding before the Georgia Public Service Commission (the “Commission”) concerns Georgia Power Company’s (“Georgia Power” or the “Company”) 2004 rate case.  On December 27, 2001, the Commission issued an Accounting Order which directed Georgia Power to file this rate case on July 1, 2004 in order that the Commission could examine the Company’s earnings level, review the 2001 Accounting Order, and determine whether the 2001 Accounting Order should continue, be modified, or discontinued.  (In Re: Georgia Power’s 2001 Rate Case, Docket No. 14000-U) (“2001 Accounting Order”)  (Tr. 52)  


Georgia Power has shown the need to increase its base rates by $262,022,000.  (Georgia Power Exhibit 55)  This rate increase is necessary to allow Georgia Power to continue to provide reliable and economic electricity to its customers and continue to build the infrastructure necessary for Georgia to continue to grow.  (Tr. 20, 28-30)  Over the next five years, the Company plans to invest more than $5.7 billion on capital expenditures, (Tr. 3064), for new generation, increased environmental expenditures and transmission, distribution, production and general plant expenditures.  (Tr. 55)  Given the magnitude of Georgia Power’s capital needs, it is essential that the Company maintain its current financial strength.  (Tr. 55)  


Hearings on the Company’s rate case filing and testimony were held beginning on September 20, 2004.  Beginning on October 25, 2004, the Staff and intervenors presented their direct case.  The Company’s rebuttal case was heard on November 18-19, 2004.

II.
SUMMARY OF THE ARGUMENT TC "II.
SUMMARY OF THE ARGUMENT" \f C \l "1" 

Georgia Power’s reliable and economical energy benefits the Company’s existing customers and also attracts new growth to both Georgia Power’s system and the state of Georgia.  New growth benefits existing customers in terms of new jobs, new tax revenues and new opportunities.  (Tr. 20)  The Company’s retail prices are currently 23 percent below the national average, with the 2003 average retail price being as low as it’s been since 1987.  (Tr. 20, 28, 3131)  The Company now faces increased costs and, for the first time since 1991, Georgia Power now must increase its rates in order to meet its obligations to its customers and to its shareholders.  (Tr. 20-21)  Even after the Company’s rates are increased, its prices will still be well below the national average and will remain lower than they were 10 years ago.  (Tr. 21)  Despite increasing costs, the Company has proposed to maintain the same level of profit to the Company’s shareholders, as measured by its approved return on equity (“ROE”), at the same level it has been since 1995.  (Tr. 21, 29-30, Georgia Power Exhibit 56)  Even with ROE remaining at the level it has been since 1995, the Company’s overall cost of capital, which is the expense customers see, has continued to decline.  (Tr. 3240, Georgia Power Exhibit 56)

The Company’s investment in rate base is projected to increase $900 million since the last rate case, and includes increased costs associated with environmental compliance as well as investment in transmission and distribution facilities to support growth and ensure system reliability.  (Tr. 21)  The Company has added over 445,000 customers since 1991 (a 28 percent increase), and existing residential customers have increased their usage by an average of 16 percent.  (Tr. 21)  As a result, Georgia Power has invested more than $4.2 billion in transmission and distribution facilities since 1991 to serve them.  The Company plans to spend more than $5.7 billion over the next five years (2004 through 2008) in additional capital expenditures.  This total includes the costs of new generation, increased environmental expenditures, and other capital expenditures in transmission, distribution, production, and general plant.  (Tr. 21)  In addition, since 2001, the Company has incurred increasing operating and maintenance (“O&M”) costs associated with items such as ongoing maintenance of generating plants, transmission and distribution lines, substations, and transformers; and pension and benefit costs.  (Tr. 84-85)  Finally, the Company has also incurred increased costs associated with certified purchased power contracts during that same time period.  (Tr. 84)  The increase in the overall cost of operations now makes it necessary for the Company to raise base rates in order to continue to provide reliable electric service and maintain its financial strength.  (Tr. 21-22) 

Despite rising costs, Georgia Power’s overall cost of capital continues to decline.  (Tr. 85)  In fact, the Company’s overall cost of capital has decreased from 9.76 percent in the last rate case to its requested 9.02 percent in this case.  (Tr. 3240)  In part due to the sound regulation provided by this Commission in setting the Company’s earnings levels in the past two Accounting Orders, the Company has been able to capitalize on its financial strength and solid A credit rating to refinance debt, resulting in a reduction in carrying costs by $70 million.  (Tr. 85)  Georgia Power’s ratepayers have benefited from the marketplace’s lower interest rates and the Company’s ability to aggressively manage its debt in the form of rates 23 percent below the national average.  (Tr. 3181-83)


In addition to providing electric service at low rates, Georgia Power has provided exemplary customer service.  Georgia Power has been ranked #1 in customer satisfaction for electric utilities by The American Customer Satisfaction Index.  This is the fifth year in a row it has been so recognized.  J.D. Power and Associates ranked Georgia Power #1 in business satisfaction and #2 in residential satisfaction for its region.  (Tr. 25, 28)  Unlike many of its contemporaries, Georgia Power has continued to maintain a presence in communities it serves by keeping local offices open in various areas throughout its service territory.  (Tr. 25-26, 28)  This has enabled the Company to maintain contact with its customer base, and to leverage its abilities to contribute to the vital economic development of Georgia’s communities.  (Tr. 26)  In determining the appropriate level of rates for Georgia Power, the Commission should consider the quality of service rendered by Georgia Power to its customers.  See O.C.G.A. §46-2-24.

The Company is requesting an overall 5.67 percent increase in total revenues with new rates being effective January 1, 2005.  (Tr. 22)  Certain new customer service charges which are designed to collect costs from those who cause the cost, as opposed to socializing those costs to all other customers, are also appropriate.  (Tr. 22)  


The Company’s most important objective is to continue providing low cost reliable power to its customers, with the level of customer service they deserve, throughout the foreseeable future.  To meet this objective, Georgia Power needs to maintain its financial strength so that it can continue to attract the investment necessary to fund its capital expenditures and maintain its high level of customer service.  (Tr. 22-23)  

To that end, the Company has provided overwhelming support, through extensive filings, testimony and data request responses, for its revenue requirements, as well as its cost-of-service study and rate design proposal.  Through testimony and exhibits in this proceeding, Georgia Power has supported the appropriateness of its revenue requirements.  Such appropriateness is also evident through the overwhelming agreement between the Company and the Staff on most revenue requirements.  While there remain issues over which the Company and the Staff disagree, before considering the appropriate ROE for the Company, the aggregate dollar amount separating Georgia Power and Staff is only $65 million.  Other than issues dealing with the timing of cost recovery, on an overall rate base of $9.2 billion, there is $15 million in question and of the $1.8 billion of non-fuel operating costs, there is $14 million in question.  (Tr. 3057, 3063)

The difference between the Staff’s recommended 9.25 percent ROE, admittedly the lowest ROE ever recommended by Staff witness Stephen Hill, and the Company’s requested 12.5 percent ROE accounts for nearly $254 million.  (Tr. 3057, Georgia Power Exhibit 55)  Each ROE witness acknowledged that setting the level of ROE is within the judgment of the Commission.  It is more of an art, than a science.  When evaluating the conflicting testimony on this issue, the Commission should consider that the Company has presented extensive evidence that the Company’s 12.5 percent ROE is appropriate, consistent with the relevant legal standards, and results from a complete evaluation of all of the applicable tools for deriving the appropriate ROE.  The Company has also shown that the analyses of Staff witness Hill, Georgia Industrial Group (“GIG”)/Georgia Textile Manufacturers Association (“GTMA”) witness Michael Gorman and Department of Defense (“DOD”) witness Kenneth Kincel are incomplete, fail to take into account the weaknesses of certain econometric models when the market value and book value of a utility’s stock diverge, and fail to adequately consider the consequences of slashing Georgia Power’s ROE by up to 325 basis points.  Through expert testimony, Georgia Power has shown that such a reduction to the Company’s ROE could have severe repercussions, beginning with potential downgrades in security ratings, detrimental refinancings at higher interest costs, lower earnings, reduced stock price, reduced access to equity, and ultimately the cutting of costs which can negatively impact system reliability and customer satisfaction.  (Tr. 3062-63)  It is essential that this Commission act to preserve the financial health of Georgia Power for the future just as the Commission’s past actions have helped to ensure the financial stability of the Company for the benefit of its customers.

The Brief begins by discussing the various revenue requirements at issue in this case.  Again, the Staff and the Company have reached agreement on many revenue requirement adjustments, either in whole or in part.  The revenue requirement section concludes with a discussion of the Company’s ROE, which accounts for $253.596 million of the $262.022 million revenue deficiency amount currently separating the Company and the Staff.  (Georgia Power Exhibit 55)  The Brief next addresses cost of service and rate design issues, supporting the Company’s proposed rate design, while addressing the many requests filed by intervenors in this case.  It concludes with a discussion of the possibility of resolving this case with another accounting order, consistent with the last several rate cases.
III.
ARGUMENT TC "III.
ARGUMENT" \f C \l "1" 
A.
The Commission Should Approve the Company’s Revenue Deficiency of $262.022 Million. TC "A.
The Commission Should Approve the Company’s Revenue Deficiency of $267.242 Million." \f C \l "2" 

 TC "A.
The Commission Should Approve the Company’s Revenue Deficiency of $262.022 Million." \f C \l "2" 

As mentioned above, the Commission Staff and the Company have reached agreement on several of the revenue requirement line items.  Those agreed upon items, either in whole or in part, are discussed below.  Despite several meetings, there remain some issues where agreement could not be reached.  Those revenue requirements are also discussed below, ending with a discussion of the differences in the Company’s requested ROE and those ROE proposals submitted by the Staff and two intervenor witnesses.
1.
The Company and the Commission Staff are in Agreement Concerning Several Revenue Requirement Adjustments. TC "1.
The Company and the Commission Staff are in Agreement Concerning Several Revenue Requirement Adjustments." \f C \l "3" 

As described throughout this proceeding, the Company’s revenue deficiency has been reduced from its initial filing of $328 million to $262.022 million, which the Company has supported through testimony and exhibits.  (Georgia Power Exhibit 55)  This $60.758 million reduction has resulted from updates and refinements to information, as well as certain compromises agreed to by the Company with the Commission Staff.  


The Company and the Staff have reached agreement on several adjustments to revenue requirements including adjustments to the following: (1) plant in service; (2) other deferred credit net rate base; (3) environmental reserve balance corrections; (4) regional transmission organization (“RTO”) expense; (5) the special dividend income tax deduction; (6) the customer deposit interest expense reduction; (7) customer service fee changes; (8) cash working capital; (9) obsolete and scrap materials proceeds; (10) additional test year capacity sharing revenues; and (11) the integrated resource plan (“IRP”) weatherization expense adjustment.
  (Georgia Power Exhibit 55)  In addition to these adjustments to which the Staff and the Company agree in whole, there are other adjustments, discussed in more detail below, about which the Company and the Staff partially agree.  
In addition to the 11 items listed above, the Company has proposed an annual storm damage accrual of $6.3 million (a decrease of $3.1 million from the current accrual that was approved in the 2001 Accounting Order).  (Tr. 66)  The proposed accrual was calculated based on the assumption that the reserve account should have a zero balance, consistent with the Commission’s final decision in Docket No. 14000-U.  (Tr. 66, Georgia Power Exhibit 9)  As no party has contested the amount the Company has filed with respect to storm damage, the Company’s proposed accrual should be approved.

Finally, the Commission Staff found that the Company’s treatment of the prepaid pension asset was appropriate.  (Tr. 3067-68)  Despite such finding, DOD witness Prisco proposed to remove the prepaid pension asset from rate base.  This removal contradicts a long-standing Commission policy.  The Commission allowed the prepaid pension asset in rate base in the 1991 rate case, in the 1998 and 2001 rate cases, and has reviewed the prepaid pension asset in all retail surveillance reports since 1991.  (Tr. 1271, 2665-67)  The Company’s treatment of the prepaid pension asset is also consistent with both generally accepted accounting principles and Financial Accounting Standard 87.  (Tr. 2665)  Not only is including the asset in rate base consistent with Commission policy, such inclusion is clearly correct under ratemaking treatment.  The pension income credit associated with the prepaid pension asset is included in the Company’s cost-of-service study; accordingly, the prepaid pension asset should be included in rate base.  (Tr. 3045)  Staff witness Henkes agreed with the Company’s position. (Tr. 1252-1256)  Therefore, the Commission should reject DOD witness Prisco’s adjustment and approve the Company’s treatment of the prepaid pension asset as filed.

2.
The Commission Should Approve the Company’s Depreciation Adjustment as Consistent with Commission Precedent and Good Public Policy. TC "2.
The Commission Should Approve the Company’s Depreciation Adjustment as Consistent with Commission Precedent and Good Public Policy." \f C \l "3" 

Georgia Power proposes to increase its depreciation expense by approximately $26 million to reflect new depreciation rates.  (Tr. 61)  The Company’s proposed depreciation rates are consistent with the methodology approved by prior Commission orders, and are consistent with those adjustments made by Staff witness King in the Company’s last rate case.  (Tr. 3030, 3055)  As such, the depreciation adjustment proposed by the Company should be approved as filed.

Depreciation rates are reviewed periodically to ensure that such rates continue to reflect the current cost of providing service.  (Tr. 61)  The Company’s latest depreciation study, performed by American Appraisal Associates, shows that current depreciation rates, which were established in 2001, need to be changed to reflect updated estimates of service lives and removal costs and to recognize the additional investment in new facilities and retirements since 2000.  (Tr. 61)  Based on the new study, depreciation expense for some classes of property will increase while others will decrease, with the net increase in depreciation expense amounting to approximately $25,936,000 annually (measured as of December 31, 2003).  (Tr. 61)  The increase reflects, among other items, the addition of significant environmental controls since the last depreciation study and higher estimated fossil plant dismantlement costs.  (Tr. 61, Georgia Power Exhibit 21) 


The depreciation expense also includes a proposed addendum for a five year amortization period for unrecovered plant-in-service balances and dismantling costs for retired generation facilities (Plants Arkwright, Atkinson and related combustion turbines).  (Tr. 62)  A ten-year amortization period for the Fuel Storage Tanks Asset Retirement Obligation (“ARO”) Liability is also included.  The proposed annual amounts total $3.5 million dollars.  (Tr. 62, Georgia Power Exhibit 7).  The filed depreciation rates also include an estimate for cost of removal, a component of which includes the Financial Accounting Standard No. 143 estimates for the non-nuclear asset retirement liability as of December 31, 2003.  (Tr. 62)  

Staff witness King has proposed depreciation rates that would reduce annual depreciation expense by approximately $37.7 million.  (Tr. 3030)  Even though the Company filed new depreciation rates in a manner consistent with Mr. King’s methodology from the 2001 case, he now seeks to change the methodology he once endorsed and the Commission ultimately approved in 2001.  (Tr. 3030)  Mr. King’s changes fall in two areas, namely: (1) the assumption that Plant Vogtle will secure 20-year license extensions from the Nuclear Regulatory Commission (“NRC”), and (2) the increase in average service lives (“ASL”) for eight transmission and distribution accounts.  In addition to departing from prior Commission orders, Mr. King’s adjustments should be rejected as both premature and unrealistic.

First, it is premature to assume a license extension for Plant Vogtle since the Company cannot even seek a license extension until 2009, at the earliest.  (Tr. 3030)  Mr. King assumes that Plant Vogtle, which has only been in service for 17 years, will now operate for 60 years -- a service life that no nuclear plant has ever actually achieved.  (Tr. 3030, 3055)  His recommendation runs contrary to that of his colleague, Dr. Jacobs, who recommends that this Commission become actively involved in the decision of whether to extend the Vogtle license and require the Company to submit a cost-benefit analysis in the next IRP.  Unlike Dr. Jacobs, Mr. King assumes a license extension before such license is possible and the Commission has had the opportunity to even examine the issue.  Mr. King ultimately agreed that, should the Commission approve Dr. Jacobs’ recommendation, it would know for certain at the conclusion of the next IRP whether or not it would like to extend the service life of Vogtle beyond the current 50 years to reflect an NRC license extension.  (Tr. 1788)  Dr. Jacobs’ recommendation for the Commission to review the license extension in the context of the next IRP is appropriate and better suited to an informed decision.  It would be prudent for the Commission to review the likelihood of a license extension and associated extension of the service life of the facility in the next IRP before assuming such extension for depreciation purposes.


If the Company does apply for, and receive, a license extension for Plant Vogtle, it will have only depreciated about half of the plant investment by the time of the license approval.  Any changes to the depreciation rate can, and should be, determined at that time.  (Tr. 3030-31)  It is critical to remember that a license extension merely gives the Company the right to operate the plant for a longer period -- a license extension alone does not ensure a longer economic life for any nuclear plant.  The Commission already gave appropriate consideration to a possible license extension when it set the depreciation rate in 2001 based on a 50-year life, an extension ten years past the current license termination date.  (Tr. 3031)  If the Commission approves Staff’s current recommendation to increase the depreciable life to 60 years, and the Company did not get the license extension, the un-recovered net book value for the remaining 20 years would be $550 million.  (Tr. 3031)  This unrecovered investment would then have to be collected from future customers who would never benefit from the plant.


Second, Mr. King recommends increases in the ASLs for eight transmission and distribution accounts.  His increases range from a relatively modest increase of two years to a very large increase of 32 years.  The increases exceed the actual increase in life indications from the rates he found reasonable just three years ago.  (Tr. 3031-32, 3055)  Mr. King’s analysis was based on the “best fitting” curve and life, but his analysis and conclusion do not recognize that many lives and curve choices, including the Company-recommended lives, fit the historical data nearly as well as the “best fitting” curve.  (Tr. 3032)  He clearly misses other factors such as prevailing practices and experience in the industry.  (Tr. 3032)  In fact, the lives proposed by Mr. King, in some cases, extend transmission and distribution property beyond industry standards; for instance for transmission towers he proposes a composite life of 77 years, which implies that 10 percent of the original investment is in service for at least 95 years.  This is clearly unreasonable and should therefore be rejected.  (Tr. 3032)

For the reasons pointed out above, the Company’s proposed depreciation rates are reasonable and prudent; and should be approved.  If the Commission does decide to accept Staff’s proposed 60 year life for Plant Vogtle, then, as acknowledged by Mr. Henkes, (Tr. 1205, 3032-33), the same life must be used for amortizing Investment Tax Credits (“ITC”).  This correction will reduce test period ITC amortization by $1.27 million and correspondingly increase revenue requirements.  

3.
The Commission Should Approve Nuclear Decommissioning Expenses which Include Spent Nuclear Fuel Obligations of the Company. TC "3.
The Commission Should Approve Nuclear Decommissioning Expenses which Include Spent Nuclear Fuel Obligations of the Company." \f C \l "3" 

In the Company’s initial rate case filing, Georgia Power increased the annual nuclear decommissioning expense from $8,699,000 to $11,359,000 to reflect the inclusion of expenditures to restore the site to greenfield status and the new NRC funding rules.  (Tr. 63)  Those amounts were based on detailed, site specific decommissioning studies that quantify future costs of license termination, post-operation spent fuel management and handling, and site restoration.  (Georgia Power Exhibit 22, p. xiii of Plant Hatch and Plant Vogtle Decommissioning Reports)  As required by the Commission, the amounts collected will continue to be placed in an external fund.  (Tr. 63, Georgia Power Exhibits 8, 22)  While the Company continues to believe that the decontaminated facilities should be returned to greenfield status in order to remove any structures that might present a safety or health hazard to the general population, (Tr. 63), the Company modified its request to reflect the NRC minimum filing requirements as proposed by Staff.  (Georgia Power Exhibit 55)  However, the Company has, consistent with the Commission’s order in Docket No. 14000-U, included an amount to address spent nuclear fuel as required under 10 CFR 50.54(bb).  (Tr. 1487, 3100-03)  Accordingly, the Company’s revised position, grounded in Commission precedent, should be approved.  


Staff witness Jacobs, recognized that the Commission allowed NRC minimum funding requirements and spent fuel handling costs to be recovered by the Company in Docket No. 14000-U, (Tr. 1487), but apparently forgot that his recommendation in that proceeding was just over a million dollars, compared to the $8.7 million the Commission ultimately approved.  (Tr. 1488)  In this proceeding, notwithstanding the Commission’s Order in Docket No. 14000-U, Dr. Jacobs makes no provision for the handling of spent fuel, which is a necessary and inevitable expense, as part of legal ARO-related costs.  The Company must pay for the storage and handling of the spent fuel after shut-down.  (Georgia Power Exhibit 22, p. xi, Tables 3.1c and 3.2c of Plant Hatch and Plant Vogtle Decommissioning Reports)  Therefore the Commission should allow recovery of these spent fuel management expenses. 
If the Commission chose to replicate its 2001 rate order, which included license termination and spent fuel management, the revenue requirement would be $6.88 million rather than the $2.84 million recommended by Dr. Jacobs and the $11.359 million the Company originally requested, which included the amount necessary to return the site to greenfield status.  (Tr. 3033, Georgia Power Exhibit 58) 

4.
Georgia Power’s Environmental Remediation Plan Provides a Prudent Approach to Future Environmental Expenses and Should be Approved as Filed. TC "4.
Georgia Power’s Environmental Remediation Plan Provides a Prudent Approach to Future Environmental Expenses and Should be Approved as Filed." \f C \l "3" 

Under various laws and regulations, the Company is obligated to clean up contamination on properties currently or previously owned, as well as properties containing the Company’s wastes.  (Tr. 64-65)  The Company proposes a reserve account to be used to pay for the cost of environmental remediation -- costs which used to be covered by insurance.  (Tr. 65)  Under the Company’s proposal, an annual accrual would be made for environmental remediation.  The actual expenditures during each year would be booked against this reserve account.   The Company proposes an annual accrual of $5.4 million (Tr. 65), which reflects a five year average (1999 through 2003) of actual environmental remediation costs.  (Tr. 65, Georgia Power Exhibit 10)


For many years, the Company maintained general liability insurance policies covering Company liability for third party bodily injury or property damage arising from Company facilities and operations.  (Tr. 65)  Many of the policies either do not specifically address environmental issues or have exclusionary language, some of which is ambiguous or unclear.  To litigate these policies, which in some cases are over 50 years old, would be protracted and costly with the outcome very much in doubt.  (Tr. 65)  Therefore, in 2002, the Company concluded negotiations with the various insurance carriers to determine the settlement value to these carriers and reached a mutually acceptable compromise.  (Tr. 65, 218)  As a result of the settlement, the Company received $21.8 million and has set those funds aside to help defray the cost of environmental remediation in the future.  In essence, the reserve fund would act as a self-insurance policy for those customers that originally funded the environmental policies.  (Tr. 280)  Given the unknown nature of future costs, it is prudent to maintain this reserve fund.  (Tr. 65)

Alternatively, the Commission could order the Company to use the reserve fund to offset remediation costs.  (Tr. 105)  Under this scenario, the Commission would order the Company to charge the requested $5.5 million a year in remediation costs against the reserve until the reserve is depleted.  (Tr. 105)

The Commission Staff has recommended that the Commission reduce the Company’s environmental reserve balance to zero over a three-year amortization period.  However, as described above, the environmental reserve fund serves to replace insurance coverage under various policies.  (Tr. 3040)  It now acts as self-insurance against environmental costs which were intended to be covered under the original insurance configuration.  With the uncertainties around the future costs associated with environmental remediation, it is prudent to maintain this reserve fund in the absence of available insurance.  (Tr. 3040) 

5.
The Commission Should Approve Georgia Power’s Tax Treatment. TC "5.
The Commission Should Approve Georgia Power’s Tax Treatment." \f C \l "3" 

The Company pays Federal and State income taxes, local property taxes, municipal gross receipts taxes, sales and use taxes, social security and unemployment taxes and several other miscellaneous types of taxes.  Although the Company and the Commission Staff agree on most revenue requirements associated with taxes, three tax adjustments remain unresolved.


First, Staff and DOD have proposed to remove an adjustment reflecting a change in the State of Georgia Department of Revenue (“DOR”) valuation methodology that the DOR has indicated will apply beginning in 2005.  The total adjustment was originally included in the test year in the amount of $13.059 million.  (Tr. 2645, 3043)  In discussions with Company management, the DOR revealed that it intends to pursue the new methodology beginning 2005, but will not seek to implement such change during 2004.  As a result, the Company reduced its earlier estimate from $13.059 million to $8.742 million for the test period, which effectively removed the 2004 component (or $4.317 million) of the total amount.  (Tr. 3043)  Staff and DOD, despite having no discussions with DOR, would remove the entire amount of the increase from rate base.  (Tr. 1270, 2660)  Because both Staff and DOD witnesses have ignored, with apparently no basis for doing so, the DOR’s plans to use the new methodology for 2005, Staff’s and DOD’s adjustments are unsupported and inappropriate and should be rejected.

In an effort to resolve the current disagreement over accounting for the property tax change, the Company recommends the establishment of a deferred regulatory account to reflect any difference between projected and actual property tax expense.  (Tr. 3043)  This regulatory account would allow the Company to report to the Commission the actual amounts paid for property taxes versus the amount included in rates. Any remaining balance in the account would be reflected in the Company’s next rate case.  (Tr. 3043)  This resolution would be fair to the Company and customers.  (Tr. 3043-44)


Second, the Staff proposes to include property tax true-ups, but Staff’s proposal is based on an incorrect calculation.  (Tr. 3044)  Staff’s proposed five-year average for property tax true-ups was compiled on a calendar year basis, where it is more appropriate to calculate such true-ups on a tax-year basis.  (Tr. 3044, 3087)  The change to a tax-year calculation basis would result in an average true-up of $2.480 million, as opposed to Staff’s $3.408 million.  (Tr. 3044)


Finally, Staff recommends including an adjustment to recognize unbudgeted state retraining tax credits and other state tax credits.  (Tr. 3044)  While the Company acknowledges the logic of such an adjustment, Georgia Power disagrees with the methodology Staff used to derive its adjustment.  Pursuant to a hearing request, the Company provided the actual unbudgeted tax credit amount incurred during the test period of $3.269 million.  (Tr. 3044, 3078, 3167)  Since the test period amount is now known, there is no longer any merit for using an estimate based on historical averages.  As a result, Staff’s proposed adjustment of $8.351 million should be reduced to $3.661 million to more appropriately reflect the actual impact of retraining tax credits incurred in the test period.  (Tr. 3044)
6.
The Company has Properly Accounted for Civic and Community Activities in a Manner that Encourages Economic Development in the State of Georgia. TC "6.
The Company has Properly Accounted for Civic and Community Activities in a Manner that Encourages Economic Development in the State of Georgia." \f C \l "3"  

Staff has proposed a 50 percent reduction in the total revenue requirements attributed to civic and community activities.  In explaining why he chose to disallow 50 percent of the expenses, Staff witness Henkes explained that he did not believe that the record identified which portions of the $3.1 million related to allowable economic activities.  (Tr. 1220)  However, through testimony and responses to hearing and data requests, the Company has demonstrated that the civic and community activity costs are legitimate costs of providing leadership, support, and business and economic development in the communities throughout Georgia Power’s service area -- activities such as serving on chambers of commerce and economic development boards throughout the entire state.  (Tr. 3035, 3091)  In order for the Company to properly serve its customers and their communities, Georgia Power must be involved in the communities’ activities.  (Tr. 3035)  Mr. Henkes admitted on cross-examination by counsel for the Consumers Utility Counsel Division (“CUCD”) that the response provided by the Company to a hearing request indicated to him that the activities were properly considered economic development.  (Tr. 1223)
These costs are simply an allocated portion of local, area, and region management’s labor costs; that portion being related to the slices of time spent providing leadership for business and economic development activity, as well as involvement in educational support.  (Tr. 3035)  The employees themselves would not go away if Staff’s proposed adjustment is accepted.  These activities are clearly not charitable contributions, but legitimate community-building activities which strengthen those communities and help them to attract business investment and grow.  These activities are not cash contributions.  As Staff witness Henkes acknowledged, any cash contributions made by the Company are charged below the line.  (Tr. 1219)  The 50 percent reduction proposed by Staff is an arbitrary figure and should be rejected.  (Tr. 3035)  

In an even more severe recommendation, DOD suggests the disallowance of the entire $3.1 million related to civic and community activities.  DOD clearly misunderstands the nature of the activities, characterizing them as “membership fees and dues, educational resources, and community services.”  (Tr. 2647)  Through responding to several data requests, as well as a hearing request, the Company has made clear that the costs included in rate base are not membership fees and dues - those costs are included below the line.  (Tr. 2663)  The costs included in rate base are not new, nor are they incremental, but rather an allocation of existing labor and expenses which the Commission has previously allowed.  (Tr. 2662)  Again, as testified to by Staff witness Henkes, and admitted to by DOD witness Prisco, this Commission gives rate recognition to expenses that are related to economic development.  (Tr. 1192, 2664)  These costs are properly considered economic development and should therefore be recoverable in rate base.  
7.
The Company’s Proposed Fossil Fuel Inventories are Prudent and Should be Approved as Filed. TC "7.
The Company’s Proposed Fossil Fuel Inventories are Prudent and Should be Approved as Filed." \f C \l "3" 

Staff seeks to reduce the Company’s projected fossil fuel inventory levels, arguing that Georgia Power has operated below desired/target inventory levels, and, in Staff witness McGaughy’s opinion, the Company’s projected levels are unachievable.  (Tr. 1438-39)  Georgia Power has provided ample evidence explaining why its current coal inventory is less than desired and has shown that such under-deliveries are being remedied.  (Tr. 3041)  Georgia Power has also provided evidence of its concerted efforts to return inventories to desired levels as soon as possible.  Georgia Power expects to reach 3,390,000 tons in inventory by year-end provided that coal is delivered as planned.  (Tr. 3041)


The inventory levels the Company requests in the filing are beneficial to electric generation reliability and also contribute to coal price stability.  (Tr. 3040-41)  As admitted by Mr. McGaughy, coal inventories act as a hedge against supply and price risk.  (Tr. 1444)  The recent delivery disruption is only one of many potential supply disruptions possible for Georgia Power’s coal supply.  Other such disruptions include, but are not limited to: bad weather, labor disputes/shortages, non-coal fired unit unavailability and coal unloader interruptions. (Tr. 3041)  If the Commission approves the inventory levels requested by Georgia Power, not only will customers by protected against potential major supply disruptions, but they will also receive a greater degree of price stability.  If the inventory is maintained at a lower level, more coal must be purchased during price spikes because there is no inventory cushion to ride through such spikes.  (Tr. 3041)  If projections of price increases, along with August actual balances are adopted, the total test year average coal inventory balance would be approximately $140,014,000 as opposed to $135,097,000 contained in the original filing.  (Tr. 3042)


It would be a mistake to restrict the level of coal inventory to an amount lower than requested by Georgia Power.  With rising prices and inadequate coal supply looming in the United States and across the world, an even greater reliance on coal utilization and fossil fuel inventory is obviously important to a secure and cost-effective generation plan.  (Tr. 3042)  Coal stockpiles at domestic power plants are currently at historic lows, not because of intended reductions, but because of constraints in supply and delivery.  Utilities maintain coal inventory in order to mitigate risk.  The risk of running out of coal is greater now, and in the future, than it has been in the past.  (Tr. 3042)  Given the current state of coal markets, this is no time to restrict coal inventory levels.  The level of coal inventory requested by Georgia Power is not unreasonably high and is beneficial to both Georgia Power and its customers. 
8.
The Staff’s Proposal to Adjust the Fossil Fuel O&M Expense Would be Better Addressed by Capitalizing the Costs of Generator Stator Rewinds. TC "8.
The Staff’s Proposal to Adjust the Fossil Fuel O&M Expense Would be Better Addressed by Capitalizing the Costs of Generator Stator Rewinds." \f C \l "3" 
Despite disallowing much of the costs of generator stator rewinds, Staff witness Jacobs agreed under cross examination that such rewinds are prudent costs of doing business. (Tr. 1489)  A generator cannot function without a properly maintained stator.  Staff’s proposal to reduce this expense is an arbitrary adjustment to reduce O&M expense in the test-period based on a projected ten-year average expense.  (Tr. 3034)  Staff made no provision for the Company to recover these legitimate test period costs.  (Tr. 3034)


The Commission should permit the Company to capitalize the costs associated with generator stator rewinds and recover them through depreciation expense.  This accounting treatment would be acceptable given the duration between stator rewinds.  The impact on the test-period revenue requirement would be a reduction of $11.6 million due to the capitalization of stator rewinds.  (Tr. 3034)  The stator is a critical generating plant component and the rewind is a legitimate cost; it should not be a question of whether to recover the cost, but rather when.  (Tr. 3034, 3105, Georgia Power Exhibit 59)
9.
The Commission Should Approve the Company’s Treatment of Wholesale Sales. TC "9.
The Commission Should Approve the Company’s Treatment of Wholesale Sales." \f C \l "3" 

The Company has four types of wholesale sales: (1) economy energy/opportunity sales, (2) market-based tariff sales from non-specified generating units, (3) unit power sales which are firm sales out of dedicated generating units, and (4) the wholesale block power sales.  (Tr. 67)  Apart from the current sharing mechanism for market-based tariffs sales, which is discussed in more detail below, no party has contested the Company’s treatment of wholesale sales.  Such treatment should be approved as filed.

Market-based tariff sales from non-specified units are sales of capacity and energy made from Company system resources to off-system companies under The Southern Company (“Southern”) Federal Energy Regulatory Commission (“FERC”) market-based tariff.  (Tr. 68)  Consistent with the treatment of Schedule E sales in Docket No. 3397-U and subsequent dockets, the Company has allocated 60 percent of capacity revenues from these sales to the Company’s territorial customers.  (Tr. 68)  

The Commission Staff has proposed that the Company change its sharing mechanism from 60/40 to 80/20.  (Tr. 3038)  The Company does not object to this proposal for short-term capacity contracts.  (Tr. 3038)  However, there is also included in Staff’s proposed adjustment, traditional wholesale capacity revenue which should be allocated based on the full cost allocation method.  (Tr. 3038)  This traditional wholesale capacity revenue is associated with the City of Hampton (“Hampton”) and the City of Dalton (“Dalton”) contracts.  (Tr. 3038)


Under the Hampton and Dalton contracts, the Company has long-term obligations to serve capacity and energy to Hampton and Dalton.  Therefore, facilities have been planned for and constructed to ensure that resources are available to cover those contracts.  (Tr. 3039)  Short-term capacity contracts, usually of a year or less, are entered into to take advantage of the available power pool capacity and energy that may be available in any given year, whereas the Hampton and Dalton contracts have committed capacity associated with them.  (Tr. 3039)


Prior to this filing, the Company has performed full-cost allocations to Hampton and Dalton based on the wholesale contracts that were in place at the time.  Both of these contracts have been re-negotiated to market-based pricing contracts.  After the re-negotiation of those contracts, the Company began to use the 60/40 allocation method associated with short-term capacity sales for Hampton and Dalton for convenience and simplicity purposes.  (Tr. 3039)  Also, the Company expected comparable impacts on retail revenue requirements using the 60/40 allocation method versus the full cost allocation method.  (Tr. 3039)


The Company has recalculated Staff’s adjustment which would result in a $0.655 million reduction in the adjustment. (Tr. 3039, Georgia Power Exhibit 60)  The total adjustment to the retail revenue requirement resulting from the full allocation of costs to Hampton and Dalton as well as the change to 80/20 sharing for all short-term capacity sales should be a reduction of $2.585 million instead of $3.235 million as proposed by Staff.  (Tr. 3040)
10.
The Company’s Treatment of Southern Company Services, Inc. (“SCS”) Cost Allocation Amounts is Appropriate and Consistent with Business Realities. TC "10.
The Company’s Treatment of Southern Company Services, Inc. (\“SCS\”) Cost Allocation Amounts is Appropriate and Consistent with Business Realities." \f C \l "3"  


Staff has recommended that the 2002 statistics used by SCS to prepare its 2004 billing budget be updated based on actual allocation statistics for the historic year 2003.  (Tr. 3037)  The Staff’s proposal reduces the Company’s test period revenue requirement by $2.595 million.  (Tr. 3037)  However, such an adjustment would not necessarily benefit customers and ignores the many advantages of using the current methodology.  (Tr. 3037)  Management information is improved, and confusion stemming from different allocation bases is eliminated through the use of the current methodology.  Also, the current calculation schedule allows adequate time for SCS accounting staff to gather and analyze the supporting statistics prior to implementation.  (Tr. 3037)  Finally, the existing arrangement gives SCS’ clients sufficient time to review and challenge the proposed allocations.  An allocation based upon “projected factors with an annual true-up to actual data” would introduce subjectivity and additional administration into the process.  (Tr. 3037)  It should also be noted that while the change in methodology would reduce the Company’s revenue requirement in this test period, there may be times in which the change in methodology would increase the revenue requirement.  (Tr. 3037)


The current allocation methodology was reviewed in the 1998 Rate Case, Docket No. 9355-U, by Staff witness Kollen.  Although Mr. Kollen made a similar recommendation to Staff’s current proposal, (Tr. 3038), the Commission accepted the methodology used by Georgia Power to calculate the current revenue requirement.  (Tr. 3038)  The Florida Public Service Commission similarly agreed with this allocation methodology for SCS costs in Gulf Power Company’s last rate case.  See In re: Request for Rate Increase by Gulf Power Co., Docket No. 10949-EI; Order No. PSC-02-0787-FOF-EI, 2002 Fla. PUC LEXIS 419 (June 10, 2002).  Accordingly, Staff’s adjustment for SCS allocation methodology should be rejected and the revenue requirement proposed by Staff should be increased by $2.595 million.
11.
The Company’s Treatment of FERC Regulatory Expenses Properly Reflects the Activities such Expenses Cover. TC "11.
The Company’s Treatment of FERC Regulatory Expenses Properly Reflects the Activities such Expenses Cover." \f C \l "3" 

Staff has proposed to reduce test period revenue requirement by allocating 20 percent of the test year FERC regulatory expenses to wholesale operations.  (Tr. 1195, 3036)  The expenses assigned to these accounts are legitimate costs of the Company’s overall electric operations, and are not directly assignable to wholesale energy sales activities.  (Tr. 3036)


More specifically, included in these accounts are costs for the open access transmission tariff (“OATT”) (928-201), hydro relicensing efforts (928-202), and the mandatory FERC electric utility program assessment (928-203) which must be paid in order for Georgia Power to operate.  (Tr. 3036)  Revenues associated with the OATT are assigned 100 percent to retail operations, and hydro generation is retained 100 percent for retail customers.  Therefore, all of these costs are required for ongoing retail operations and will be incurred regardless of whether the Company sells a single megawatt of energy on the wholesale market.  (Tr. 3036)  These costs are a legitimate expense of the Company’s operations and are appropriately included in retail cost of service.  The cost-of-service study properly reflects the allocation of these expenses between retail and wholesale jurisdictions.  (Tr. 3036)  The Commission Staff has failed to demonstrate that an additional 20 percent assignment is not completely arbitrary and wholly unnecessary.  Therefore, the Commission should increase Staff’s revenue requirement calculation by $.542 million. 

12.
The Commission Should Approve the Company’s Rate-Making Adjustments as Consistent with the Commission’s Past Orders. TC "12.
The Commission Should Approve the Company’s Rate-Making Adjustments as Consistent with the Commission’s Past Orders." \f C \l "3" 

Georgia Power has made several adjustments consistent with previous orders issued by the Commission.  Such adjustments include: (1) the corporate headquarters building lease; (2) the Rome headquarters lease; (3) institutional and goodwill advertising; (4) economy energy revenue sharing; (5) Nuclear Energy Institute expenses; (6) Southern Company Generation and Energy Marketing; (7) the carrying cost of the fuel balance; (8) unregulated outdoor lighting; (9) the 2001 Accounting Order regulatory liability adjustment; (10) the power purchase agreement additional sums; and (11) the interest synchronization adjustment.  (Tr. 60)  These adjustments have not been challenged by any party in this proceeding and should be approved as filed.
13.
Based on the Evidence Presented, the Commission Should Continue Georgia Power’s ROE of 12.5 Percent. TC "13.
Based on the Evidence Presented, the Commission Should Continue Georgia Power’s ROE of 12.5 Percent." \f C \l "3" 

As has been recognized several times throughout this proceeding, by far the largest discrepancy between the Company’s revenue deficiency and the Staff’s allegation of revenue over-collection is the determination of the Company’s ROE.  In fact, if the Commission looks at all of the issues besides ROE, the Company and the Staff are only about $65 million apart.  (Tr. 3057)  The remaining discrepancy arises from Company witness Paul Moul’s recommendation that the Company maintain its ROE, as compared to Staff witness Stephen Hill’s proposal to slash the Company’s ROE by 325 basis points to 9.25 percent, and the proposals of DOD witness Kenneth Kincel and GIG/GTMA witness Michael Gorman to drastically reduce the Company’s ROE by 250 basis points to 10 percent.  


There are many issues for the Commission to consider in setting the Company’s authorized ROE.  At the outset, the ROE authorized by the Commission must comport with the applicable legal standards as established by the U.S. Supreme Court decisions in the cases of Bluefield Water Works and Improvement Co. v. PSC of West Virginia, 262 U.S. 679 (1923) (hereinafter “Bluefield”) and Federal Power Comm’n v. Hope Natural Gas, 320 U.S. 591 (1944) (hereinafter “Hope”).  Additionally, there are several issues which the Commission should address regarding the derivation of the ROE, specifically (1) the authorized ROE must maintain the Company’s financial integrity so that the Company may attract the capital necessary for its future capital expenditures; (2) the authorized ROE must reflect the Company’s capital costs for not only the test period, but for the rate effective period as well; (3) because the Company is regulated on a book value basis, the Commission should consider a variety of tools that indicate both market and book returns (i.e., full range of models from the market-based DCF to the book-based Comparable Earnings test); and (4) in authorizing the Company’s ROE, the Commission should recognize the Company’s superior performance, because maintaining the current ROE not only reflects the Company’s superior performance, but allows such superior performance to continue.  The Georgia legislature has specifically directed the Commission, via O.C.G.A. §46-2-24, to consider the Company’s quality of service when setting rates.  Finally, the Commission should note that no cost of capital witness except Georgia Power witnesses Moul and Fetter have adequately considered the numerous negative consequences of setting the Company’s ROE at a deficient level.  As such, the Commission should approve the Company’s stated cost of equity as filed. 

a.
The Commission should maintain the Company’s 12.5 percent ROE in order to comply with the relevant legal standards. TC "a.
The Commission should maintain the Company’s 12.5 percent ROE in order to comply with the relevant legal standards." \f C \l "4" 

The proper return for investors is guided by the U.S. Supreme Court decisions in the cases of Bluefield and Hope.   The Bluefield case established the standards by which rates and a reasonable return are to be evaluated by stating:

A public utility is entitled to such rates as will permit it to earn a return on the value of the property which it employs for the convenience of the public equal to that generally being made at the same time and in the same general part of the country on investments in other business undertakings which are attended by corresponding risks and uncertainties; but it has no constitutional right to profits such as are realized or anticipated in highly profitable enterprises or speculative ventures.  The return should be reasonably sufficient to assure confidence in the financial soundness of the utility and should be adequate, under efficient and economical management, to maintain and support its credit and enable it to raise the money necessary for the proper discharge of its public duties.

262 U.S. 679, 692-93.


The Hope case expanded on the principles set forth in Bluefield, stating:


From the investor or company point of view it is important that there be enough revenue not only for operating expenses but also for capital costs of the business.  These include service on the debt and dividends on the stock…By that standard the return to the equity owner should be commensurate with return on investments in other enterprises having corresponding risks.  That return, moreover, should be sufficient to assure confidence in the financial integrity of the enterprise, so as to maintain its credit and attract capital.

320 U.S. 591, 603.

These decisions require that the Company’s authorized ROE: (1) provide Georgia Power with an authorized ROE that makes it as attractive an investment as companies of comparable risk; (2) enable the Company to attract both debt and equity capital on reasonable terms (i.e., such as the low debt costs the Company has been able to achieve); and (3) to set rates which allows the Company to service its debt and pay its dividend to assure confidence in the Company’s financial integrity.  In other words, as explained in this proceeding, 

[I]n setting ROE levels, the Commission’s rate of return allowance must be set to cover the Company’s interest and dividend payments, provide a reasonable level of earnings retention, produce an adequate level of internally generated funds to meet capital requirements, be commensurate with the risk to which the Company’s capital is exposed, support reasonable credit quality, and allow the Company to raise capital on reasonable terms.  (Tr. 287)
Historically commissions have grappled with determining appropriate ROEs, and overall returns, for utilities.  After the Bluefield and Hope decisions, commissions looked to the Comparable Earnings test to help gauge appropriate book returns for regulated utilities.  (Tr. 1404)  Over time, and after the 1960s, other tests such as the Discounted Cash Flow (“DCF”), the Capital Asset Pricing Model (“CAPM”), and the Risk Premium (“RP”) analysis were developed to gauge market returns in general, (Tr. 3216), and commissions have largely incorporated the use of these market-based models into their discretion in assessing the cost of a utility’s equity.  (Tr. 1404, 3241)  For the reasons explained below, the Commission’s continuation of the Company’s current ROE complies with the appropriate legal standards and incorporates all of the relevant tests. 

i.
The Company’s current ROE allows it to compete for capital with companies of comparable risk. TC "i.
The Company’s current ROE allows it to compete for capital with companies of comparable risk." \f C \l "5"  

At the outset of this discussion, it is critical to establish that over the next five years the Company must invest $5.7 billion to build new generation, comply with new environmental laws and regulations, and expand the transmission, distribution and general plant in service.  (Tr. 21, 3064)  No one has challenged these facts.  Georgia Power is facing one of the largest capital expansion periods in the Company’s history; in fact, this capital expenditure program is the second largest in the country.  (Tr. 3356)  No one has challenged the prudence or need of these capital investments.  


The Company is currently able to compete for capital with companies of similar risk.  The Company also has a healthy capitalization, meaning that its ratio of debt to equity demonstrates that investors view the Company as a healthy investment.  No party has challenged the Company’s overall capital structure.  (Tr. 3058)  The Company’s overall rate of return, as filed, will provide both a compensatory level of return for the use of capital and will continue the Company’s ability to compete for capital.  (Tr. 284)  


Investors have choices where to invest their capital, and Georgia Power must maintain its ability to compete for investment with companies of comparable risk.  (Tr. 3217-18)  Investors do not simply “look” to invest in utilities alone.  (Tr. 3218)  Georgia Power competes with the entire market for capital, not just other utilities.  Therefore, the recommended ROE of 12.5 percent will enable the Company to continue to compete for capital over the next several years during a period when it must attract that capital to invest in the necessary infrastructure in order to continue supplying reliable and cost-effective service.

ii.
The Company’s current ROE enables the Company to attract both debt and equity capital on reasonable terms. TC "ii.
The Company’s current ROE enables the Company to attract both debt and equity capital on reasonable terms." \f C \l "5" 

The Company’s current ROE helps to retain its status as a stable, A-rated investment.  This A rating has enabled the Company to secure debt at interest rates better than the market average.  (Tr. 3028-29)  The Company’s current ROE similarly contributes to its parent company’s earnings and stock price, which must remain strong so that the Company may continue to attract capital.  The Company’s ROE is the foundation of the Company’s credit rating, earnings, and debt cost; accordingly, the Company’s ROE is essentially the foundation of the Company’s ability to attract debt and equity capital on reasonable terms. 


Retail customers benefit from utility debt that has high-quality investment-grade credit ratings.  A utility with high-quality investment-grade debt is better able to raise debt capital at a reasonable cost when needed to fund the infrastructure necessary to meet growth in customer demand, and can refinance maturing (or callable) debt on more reasonable terms than a lower credit quality utility.  (Tr. 481, 536)  This has been exhibited by the aggressive financing and refinancing Georgia Power has been able to achieve, (Tr. 3058-59), based in part on its authorized ROE of 12.5 percent.  Accordingly, the Company’s requested ROE will best position it to be able to continue attracting debt and equity capital on reasonable terms.
iii.
The Company’s current ROE and overall cost of capital as filed will allow the Company to service its debt, pay its dividend and to assure investors of the Company’s financial integrity. TC "iii.
The Company’s current ROE and overall cost of capital as filed will allow the Company to service its debt, pay its dividend and to assure investors of the Company’s financial integrity." \f C \l "5"   


The Company’s requested ROE will allow it to continue servicing its debt at the favorable interest rates achieved by the Company.  (Tr. 85, 3058, 3027-28, 3240, Georgia Power Exhibit 57)  Similarly, the Company’s current ROE will best enable the parent company to continue paying its dividend, which is called in doubt under the drastic proposals of Messrs. Hill, Gorman and Kincel.  The rebuttal testimony of Company witness Hinson clearly demonstrates that The Southern Company dividend would be placed under significant pressure using Mr. Hill’s cost of equity proposal.  (Tr. 3216-17)  By maintaining its current ROE, the Company will be best positioned to service its debt, pay its dividend and to assure investors that the Company can maintain its current level of financial integrity.  
iv.
The Company’s current ROE, as filed, incorporates all of the relevant tests for determining cost of equity. TC "iv.
The Company’s current ROE, as filed, incorporates all of the relevant tests for determining cost of equity." \f C \l "5"   

Company witness Moul is the only witness who used all of the relevant tests for analyzing the cost of equity in this case: the book-based Comparable Earnings test, and the DCF, CAPM and RP.  (Tr. 286, 3244)  As such, Mr. Moul’s testimony provides the most and best information to the Commission.  Staff witness Hill relies virtually exclusively on the DCF, or some mathematical re-arrangement of the DCF, while inserting non-comparable companies as his “proxy” group for the DCF.  (Tr. 1308, 3223-24, 3229-30)  GIG/GTMA witness Gorman neglected to use Comparable Earnings, and input different data into his DCF, CAPM and RP analyses.  (Tr. 3231, Georgia Power Exhibit 66)  DOD witness Kincel departed from his previous testimony to this Commission, and neglected to use Comparable Earnings, which he did use in the Company’s 2001 case.  (Tr. 2632)  As in 2001, Mr. Kincel included analyses of the DCF, CAPM, and RP.  (Tr. 2575, 2600-15)  In 2001, he acknowledged the DCF was flawed for essentially the same reasons as Company witness Moul.  (Tr. 2630-32)  In the present case, Kincel acknowledged that the DCF test was even more flawed than it was in 2001.  Yet, in this 2004 case, he placed twice as much weight on his DCF results.  (Tr. 2630-35, 3232-34)  

The evidence shows that the Company’s filed ROE, which is the same as its current ROE, comports with the appropriate legal standards and utilizes all of the relevant tests which have been developed or utilized to satisfy such standards. 
b.
The Commission must consider several important factors in setting the Company’s ROE. TC "b.
The Commission must consider several important factors in setting the Company’s ROE." \f C \l "4" 

It is essential to note that determining an ROE is not an exact science, but rather requires the judgment of the individual witnesses choosing the inputs and running the models.   (Tr. 2628)  Determining a regulated utility’s ROE is a matter of the Commission’s judgment.  In exercising its judgment, the Commission should consider the following: (1) the Company’s financial integrity; (2) the Company’s capital costs for not only the test period, but for the rate effective period as well; (3) that because the Company is regulated on a book value basis, the Commission should consider a variety of tools that indicate both market and book returns (i.e., full range of models from the market-based DCF to the book-based Comparable Earnings test); and (4) the Company’s superior performance.  (Tr. 3210, 3213)
i.
Necessity of strong financial profile to attract capital TC "i.
Necessity of strong financial profile to attract capital" \f C \l "5" 
The Company requires a strong ROE to support its financial profile and credit quality in order to fund significant capital improvements over the next several years. Georgia Power must have the financial strength that will, at a minimum, permit it to maintain a financial profile that is commensurate with the requirements to obtain a solid investment grade bond rating.  (Tr. 319)  
A strong bond rating as an indicator of credit quality is necessary to provide a utility with the highest degree of financial flexibility in order to attract capital on reasonable terms during all economic conditions.  (Tr. 319)  This is especially important as Georgia Power is embarking on an aggressive capital program.  (Tr. 3029-30, 3237-38)  Customers also benefit from strong credit quality because the utility will be able to obtain lower financing costs that are passed on to customers in the form of a lower embedded cost of debt.  (Tr. 319-20, 3027-28, 3058-59)  For this reason, rates should be established that would involve the maintenance of a financial profile that would support a stable A bond rating.  (Tr. 320)  

Rating agencies consider a utility’s regulatory environment and engage in quantitative analysis in assessing the financial health of a utility.  (Tr. 476)  If a regulatory body were to encourage a company to make investments based upon an expectation of the opportunity to earn a reasonable return, and then did not apply regulatory principles in a manner consistent with such expectations, investor interest in providing funds to such a utility would decline, debt ratings would likely suffer, and the utility’s cost of capital would increase.  (Tr. 476)  A commission’s stability in setting adequate rates is an important component of the agencies’ assessments of utilities.  Mr. Fetter, formerly the Chairman of the Michigan Public Service Commission and the head of the Fitch utility ratings group, testified that consideration of rate levels and their competitiveness is part of ratings analysis.  (Tr. 479) The ROE granted through rates must be sufficient to generate the cash flow, along with other sources, to meet ratings criteria.  (Tr. 479) 

Georgia Power currently has high-quality investment-grade ratings from the three major credit rating agencies.  S&P maintains corporate and senior unsecured ratings of ‘A’ on Georgia Power with preferred stock at ‘BBB+,’ all with a Stable outlook.  Moody’s has ‘A2’ issuer and senior unsecured ratings and ‘Baa1’ preferred stock ratings, all with a Stable outlook.  (Tr. 488)
  Fitch rates Georgia Power’s senior unsecured debt at ‘A+’ and preferred securities at ‘A’ with a Stable outlook.  (Tr. 488)  However, all three rating agencies have noted concern about the potential for substantial capital expenditures relating to environmental compliance for coal-fired generating plants or to meet customer growth.  (Tr. 488-89)

The three major credit rating agencies have considerably tightened up their credit oversight for all utilities.  (Tr. 483, 494)  Acceptable debt leverage percentages (total debt divided by total capitalization) are lower now than a couple of years ago, and the rating agencies have been more aggressive in sending signals to investors with regard to risks and uncertainties affecting a particular utility’s credit profile.  (Tr. 483)  Issues that would have previously led to an outlook change or ratings watch today would more likely result in an immediate rating downgrade.  (Tr. 483)  In some cases, there have been virtually unprecedented multiple-notch downgrades reflecting an explosion of increased risks and negative results that had never been contemplated.  Nothing should be taken for granted in the current investing environment.  (Tr. 484, 533)  For example, neighboring South Carolina Electric & Gas Company, which recently settled its rate case for a 10.9 percent ROE, with an earnings band of 10.4 percent to 11.4 percent, was put on negative credit watch following that settlement.
Despite such changes and concerns, all three agencies emphasized the positive regulatory climate in Georgia as leading them to place a Stable outlook on Georgia Power’s current strong credit profile.  (Tr. 490)  Maintaining the ROE at the current authorized level of 12.5 percent would be consistent with current economic circumstances and would indicate continuation of a constructive and stable regulatory environment.  (Tr. 490)  Conversely, such drastic reductions to the ROE as recommended by Messrs. Hill, Gorman and Kincel would begin to raise concern on the part of investors as to how supportive of Georgia Power the Commission will be going forward.  (Tr. 490)  As described in more detail below, despite the Company’s current ability to attract both debt and equity capital on reasonable terms, Staff witness Hill admitted that he would not hesitate to set an ROE that would cause a company’s stock price to drop, but yet did not explain how the Company could continue to attract capital with a declining stock price.  (Tr. 1413-14, 3214)  Mr. Hill admitted at the recent hearing that “[a] lower ROE could make a difference in the market price that investors are willing to provide.”  (Tr. 1411, 3215-16) 
Furthermore, Mr. Hinson explained that such effects could be immediate.  (Tr. 3062, 3296, 3305-06)  A lower ROE could create a domino effect, beginning with a downgrade in Georgia Power’s security rating, leading to the rise of interest costs, and the inevitable cutting of costs by the Company, which would result in system reliability and customer satisfaction issues.  (Tr. 3061-63)  Company witness Steve Fetter explained that one of the near-immediate consequences, similar to that suffered by SCE&G, would be that Georgia Power would drop from a business profile of 4 to 5 if the Commission should adopt Mr. Hill’s recommended ROE, or even the 10 percent recommended by Messrs. Gorman and Kincel.  (Tr. 3295, 3304-05, 3329)  Mr. Fetter also explained a downgrade can stem from one case, but take years to remedy (Tr. 3297, 3307, 3310) -- years in which Georgia Power customers and shareholders would be financially disadvantaged by higher interest costs instead of enjoying low rates and a reasonable return, respectively.  As explained above, the Company’s financial profile and ability to attract capital would be called into question if the Commission slashed the Company’s ROE as suggested by Messrs. Hill, Gorman and Kincel. 
ii.
Proper reflection of capital costs in the rate effective period TC "ii.
Proper reflection of capital costs in the rate effective period" \f C \l "5"  


The cost of equity should adequately reflect capital costs in the rate effective period, in other words, now and in the future.  Other than Georgia Power witness Moul, the other ROE witnesses have essentially based their recommendations on the historic data of the Company, especially in regarding to historic interest rates and the Company’s historic risk profile.  Their emphasis is both inappropriate and fails to address what is important in this case - the Company’s rate effective period.  

aa.
Interest rates TC "aa.
Interest rates" \f C \l "6" 

Both Staff witness Hill and DOD witness Kincel placed too much emphasis on historical interest rates.  (Tr. 3239)  At the hearing, Mr. Hill presented a chart of declining interest rates from the years 1969 through 2004, however, he oversimplified the role of interest rates in setting an ROE, and he never established any correlation between interest rates and what this Commission has allowed as a reasonable ROE.  (Tr. 3239)  Mr. Hill did not even use the RP methodology, which correlates the change in interest rates with a change in the cost of equity.  In fact, during the time period discussed by Mr. Hill, 1969 to 2004, the Company’s lowest authorized ROE was 11.5 percent, and the average ROE for the period was 12.91 percent.  (Tr. 3240)  This disparity demonstrates the severity of the other witnesses’ recommendations, for Mr. Hill proposes an ROE that is 225 basis points lower than it’s been since 1969, and Mr. Gorman and Mr. Kincel both propose ROEs that are 150 basis points lower than the Company’s had since 1969.  There has been no evidence presented in this proceeding to suggest that there would be a corresponding drop in interest rates for the rate effective period.  In fact, evidence indicates that interest rates are poised to rise, and have already begun to rise.  (Tr. 3221-23)  Essentially, in the rate effective period, the other ROE witnesses seek to apply the interest rates achieved by aggressive refinancing and historical low interest rates without giving the Company the wherewithal (i.e., ROE) to continue such financing.  

Furthermore, the low interest rates in 2003-’04 were, in part, the product of monetary policy, which is now in transition.  (Tr. 3221)  It appears obvious that if interest rates rise from their current levels, the cost of equity determined from recent data will understate future capital costs.  (Tr. 3221)  Significant policy actions by the Federal Open Market Committee (“FOMC”) are widely interpreted as the beginning of the process of moving toward a more neutral range for the Fed Funds rate.  (Tr. 3222)
  In addition, in its June 1, 2004 publication, The Blue Chip Financial Forecasts provided a consensus forecast that interest rates will likely increase from current levels.  (Tr. 3222)  
bb. 
The Company’s historic risk profile changes when increased costs, the shortfall in Internally Generated Funds (“IGF”), and an extended rate effective period are considered. TC "bb. 
The Company’s historic risk profile changes when increased costs, the shortfall in Internally Generated Funds (\“IGF\”), and an extended rate effective period are considered." \f C \l "6"  


While all of the witnesses focused on historical data in assessing the Company’s risk, only Mr. Moul properly accounted for how increasing costs and shortfalls to the Company’s IGF increase Georgia Power’s risk in the rate effective period.  While the other witnesses essentially concluded that “the Company is not risky because it hasn’t traditionally been risky,” only Mr. Moul, recognized that Georgia Power’s “riskiness” will increase with its increasing level of construction expenditures.  (Tr. 3215)  
The Company needs to comply with expenditures necessary under the Clean Air Act and Clean Water Act; indeed, over the next five years, the Company’s capital expenditures are expected to be approximately $5.7 billion.  (Tr. 3064)  Complicating the matter, the Company’s IGF to construction historically has been relatively weak.  (Tr. 284, 320, 328, 3238)  Of the energy generated by Georgia Power, 75 percent comes from coal plants, therefore the Company’s regulated operations will continue to face significant uncertainty and risk with regard to current and future environmental policies, large compliance expenditures, and ultimate cost recovery.  (Tr. 486)  In addition, new federal and state environmental mandates are likely to require a further commitment of capital funds for infrastructure additions and/or modifications.  (Tr. 486)  These are risks not adequately captured by Messrs. Hill, Gorman and Kincel, because their focus has been on the Company’s historic risk, not its increased future risk.  Investors don’t just look at historic risk, they factor in a utility’s ability to cover its costs (including rising interest costs) and earn a reasonable return on their investment.  It doesn’t make sense to set rates for the future based only on information from the past.  
No witness has disputed Georgia Power’s extensive plans for capital expenditures, or how expenses for such expenditures increase over time.  The Commission should set rates in a manner that reflects such increasing costs.  In addition, no witness but Mr. Moul has adequately addressed Georgia Power’s increased risk arising from such costs, or how such risk is further amplified given the Company’s inability to fund its capital expenditures with IGF.  This inability exists even at the Company’s current 12.5 percent ROE.  The inadequacy of the Company’s IGF will only be further exacerbated if the Company’s ROE is reduced.  (Tr. 3215)  
iii.
The Commission should consider both market-based and book-based tools for determining ROE. TC "iii.
The Commission should consider both market-based and book-based tools for determining ROE." \f C \l "5" 
Since the Company is regulated on a book value basis, the Commission should consider a variety of tools that indicate both investor required market and book returns (i.e., the full range of models from the market-based DCF to the book-based Comparable Earnings test).  Of all of the cost of capital witnesses in this proceeding, only Mr. Moul incorporated all of the relevant tests:  Comparable Earnings, the DCF, the CAPM, and RP.  Using these book-based and market-based tests, Mr. Moul testified that the Company’s cost of equity should be set within the range of 12.1 percent to 12.7 percent.  (Tr. 286, 326)  Mr. Moul’s recommendation that the Commission set Georgia Power’s ROE at 12.5 percent, in the upper end of the range, is warranted in this case as described in this proceeding and below. (Tr. 284, 286-87, 320-21, 328, 381) 


As explained at hearing, all of the opposing ROE witnesses’ positions support the Company’s 12.5 percent proposed return on book equity when (i) the Comparable Earnings test is factored into the analysis; (ii) the market models of the cost of equity are adjusted for the leverage risk difference necessary to make the market return applicable to a book value capital structure and for flotation costs; and (iii) certain biases in the data are eliminated.  (Tr. 3212-13)  As was proven in Mr. Moul’s testimony, the investor expected return on book value using Comparable Earnings is 13.85 percent, while the market based models indicate an 11.74 percent return.  (Tr. 3213)  Indeed, the 12.5 percent return on book equity proposed by the Company can be found between the 11.74 percent to 13.85 percent range shown by the revised positions of the opposing parties.  (Tr. 3213)  By examining the results of both market based and book based models, it is clear that the Company’s requested 12.5 percent ROE is just and reasonable.

It is only through examination of all of the tools of ROE analysis -- both book-based and market-based -- that an appropriate ROE may be reached.  It is also important to recognize the shortcomings of certain models.  Only Mr. Moul recognized the inadequacies of certain market based models and adjusted the results accordingly.  The following sections detail the different cost of capital witnesses’ approach to each test. 


aa.
Because the Company is regulated on a book value basis, the Commission should consider Comparable Earnings, which measure book returns, along with the econometric models which measure market returns. TC "aa.
Because the Company is regulated on a book value basis, the Commission should consider Comparable Earnings, which measure book returns, along with the econometric models which measure market returns." \f C \l "6" 

The basic problem with the econometric models (especially DCF) is that such models provide a return that relates to the market price of stock, rather than the book value.  (Tr. 3216)  These models were developed to gauge investors’ market returns, not for utility rate setting (unlike the Comparable Earnings test).  (Tr. 3216)  That is not to say that the econometric models should be ignored; however, their value is somewhat diminished when used in the regulatory process.  This problem is exacerbated when a utility’s stock price does not equal book value, which greatly impacts the DCF in particular.  (Tr. 3216)  Only the Comparable Earnings test directly addresses the book returns, the basis upon which Georgia Power is regulated.  (Tr. 3216)  Investors have choices in where they direct their capital, and only the Comparable Earnings test provides a benchmark of alternative return opportunities for investors.  (Tr. 3217)  The Comparable Earnings test follows the process of selecting alternative investment opportunities in the same way investors select stock for their portfolio.  (Tr. 3217)


In this proceeding, all of the cost of capital witnesses have acknowledged that a market return is different from a book value return when stock prices diverge from book value.  Even Mr. Hill acknowledged that where the stock’s market price exceeds book value, investor-expected market returns will appear smaller than book returns. (Tr. 1292)  The Company reports book returns, so naturally the market return yielded by econometric models will be, simply stated, a smaller number than a book-based return.  To assign a market return in place of a book value return for Georgia Power, which is regulated on a book value basis, will mean that the Company will not receive the level of earnings necessary to provide it with its required cost of equity.  (Tr. 3216)  This Commission has historically considered both the market returns of econometric models and the book returns indicated by the Comparable Earnings approach.  (Tr. 3217)  


Despite this Commission’s long history of considering the Comparable Earnings test alongside the econometric models, the opposing ROE witnesses did not even perform such tests.  The Staff witness in three decades of prior rate cases, Dr. Legler, included the Comparable Earnings test and, in fact, testified in the last Georgia Power rate case that it was still the second most widely considered test by state commissions.  (Tr. 1404-05, 3217)  As Staff witness Hill admitted on cross-examination, the ROEs which have been approved by this Commission have been similar to the Comparable Earnings presentations to this Commission for rate cases from 1981 through 2001.  (Tr. 1407, Georgia Power Exhibit 56)  The Staff and Intervenor witnesses’ failure to evaluate ROE under the Comparable Earnings model is inconsistent with information traditionally provided to the Commission and should be considered in evaluating their ROE recommendations.

As described above, support for the Comparable Earnings test is rooted in the Bluefield and Hope cases.  That is to say, the Comparable Earnings test rests on the opportunity cost principal that provides the return that could be realized from the next best investment alternative.  (Tr. 3217-18)  Of all the methods presented in this case, the Comparable Earnings test is the most straightforward and requires the least amount of judgment in its application.  

Mr. Moul explained that criticisms of Comparable Earnings have focused on finding companies that investors would determine to be of comparable risk, and that using comparable earning of utilities alone, especially since 2001, leads to a circularity problem with regulatory influenced returns being used to set authorized returns.  (Tr. 318)  Mr. Moul explained that the issue of what companies are “of similar risk” has been solved due to the evolution of Internet-capable, virtually instantaneous data sources such as Value Line, that give objective risk characteristics.  (Tr. 3277-3281)  Mr. Moul used six variables to obtain similar risk companies from the Value Line database, resulting in 28 companies.  (Tr. 3281)  He then used these 28 companies to arrive at his Comparable Earnings data, which is how an investor would select stocks.  (Tr. 317, 3281)  The Comparable Earnings test is the least subjective of all the tests.  Mr. Moul’s Comparable Earnings result was 13.85 percent.  (Tr. 3219)  His recommendation of 12.5 percent ROE clearly takes into account the econometric models as well as the Comparable Earnings approach, as the Commission should in using all of the available tools to set the Company’s ROE.


It is especially interesting to note that DOD witness Kincel neglected to submit a Comparable Earnings test in this case, although he weighted the Comparable Earnings test result equally with the DCF in the Company’s last rate case.  (Tr. 2630, 3232-33)  GIG/GTMA witness Gorman also failed to do a Comparable Earnings analysis.  However, many times in this case the Commission was presented, not with actual returns as required by the Comparable Earnings test, but with information about what other Commissions authorized.  For example, Staff witness Hill listed 14 “authorized” returns of utilities which in no way resemble Georgia Power.  (Tr. 1415)  To offer the Commission “comfort” about slashing the Company’s ROE to 9.25 percent, Mr. Hill listed several utilities’ authorized single digit ROEs, but his list included wires only companies, gas, telephone and water companies, utilities that are so small that they aren’t publicly traded, utilities with less than 740 customers, and at least one utility that has actually been penalized for poor performance.  (Tr. 1415-16)  In reality, Georgia Power is nothing like these companies, and the Commission should not take any such “comfort” from this irrelevant information.  

Similarly, counsel for Kroger introduced an article from the Public Utilities Fortnightly to discuss, not other utilities’ returns, but rate case decisions.  (Tr. 3284, 3334; Kroger Exhibit 10)  While Kroger may have intended the exhibit to establish that the average ROE recently granted by Commissions around the country from October 1, 2003 through September 15, 2004 (including gas companies and wires-only companies) is 10.77 percent, (Tr. 3357), the article is far more informative in establishing that the average ROE decrease has been 33 basis points, and the largest ROE decrease for an electric company has been 100 basis points.  Certainly, Wall Street would consider these nationwide “adjustments” in contrast to a punitive slashing of Georgia Power’s ROE by 325 basis points as proposed by Staff or even 250 basis points as proposed by DOD and GIG/GTMA.  Moreover, the Kroger Exhibit 10 did not show authorized ROEs, especially around the Southeast.  For example, companies in the Southeastern Reliability Council (“SERC”) have the following authorized ROEs:
	Alabama Power Company

	13.75 percent

	Dominion Virginia Power

	11.40 percent

	Dominion North Carolina Power

	11.80 percent

	Duke Power Company (NC)

	12.50 percent

	Duke Power Company (SC)

	12.25 percent

	Entergy Arkansas Inc.

	11.00 percent

	Entergy Gulf States Inc. (La)

	11.10 percent

	Entergy Louisiana Inc.

	11.40 percent

	Entergy Mississippi, Inc.

	11.75 percent

	Entergy New Orleans, Inc.

	11.25 percent

	Florida Power and Light Co.

	10 percent to 12 percent

	Gulf Power Company

	12.00 percent

	Mississippi Power Company

	12.88 percent

	Progress Energy (Carolina Power and Light) (NC)

	12.75 percent

	Progress Energy (Carolina Power and Light) (SC)

	12.75 percent

	Progress Energy (Florida Power)(FL)

	12.6 percent to 13.6 percent

	Savannah Electric & Power Company

	12.00 percent

	South Carolina Electric and Gas

	10.90 percent

	Tampa Electric Company

	10.75 percent to 12.75 percent 



In sum, all ROE witnesses, other than Georgia Power witness Moul fail to consider the Comparable Earnings test and ignore the authorized ROEs of Georgia Power’s neighboring utilities.  Such omissions should be considered in weighing their proposals. 
bb.
The DCF provides inaccurate results for companies who have stock prices which diverge from book value. TC "bb.
The DCF provides inaccurate results for companies who have stock prices which diverge from book value." \f C \l "6"  


The DCF is an econometric model which indicates an investor required market return for a given investment.  However, the DCF model produces returns that are severely distorted when a utility’s stock price and book value diverge significantly.  (Tr. 3225)  The other witnesses acknowledge this issue; however, only Mr. Moul proposed a solution.  (Tr. 3216, 3243)  DOD witness Kincel acknowledged that the more a stock’s market price and book price diverge, the less reliable DCF results will be.  (Tr. 2630-31)  

While the DCF method may provide an indication of investor expected returns on the market value of a company’s stock, those results cannot be applied directly to a utility’s book value capitalization when market capitalization exceeds book capitalization by a substantial margin.  (Tr. 3225)  This is particularly problematic for the Company, because Southern’s stock is valued at twice its book value.  (Tr. 3026)  Therefore, in order to make the DCF results relevant in the rate setting context, the market-derived cost rate cannot be used without modification.  (Tr. 3231-32)  

In order to recognize the distortion inherent in the DCF model, Mr. Moul appropriately utilized a leverage adjustment to address financial risk differences.  Mr. Moul’s leverage adjustment is entirely consistent with financial theory.  (Tr. 3225-28)  As a preliminary matter, modern financial theory rests on the principal that the weighted average cost of capital for a firm is based upon the market value of each component.  It is only in the public utility rate setting model that book values are employed in the process.  (Tr. 3227)  Among other factors, the leverage adjustment takes into consideration the proportions of debt and equity in the market capitalization of a firm.  (Tr. 3227)  The leverage adjustment calculations are similar to information routinely provided to investors.  (Tr. 3228)
In his critique of Mr. Moul’s leverage adjustment, Mr. Hill mischaracterizes it as an adjustment similar to the transformation adjustment proposed by Mr. Benore in the Company’s last rate case.  (Tr. 3225)  The leverage adjustment contains no factor that would express the DCF return for any particular market-to-book (“MB”) ratio.  Mr. Hill’s arguments opposing Mr. Moul’s leverage adjustment were recently presented by him to the Pennsylvania Public Utility Commission.  In spite of those arguments, the Pennsylvania Public Utility Commission accepted the adjustment.  (Tr. 3225)  
Mr. Hill made other errors in conducting his DCF analysis.  For example, he assembled a questionable group of electric companies to measure the cost of equity for Georgia Power.  The wide divergence of risk traits of these companies makes their usefulness questionable for this case.  (Tr. 3223)
  Mr. Hill also relied essentially on no other model but the DCF; in other words, he not only fails to examine book returns via the Comparable Earnings test, he failed to use the full range of the common market-based models.  Instead, Staff witness Hill chose to rely on the constant growth or “Gordon” form of the DCF model which has significant limitations as many of the assumptions that must be made to utilize this model are simply not realistic.  (Tr. 3224)
  Further, Mr. Hill acknowledges that the constant growth assumptions of the DCF do not “track” reality.  (Tr. 1299, 3224)  He nevertheless utilizes “sustainable growth,” which rests on the unrealistic assumption of constant growth in his application of the DCF model.  (Tr. 3224-25)
Finally, Mr. Hill’s modified earnings-price ratio (“MEPR”) approach and the market-to-book ratio (“MTB”) approach, are merely variations of the DCF method, and suffer from the shortcomings discussed above and should therefore be given no weight.  (Tr. 3229-30)  Mr. Hill’s discussion in his Appendix D seems to recognize that, when stock prices and book values diverge, both the EPR and forecast ROE will misspecify the cost of equity.  Nevertheless, he takes an average of these two methods as an indicator of investors’ expected cost of equity.  (Tr. 3230)  
The testimony of DOD witness Mr. Kincel suffers from many of the same shortcomings as discussed above with regard to Mr. Hill.  (Tr. 3232)  As described above, Mr. Kincel’s testimony is also inconsistent with his testimony submitted in Georgia Power’s last rate case.  In Docket No. 14000-U, Mr. Kincel assigned less weight to the DCF result because stock prices were above book value.  (Tr. 2630-32)  Although stock prices have climbed to higher levels in relation to book values in this case, he assigned twice as much weight to his DCF result.  (Tr. 2631-32)  Since stock prices are now higher than they were in the last case, Mr. Kincel’s agreed that the DCF would be even less accurate than it was in 2001.  (Tr. 2630, 2634)  
Similarly, Mr. Gorman also made serious errors regarding the DCF, many of which are the same as the errors made by Messrs. Hill and Gorman, as discussed by Mr. Moul and incorporated herein. (Tr. 3232, Georgia Power Exhibit 65 and 66)  
cc.
Risk Premium and CAPM TC "cc.
Risk Premium and CAPM" \f C \l "6" 

Of all of the cost of capital witnesses, Staff witness Hill made the most serious errors regarding the RP analysis -- he didn’t even do it.  Mr. Gorman also made serious mistakes in his RP analysis.  For example, in conducting his RP Analysis, Mr. Gorman relied on a January 1990 to December 2003 report from the Regulatory Research Associates, despite recently being severely criticized by the South Carolina Public Service Commission for using average authorized returns instead of actual returns. (Tr. 2335; See In Re: Application of South Carolina Electric & Gas Co. for an Increase in its Electric Rates and Charges, Docket No. 2002-223-E, Order No. 2003-38, 225 P.U.R.4th 440 (S.C.P.S.C. January 31, 2003))  In addition to relying on a compilation of average allowed returns, as opposed to actual reported utility returns, Mr. Gorman ignores several ROEs currently in existence, including Alabama Power’s ROE range of 13-14.5 percent, PacifiCorp’s ROE of 13.4 percent, Carolina Power & Light’s allowed ROE of 12.75 percent in North Carolina, Duke Power’s allowed ROE in North Carolina of 12.5 percent, Carolina Power & Light’s allowed ROE of 12.75 percent in South Carolina, Duke Power’s approved ROE of 12.25 percent in South Carolina, CLECO’s approved ROE of 12.25 percent, and Madison Gas & Electric’s approved ROE of 12.3 percent, and Wisconsin Electric’s allowed ROE of 12.2 percent.  (Tr. 2336-2345)  Mr. Gorman also lowered his result by taking such average authorized returns to further reduce his RP result from an average of 4.92 percent to a “range” of 2.9 percent to 4.4 percent.  (Tr. 2259)  

Interestingly, although Mr. Gorman preferred to average such authorized returns, he only discussed them in aggregate, and did not even group them according to any sort of relevant characteristics.  For example, the member utilities of the SERC, described above, have the ability to earn an average of 12.1 percent ROE.  Finally, Mr. Kincel also made errors regarding RP and CAPM, as discussed in Mr. Moul’s testimony and incorporated herein. (Tr. 3233, Georgia Power Exhibit 66)

iv.
The Commission should recognize the Company’s superior performance. TC "iv.
The Commission should recognize the Company’s superior performance." \f C \l "5" 
O.C.G.A. §46-2-24 provides that:

In determining what are just and reasonable rates and charges to be made by any person, firm, or corporation (referred to in this Code section as a “utility”) subject to its jurisdiction, the [C]omission is authorized and is directed to consider the quality of the service rendered by such utility.

Only Mr. Moul recognizes the superior performance of the Company and the exemplary performance of the Company’s management in dealing with challenges, including its position as a low-cost energy provider.  (Tr. 284, 320-21, 328, 381)  In fact, as discussed in more detail below, the Staff witness Hill would actually punish the Company for superior performance.  The performance of the Company is properly considered in determining an appropriate ROE.  Maintaining a healthy ROE not only reflects the Company’s superior performance; but allows such superior performance to continue.  
The Company’s exceptional reliability shields customers from the costly spot market for purchased power, and the Company has aggressively refinanced its debt since the last rate case.  (Tr. 3221)  In addition to high customer satisfaction, the Company has consistently provided electricity at costs lower than the national average, and such rates will continue to be lower than the national average if the Company’s ROE is maintained, as is warranted in this case.  (Tr. 3221)  The Company’s exceptional reliability, its efficient and proactive management, high customer satisfaction and response to storm damage, its network of local offices and customer service centers, and prices far below the national average should be part of the Commission’s consideration of the Company’s ROE.  (Tr. 3212)  O.C.G.A. §46-2-24.

In considering the Staff and intervenors’ rate of return proposals, the Commission should realize that these witnesses have proposed a lower ROE for Georgia Power because it is not “risky” enough.  (Tr. 1354)  However, such proposals signal the perversity of that logic, because under that rationale the Company could only justify its current ROE by suffering financial degradation, which would be detrimental and costly to both customers and stockholders.  (Tr. 3220)  The perversity of this logic was demonstrated at hearing when Mr. Hill stated, “if management is doing a good job, then that is a factor that lowers the company’s risk,” and he agreed that under his logic, management’s “good job” can actually lower its ROE.  (Tr. 1408)  The Company should not be penalized with a lower ROE just because it has proactively managed its risks.  Indeed, if such 9.25 or 10 percent ROE was imposed on Georgia Power, it would then become a “riskier” company that would need to pay higher costs to attract capital in the future.  (Tr. 3220)  That would be unfortunate for the Company, its investors, and ultimately its customers, especially in the face of the need to raise large amounts of capital from investors to finance increasing capital expenditures.  (Tr. 3220)

Staff and Intervenor witnesses fail to take the Company’s performance into account and, in fact, would punish the Company for superior performance by setting an artificially low ROE which could take resources away from the Company’s investments in reliability and customer service.  (Tr. 3062-63)  The Commission should significantly discount the testimony of witnesses who think that sort of reduction is appropriate.
c.
None of the other witnesses appropriately considered the consequences of the Commission setting an inadequate ROE for Georgia Power. TC "c.
None of the other witnesses appropriately considered the consequences of the Commission setting an inadequate ROE for Georgia Power." \f C \l "4"  

Messrs. Hill, Gorman and Kincel failed to adequately address the effects of their severe 325 basis point and 250 basis point recommended reductions to ROE.  Indeed, only Georgia Power witnesses Ron Hinson and Steven Fetter properly and completely discussed the consequences of an inappropriately low ROE.  Furthermore, Mr. Fetter provided undisputed testimony that explained the difficulties in repairing a utility’s credit rating once that rating has dropped due to regulatory action.

As described above, Georgia Power currently has high-quality investment-grade ratings.  (Tr. 488)  Staff witness Hill and GIG/GTMA witness Gorman are incorrect in claiming that severe reductions to the ROE would not jeopardize the Company’s current bond rating of A.  To move the Company’s ROE as much as 325 basis points is both unprecedented and would alarm both investors and the credit rating agencies and raise serious questions concerning the stability of the regulatory environment in Georgia.  (Tr. 3213-14)

An ROE of 10 percent or lower would produce a high likelihood that Georgia Power’s current S&P Business Profile would be lowered from its current “4” to a “5.”  (Tr. 3295)  The Business Profile change would primarily be based on the view that Georgia Power’s current stable regulatory environment had deteriorated at a time when the Company was facing a substantial need for capital.  Doubt would be raised in the minds of investors about recovery of future significant environmental capital expenditure costs.  Under such a scenario, a rating in the “BBB” category for Georgia Power would be a definite possibility.  (Tr. 3295)


In addition to the obvious effect of increasing future financing costs, a downgrade into the “BBB” category would increase the risk of losing access to certain segments of the long-term debt and preferred stock capital markets on favorable terms.  (Tr. 3295)  Also, short-term liquidity would become less accessible with a higher cost for the funds that remain available.  Furthermore, a downgrade to the “BBB” category, or even to “A-”, could lead to Georgia Power’s commercial paper rating being lowered to A2/P2.  (Tr. 3296)  The market for A2/P2 (approximately $60 billion) is one-twentieth the size of the A1/P1 (approximately $1.2 trillion) market.  (Tr. 3296) 

Staff witness Hill’s contention that S&P would view Georgia Power, at a 9.25 percent ROE, as being at the very top end of the “A” bond rating category is unsupported.  (Tr. 1358 through 1360, 3291, 3298)  Mr. Hill did not examine any other coverage ratios in his pre-filed testimony.  Instead, Mr. Hill appears to have only relied on one coverage ratio that is no longer a primary measure in S&P’s credit rating analysis and failed to consider S&P’s current methodology for credit evaluation.  (Tr. 3298)  The current methodology indicates that Mr. Hill’s position in this case would likely result in a rating downgrade for Georgia Power from its current “A” level to at least an “A-” credit rating, and possibly to a “BBB+.”  (Tr. 3298)  Mr. Hill also admitted that he would not hesitate to set an ROE that would cause a company’s stock price to drop.  (Tr. 1413-14, 3214)  Such an outcome would be especially punitive to over 500,000 stockholders of Southern that count on a reliable dividend and preservation of their principal.  (Tr. 3214-15)  Furthermore, the combination of a decreasing stock price, increased risk, and lower earnings will make it more difficult for the Company to attract and retain capital.  Even Mr. Hill admitted at the recent hearing that “[a] lower ROE could make a difference in the market price that investors are willing to provide.”  (Tr. 1411, 3215-16)  


Mr. Hill was not alone in his failure to adequately, or even accurately, assess the consequences of a radical reduction in the Company’s ROE.  DOD witness Kincel failed to even address the matter, without explaining how an expert witness could recommend a 250 basis point reduction to a company’s ROE without considering whether such a reduction would impact that company’s financial integrity.  (Tr. 3300)  

GIG/GTMA witness Gorman admitted to several mathematical errors that change his overall assessment. (Tr. 2237-40)  When Mr. Gorman’s corrections are incorporated into his analyses, his results actually worsen and cast Georgia Power as more likely to lose its “A” rating.  (Tr. 3298-99)  Incorporating Mr. Gorman’s revisions to his 10 percent ROE (and utilizing an S&P Business Profile of “5”), Georgia Power’s Total Debt to Total Capital ratio (51.7 percent) is now at the high “BBB” level.  (Tr. 3299)  Funds from Operations as a percentage of Total Debt (19.5 percent) actually fall below the “A” range and is solidly into the “BBB” category.  FFO interest coverage (4.7x) is at low “AA” category.  (Tr. 3299)  Taken together (and using Mr. Gorman’s assumptions other than for Business Profile), these ratios likely point to a one-notch downgrade to “A-” for Georgia Power.  (Tr. 3299)


Not only did Mr. Gorman’s analyses worsen once he made corrections to his data, he also failed to account for the impact that his recommended 10 percent ROE would have on the Company’s Business Risk Profile as viewed by S&P and other rating agencies.  (Tr. 3299)  Mr. Gorman has assumed that Georgia Power would remain a “4” in the S&P ratings, when, in fact, S&P would consider the negative ramifications that would flow from a Commission order reducing the authorized ROE from 12.50 percent to 10 percent.  (Tr. 3299-00)  With that determination seeming to reflect a movement away from the Commission’s reputation as being a Commission that acts in a balanced and constructive manner, the likely result is that Georgia Power’s Business Profile ranking would go to a “5.”  (Tr. 3300) 

Furthermore, in the Public Utilities Fortnightly article cited by Kroger of recent rate case decisions, no vertically integrated electric utility suffered either a 250 or 325 basis point reduction to ROE.  (See Kroger Exhibit 10)  There has been no evidence to suggest that a 250 or 325 basis point reduction would not severely harm Georgia Power’s credit rating and cause rating agencies concern regarding a negative shift in Georgia Power’s regulatory environment.  The electric utilities cited in Kroger Exhibit 10 represent, at most, an average 24 basis point reduction to recently authorized ROEs.  Messrs. Hill, Gorman and Kincel would propose to reduce Georgia Power’s ROE well over ten times that average reduction.  There has been no suggestion to the Commission of why Georgia Power’s cost of capital would have decreased over ten times the average reduction to ROE listed within Kroger’s Exhibit 10.

As testified to by Georgia Power witness Fetter, within the current volatile investment climate, it is far easier for a utility’s ratings to slip down due to a financial “ding” than for that same utility to regain its earlier status once the deficiency has been remedied.  (Tr. 3297)  For that reason, any weakening of Georgia Power’s credit profile could not be easily remedied in the Company’s next rate proceeding.  (Tr. 3297)  Again, nothing should be taken for granted in the current unsettled investing environment. (Tr. 3297)


Although the financial community currently views the regulatory environment in Georgia as stable, constructive and well-balanced, credit rating analysts are nonetheless closely monitoring this proceeding in order to detect any signs of change from the Commission’s previous regulatory treatment of Georgia Power.  If the rating agencies were to detect a negative shift in the regulatory environment resulting from this proceeding, such negative change would be incorporated into the credit profile of not only Georgia Power, but potentially for all utilities subject to the rate making authority of the Commission.  (Tr. 3297)  
B.
The Commission Should Adopt the Company’s Cost-of-Service Study. TC "B.
The Commission Should Adopt the Company’s Cost-of-Service Study." \f C \l "2" 
1.
The Company’s Cost-of-Service Study is Consistent with Cost Allocation Principles and Commission Precedent. TC "1.
The Company’s Cost-of-Service Study is Consistent with Cost Allocation Principles and Commission Precedent." \f C \l "3" 

The Company’s cost-of-service study allocates costs fairly and equitably to all customers.  (Tr. 543, 563-64)  The study incorporates the same cost of service concepts and methodologies that have been used in prior filings; concepts and methodologies which are as appropriate today as they have been in the past.  (Tr. 546, 564-65, 688, 1725, 2419, 2734, 3393-94, 3399)
  The methods and techniques are also consistent with those described in the NARUC Cost Allocation manual and are widely recognized and adopted by commissions in jurisdictions across the country.  (Tr. 3385)  In fact, Staff witnesses Wilson and Cearfoss testified that “Georgia Power’s cost allocation and rate design procedures follow a traditional framework that is, for the most part, consistent with the economic and regulatory principles that are outlined [in Staff’s testimony.]”  (Tr. 1499, 1512, 1687, 1725)  As such, the Company’s cost-of-service study should be approved.

Only by adhering to the fundamental and essential principles of cost causation will the results of the cost-of-service study be fair and equitable to all customers.  (Tr. 543, 564)  The cost-of-service studies filed by the various parties in this proceeding invariably favor the groups they represent.  Relative to the Company’s cost-of-service study, Staff witnesses Wilson and Cearfoss, along with CUCD witness Ruback have filed proposals that clearly favor the residential class, to the detriment of the industrial class.  (Tr. 3384, 3389-90, 3392-93)  Conversely, the proposals of GIG/GTMA witness Iverson, Georgia Retail Association witness Clarkson, and DOD witness Kincel clearly favor the industrial class, to the detriment of the residential class.  (Tr. 3384, 3389-90, 3392-93 Georgia Power Exhibit 69)  In other words, through different allocation methodologies, one can affect what rates or classes are below or above parity.  As Staff witness Wilson admitted, “parity or a person’s idea about parity and where customer classes are with respect to parity is largely driven by [the] cost-of-service-study or the allocations in the cost-of-service study.”  (Tr. 1594)


Unlike cost-of-service studies proffered by other parties, only the results of the Company’s cost-of-service study properly reflect cost causation and do not favor any class of customer over another.  (Tr. 3384, 3393)  As recognized by Dr. Wilson, the methodology filed by the Company produces results between what residential advocates might argue and what industrial advocates might advocate.  (Tr. 1612, 1725, 2499, 3393)  Unlike the studies proposed by the Staff and various intervenors, the Company’s study was not designed in a manner to favor any class or group of customers, but rather to allocate costs fairly and equitably to all customers.  (Tr. 2740, 3384, 3393)

2.
The Company’s Cost-of-Service Study Treatment of the Real Time Pricing (“RTP”) Tariffs is Appropriate. TC "2.
The Company’s Cost-of-Service Study Treatment of the Real Time Pricing (\“RTP\”) Tariffs is Appropriate." \f C \l "3" 

The RTP tariffs are unique in that the RTP rates consist of an embedded portion in the form of a Customer Baseline Load (“CBL”) and a marginal or incremental portion through the hourly RTP prices, which have marginal costs as their fundamental underpinnings.  (Tr. 557, 3382)  In past cost-of-service studies, Georgia Power has allocated embedded costs to the RTP customers based on their CBLs and allocated all marginal/incremental RTP revenues to all retail customers.  This allocation of marginal/incremental RTP revenues to all retail customers is necessary because the marginal/incremental costs of serving that load is borne by all retail customers.  (Tr. 557-58)


In specifically identifying the RTP rates and their corresponding rates of return, it is necessary to assign and/or allocate all appropriate embedded and marginal costs and revenues to the RTP rates to ensure that Georgia Power has a clear picture of the rate of return on investment for those rates.  (Tr. 558)  The Company has done this by allocating embedded costs to the RTP customers based on their CBL load just as it does all other embedded firm service load, and then assigning to the RTP customers the marginal or incremental revenues and costs as identified through system lambda costs, marginal reliability costs, marginal transmission costs, and the marginal cost of system losses.  (Tr. 558, 2411, 3391-92)  This methodology accurately accounts for the costs associated with serving RTP customers and the revenue collected from serving that load.  (Tr. 558, 2173, 2228, 2390, 3391-92)

Dr. Wilson and Mr. Cearfoss have chosen to allocate embedded costs to RTP customers based on the full load of those customers (CBL plus incremental), and not on the CBL as in the Company’s cost-of-service study.  This cost allocation is inappropriate and does not reflect cost causation nor the intent of the RTP rate.  (Tr. 3382, 3391)  Rather, it is proper and reflects cost causation to allocate embedded costs to the RTP customers based on their CBL load just as the Company does all other embedded firm service load, and then to directly assign to the RTP customers the marginal or incremental revenues and costs.  The RTP customers are accepting the risk and volatility associated with marginal prices for all of their load above the CBL, and are making a contribution to embedded costs through those marginal prices.  (Tr. 3382, 3391-92)  To allocate embedded costs to the marginal or incremental portion of their load would be contrary to the design and intent of the rate and the prices those customers pay.  (Tr. 3382-83)
3.
The Commission Should Reevaluate the Mandate to Complete a Cost-of-Service Study by Rate/Rate Group to Produce More Meaningful Results. TC "3.
The Commission Should Reevaluate the Mandate to Complete a Cost-of-Service Study by Rate/Rate Group to Produce More Meaningful Results." \f C \l "3" 

In this proceeding, the Company has filed two additional studies based on rate/rate grouping.  In previous proceedings before this Commission, cost-of-service studies were prepared on a customer class basis specifically identifying the Company’s cost of serving the residential, commercial, industrial, and outdoor lighting classes of customers within the retail jurisdiction.  The Commission Order in Docket No. 14000-U required that Georgia Power file subsequent cost-of-service studies on a rate/rate grouping basis, (Tr. 546, 565), identifying 28 specific rates/rate groups to be shown in these studies.  In this filing, Georgia Power has complied with that Order and presented historic year cost-of-service studies on both a customer class and rate/rate group basis, as well as test year cost-of-service studies by customer class and rate/rate group. 


As discussed throughout the proceeding, the number of customers and the amount of load in each rate/rate group greatly impacts both the precision and accuracy of the results of such study.  (Tr. 547-48, 566)  Customer classes typically have large numbers of customers and large amounts of load in each class, whereas individual rates and rate groups may not.  The smaller the number of customers and the smaller the amount of load in each rate/rate group, the lesser the potential accuracy of the results associated with that rate/rate group.  (Tr. 547-48, 566-67, 572)  The rate/rate group studies the Company has filed in this proceeding consist of 28 rates/rate groups with varying numbers of customers and amounts of load, ranging from very small to very large, which will result in varying degrees of accuracy and consistency in the results.  (Tr. 548, 567)

As such, in considering parity, the Commission should view parity within zones of reasonableness around the resulting returns on investment and not absolute values.  (Tr. 560, 567-68, 572)  In order to ensure consistency and reduce volatility between the relative rates of return of the respective rates/rate groups, it would be appropriate for the Company and the Staff to work together to consider alternative rate groupings in future studies.  (Tr. 560-61, 3386-87, 3395)  The use of alternative rate groupings in future studies would ensure consistency and reduce volatility between the relative rates of return of the respective rates/rate groups, and to increase the confidence in the results of this type of study.  (Tr. 3387)

C.
The Commission Should Approve the Company’s Proposed Rate Design. TC "C.
The Commission Should Approve the Company’s Proposed Rate Design." \f C \l "2" 

Much of this proceeding has been focused on Georgia Power’s rate design.  Staff and some intervenors have argued that (1) Georgia Power’s rates should reflect pure cost causation; (2) Georgia Power’s rate design is too complex, and certain tariffs need to be eliminated or consolidated; and (3) all of Georgia Power’s rates should provide consistent price signals.  (Tr. 1540-46, 1816-17)  Rate design is a complex, multi-dimensional process.  Georgia Power must consider many perspectives when designing rates, including the three points listed above, as well as specific customer needs and requests, fairness to all other customers, customer acceptance, the economic efficiency of rates, revenue stability, and consistency.  (Tr. 3428)  These different considerations are manifested to some degree in each of Georgia Power’s tariffs.  (Tr. 3428, 3444) 

The following section (1) responds to each of the criticisms listed above; (2) discusses the many rate design proposals that have been submitted in this case; and (3) supports Georgia Power’s crossover analysis, as well as the proposed modifications to the RTP tariffs.  The section concludes with an explanation of Georgia Power’s proposed tariff and customer service fee changes and the franchise fee issue raised by Cobb County Board of Commissioners (“Cobb County”).

1.
The Company’s Rate Design Considerations are Appropriate. TC "1.
The Company’s Rate Design Considerations are Appropriate." \f C \l "3" 
a.
The Commission should consider factors in addition to the cost-of-service study in approving the Company’s rate design. TC "a.
The Commission should consider factors in addition to the cost-of-service study in approving the Company’s rate design." \f C \l "4" 
The cost-of-service study is a tool to consider in the setting of new rates, and in this proceeding, a cost-of-service study by rate was introduced for the first time.  (Tr. 660)  The results of the cost-of-service study by rate were not used to revise existing rates.  (Tr. 673)  Due to the lack of experience with a cost-of-service study by rate, if the Commission decides to address parity in this proceeding, it should do so on a class basis or in grouping similar to the 1998 and 2001 orders.  (Tr. 660)  Further, if the Commission decides to move toward parity by rate, it is appropriate to do so, as consistent with its previous practice, on an incremental or gradual basis to avoid rate shock.  (Tr. 660, 661, 674, 874, 3431, Georgia Power Exhibit 70)  


Despite some parties’ criticism of Georgia Power’s filed rate structure, the parity relationship will improve for the residential, commercial, and outdoor lighting classes under the Company’s method of allocation.  (Tr. 865-66, 3431, 3445, Georgia Power Exhibit 70)  The industrial class will move from just under parity to slightly over parity.  However, if the Industrial Load Retention (“ILR”) rider proposed by GIG / GTMA is implemented, the industrial class rate of return will approximate the overall rate of return.  (Tr. 3431-32, 3445)

b.
Each of Georgia Power’s tariffs serves an important function, and thus, fewer tariffs is not necessarily better. TC "b.
Each of Georgia Power’s tariffs serves an important function, and thus, fewer tariffs is not necessarily better." \f C \l "4" 

Some parties have suggested that Georgia Power’s rate structure has become too complicated.  The Company has designed multiple rate options to meet the needs of a diverse customer base, resulting in increased customer satisfaction. The Company, through discussions with customers, and with the approval of the Commission, has developed rate options to provide customers choices and to recognize the varying degrees of risk that customers are willing to assume.  (Tr. 3429)  In each case, the Company considered the important rate design principles discussed above.  The development of tariffs is an evolving process because customers’ needs and desires change.  (Tr. 3429)  


The fact that the Company has customers on each of its tariffs reflects the fact that customers like choices and have different electricity needs.  As Staff witness Wilson admitted, while charging the same price per kilowatt hour for every customer every day may be simpler, it also would be very inefficient.  (Tr. 1619)  While it is possible for tariffs to be consolidated and/or eliminated, because not all customers are identical in their amount or pattern of use, consolidation or elimination will adversely affect some customers.  (Tr. 3430, 3444-45)  


A combination of responsive service, reliability, low prices, and pricing flexibility all contribute to having satisfied customers at Georgia Power.  Radical changes to some of the most popular tariffs such as RTP, FlatBill, and the Power and Light family of tariffs would not be well received by the thousands of customers on these tariffs.  (Tr. 3431)
c.
Price signals are only one goal of rate design. TC "c.
Price signals are only one goal of rate design." \f C \l "4" 

Some parties have criticized Georgia Power’s rates for sending inconsistent price signals.  In designing rates, however, the appropriateness of the price signal is not the only consideration that must be taken into account.  (Tr. 3432)  For example, both FlatBill and Fixed Pricing Alternative (“FPA”) were criticized for sending inaccurate price signals.  Neither was designed specifically for the purpose of sending price signals; however, both have been well received by Georgia Power’s customers.  (Tr. 3432)  The FlatBill tariff clearly meets a need of predictability and stability that was voiced by the customers, and has attracted over 180,000 customers.  (Tr. 3432)  Similarly, FPA was implemented for the purpose of allowing customers a less volatile alternative to RTP.  However, the tariff does have an on-peak price of 10.5 cents per kWh, which sends an appropriate price signal during the period when the Company’s costs are highest.  (Tr. 3432)


Further, it is not administratively practical to have broad scale rates based on real time electricity costs. Real time costs vary hourly and are more appropriately reserved for larger customers who are able to benefit from hourly price signals.  (Tr. 3432)  A more appropriate approach for smaller customers, including residential customers, is to use other tariff designs, such as seasonal and time of use rates that give price signals based on seasons or time of day.  (Tr. 3432)  

2.
The Commission Should Approve those Rate Design Proposals that Maintain or Add Load to Georgia Power’s System. TC "2.
The Commission Should Approve those Rate Design Proposals that Maintain or Add Load to Georgia Power’s System." \f C \l "3" 

This proceeding has witnessed several parties’ suggestions to add or modify tariffs in Georgia Power’s rate design.  The proposed changes to Georgia Power’s rate design fall into two broad categories.  First, several rate design modifications have been proposed in an attempt to simply gain more favorable rates for a customer or group of customers.  (Tr. 3433, 3446)  These modifications should be contrasted with a second group of rate design modifications which have been suggested for the purpose of retaining or adding load to the Georgia Power system.  (Tr. 3433, 3447)  In all cases, a tariff developed for a customer or a group of customers needs to be considered both for its application to customers who move to the new or revised tariff and for the impact on all other customers.  (Tr. 3433)


With regard to the first category of proposed rate design modifications, it is important that the Commission consider the potential shift in revenues caused by each proposal.  Regardless of the Commission’s decision on the Company’s revenue request, lowering the revenue paid by one customer group means that other customers’ rates will have to increase to make up the revenue shortfall.  (Tr. 3434)  In addition to considering the potential shift in revenues associated with these rate design proposals, the Commission should also evaluate whether the proposed tariffs or amendments are even necessary -- that is whether the Company’s existing rate offerings are adequate.  (Tr. 3434)  Finally, the Commission must determine if the intervenors’ proposed tariffs actually meet their stated purpose and their applicability clauses are appropriately defined.  (Tr. 3434)  If all the new tariffs and modifications to existing tariffs proposed by the intervenors and Staff were adopted, approximately $129.5 million of additional revenue erosion would occur.  (Tr. 3434, 3532-3534)


With regard to the second category of proposed rate design modifications, the Company is supportive of tariffs that it believes will help retain or attract load to the Georgia Power system.  All Georgia Power’s customers benefit from retained or additional load as there is a larger base over which to spread costs.  (Tr. 2158-59, 2161, 2222, 2236, 2459, 3434)  Georgia Power is aware of the challenges facing industrial customers within the state and the fact that many industrial customers compete in international industries.  (Tr. 2145, 2149-2153, 2155, 2236, 3434, 3524) If an ILR can be developed that allows industrial customers to remain on the Georgia Power system, all customers benefit.  (Tr. 2158-59, 2161, 2222, 2236)  Language that promotes fairness in implementation, ease of administration, and mitigates other unintended effects should be incorporated into the final design of any ILR rate.  (Tr. 3434)  Georgia Power supports an ILR rate which: (1) protects industrial customers over 1000 kW from any increase in the RTP Adder; (2) removes any allocation of crossover revenue erosion from such customers; and (3) allows a payment under the Demand Plus Energy Credit Rider (“DPEC”) to make them “revenue neutral” to where they would have been had Interruptible Service (“IS”) remained in place.  Consistent with its desire to encourage growth on its system to the benefit of all ratepayers, Georgia Power is also currently working on a pilot tariff that would encourage increased energy usage at Gerdau Ameristeel’s plant.  (Tr. 2459, 3434)
3.
$37 Million Should be Authorized to Address Revenue Lost from Crossovers. TC "3.
$37 Million Should be Authorized to Address Revenue Lost from Crossovers." \f C \l "3" 

The most significant impact of the rate design in this case was the identification of those customers that, by virtue of the fact that there was a lower rate alternative, would migrate from their current rate to a lower rate.  (Tr. 661, 676)  This Commission, as well as other state commissions, has recognized the erosion caused by rate crossover in previous rate proceedings, and such consideration is appropriate.  (Tr. 3437, 3447)  In this particular case the revenue erosion for those customers crossing over is estimated to be $37 million.  (Tr. 662, 676)  It is important to note that the estimated $37 million does not come close to $102 million, which the Company would suffer if all crossover amounts had been included.  (Tr. 662, 724, 732, 900, 3200, 3436, 3447)  

Certain intervenors asserted that any crossover revenue erosion is speculative.  (Tr. 3436)  While these parties suggested that the Company’s crossover proposal would lead to overrecovery, if the Company underestimated the effects of crossovers, the decision to request only $37 million could just as easily lead to underrecovery.  (Tr. 902)  While all crossovers are not certain to occur, the concept of customers moving to the lowest priced tariff is not speculative, it is a matter of simple economics and occurs on a daily basis.  (Tr. 3436)  In fact, some of the intervenors in this docket have already stated that they are planning to actively pursue migration to the lowest tariff and have enlisted consultants to assist them in finding lower rates.  (Tr. 3436)  The Company has been proactive in informing customers of their options and facilitating rate changes if desired.  (Tr. 3454-3456)  Crossovers will account for revenue erosion which is properly considered in formulating the appropriate rate increase.  (Tr. 676-677, 929)  
4.
Changes to the RTP Tariff Should be Made Cautiously. TC "4.
Changes to the RTP Tariff Should be Made Cautiously." \f C \l "4" 

Georgia Power’s RTP tariffs are, on all accounts, some of the most successful, and talked-about rates.  (Tr. 1885, 3437, 3448)  In a recent survey of the RTP programs of 48 utilities across the United States and British Columbia, Georgia Power’s program was recognized as having 60 percent of all the non-residential customers, was the only program reported to produce a load reduction due to price response of greater than one percent of the utility’s system peak, and was one of only two utilities that generated load reductions greater than 100MW.  (Tr. 3437-38) 


Again, the purpose of RTP is to provide marginal price signals to customers.  The Staff outlined several of the benefits of RTP, including encouraging economic growth, sending efficient price signals, reducing peak load, and competing for new loads in areas where there is customer choice.  (Tr. 3438)  Staff also recognized that the RTP tariffs fulfill each of the enumerated functions.  (Tr. 1575)  Over 1600 customers currently use RTP and any changes to the RTP tariffs should only be made with the understanding that current RTP customers have already made significant economic and business decisions based on the terms and conditions of the tariffs as they currently exist.  (Tr. 1890, 1905, 3438, 3448)  Also, as an important economic development tool for the state of Georgia, any radical changes to RTP could have a negative impact on the ability to attract new jobs and investment to our state.  (Tr. 3438)  As GIG/GTMA witness Pollock indicated in his testimony, Georgia’s manufacturing base is under extreme competitive pressure.  The Commission should be aware of the consequences of changes to RTP for these customers as well.  (Tr. 3438)


Having said that, the Company can support the limited expansion of RTP to existing customers, subject to the following conditions: (1) such expansion is capped at 450 MW total actual load with customers receiving a 80 percent of that amount CBL; (2) there is recognition of the revenue erosion that will occur; (3) that these customers will be subject to the current demonstration policy; and (4) that all appropriate financial tests are passed.  (Tr. 3438)  While the Company has objected to changing the RTP tariffs in previous hearings because it believes the tariffs work well as currently filed, the Staff’s recommendations address the Company’s concerns regarding revenue erosion.  (Tr. 3438, 3448-49)  


With regard to the method of selecting the existing customers whose actual total load equals 450 MW, of which 20 percent would be priced incrementally, the Company supports the recommendation of the Staff to start with the non-RTP TOU-5 customers that are losing their tariff.  (Tr. 3439, 3449, 3457, 3471)  The Company would then recommend an amendment to the RTP-Day Ahead tariff, providing for a floor of 1250 kW for eligible commercial and industrial customers to move existing load.  A provision would be added to the RTP-hour-ahead tariff to allow existing customers 5,000 kW and larger to have the ability to move load to RTP.  (Tr. 3439, 3449, 3472-74)  Clarifying the criteria for those customers eligible to move existing load would be administratively beneficial for both the Company and customers and would provide the benefits of RTP to those larger customers who have more ability to take advantage of price response.  (Tr. 3439)  Both the Commission and the Company have experience with this type of phase-in, having utilized similar policies with both of the current RTP tariffs.  (Tr. 3439)


Concerning the other proposed changes to the RTP tariffs, the Company agrees with the Staff’s recommendation, requiring customers to be on RTP for a minimum of three years before moving to FPA.  Georgia Power also believes that the Company’s current RTP demonstration policy strikes a reasonable balance between testing for potential load response while not unreasonably burdening the customers or the Company.  (Tr. 3439, 3449)

The RTP Day Ahead and Day Ahead Adjustable rates currently have a risk recovery factor of 3 mills per kWh.  The RTP Hour Ahead and Hour Ahead Adjustable rates currently have a risk recovery factor of 2 mills per kWh.  (Tr. 666)  The Company originally proposed to raise these recovery factors to 5 mills per kWh for Day Ahead and Day Ahead Adjustable and 4 mills per kWh for Hour Ahead and Hour Ahead Adjustable rates, in order to spread the requested rate increase to all kWhs sold by the Company.  (Tr. 666, 913)  Not increasing the risk recovery factor means that approximately $24 million of the requested rate increase must be allocated to all other base rates.  (Tr. 666, 675-76, 800)  The increase will also reflect the increase in costs inherent in wholesale power markets today, including recovery of environmental costs and unit commitment costs.  (Tr. 667, 800-01)  The Company is agreeable to adjusting the mill adder increases to reflect the adjustments it has made to the overall revenue deficiency.  (Tr. 3526)


5.
Georgia Power’s Proposed Tariff Changes Should be Approved. TC "5.
Georgia Power’s Proposed Tariff Changes Should be Approved." \f C \l "3" 
a.
TOU-5 should be eliminated. TC "a.
TOU-5 should be eliminated." \f C \l "4" 

In Docket No. 15576-U, the Commission ordered the Company to file a replacement tariff for TOU-5 that was not restricted by a total megawatt ceiling.  In attempting to create such a tariff, it became evident that to do so would result in approximately $22 million in revenue erosion.  (Tr. 675, 754, 3470)  Of course, this shortfall would have needed to be shifted to other customers, thereby increasing their rate increase.  (Tr. 664, 675)  As an alternative to this significant revenue erosion, the Staff has proposed the elimination of the TOU-5 tariff without the provision of a new tariff.  (Tr. 1552)  Georgia Power supports the Staff’s proposal to eliminate TOU-5 and to allow existing non-RTP TOU-5 customers to choose another tariff and/or to allow these customers to be among the first to convert embedded load to RTP load.  (Tr. 3439, 3449)  Those TOU-5 customers currently on RTP would be allowed to choose the next most economical standard bill tariff for their CBL load.  (Tr. 3435)

b.
The TOU-LB-Part II rate should be approved. TC "b.
The TOU-LB-Part II rate should be approved." \f C \l "4" 

The Company has proposed a new rate called time-of-use, Large Business, or TOU-LB.  (Tr. 663, 674)  While Georgia Power initially proposed this as a two part tariff, due to the resolution of the current TOU-5 tariff described above, Part I is no longer necessary.  The new TOU-LB rate will be a simple, energy-only, time of use tariff available to customers new to the system with a connected load of 900 kW or greater who also qualify for a choice of supplier under the Georgia Territorial Electric Service Act of 1973.  (Tr. 663)  This would allow Georgia Power to compete in the customer choice arena, which ultimately benefits all customers as load is added to Georgia Power’s system.  No party has opposed this tariff and TOU-LB should be approved.

c.
The Commission should approve the withdrawal of several tariffs. TC "c.
The Commission should approve the withdrawal of several tariffs." \f C \l "4" 

The Company has proposed to withdraw several tariffs including: (1) the School Service rate (“SCH-10”); (2) the Industrial Service Cotton Gins and Gristmills tariff (“ICG-11”); (3) the Residential Demand tariff (“RD-1”); (4) the Standard Interruptible Service Rider (“IS-Standard-S”); (5) Interruptible Service for Standby Generators Rider (“IS-SBG-2”); and (6) Section G of the Company’s Rules, Rates and Regulations.  (Tr. 665-69)  These tariffs and riders are no longer necessary and no party has opposed their elimination.  The withdrawal of these tariffs should be approved.

d.
The Commission should approve the other changes to tariffs and rider language proposed by the Company. TC "d.
The Commission should approve the other changes to tariffs and rider language proposed by the Company." \f C \l "4" 
Georgia Power has proposed four other changes to the language included in its tariffs and riders: (1) removal of the language related to indexed swap and indexed cap provision within the Price Protection tariff (“PPP-1”), (2) addition of a cap option that will allow RTP-Hour Ahead customers to contract for a price cap product that is settled based on each hour’s hour ahead price rather than on the average hour ahead price for a given contract period, (3) removal of the paragraph referencing “Limited Standby Service Rider (‘LS’)” in the Backup Power Rider (“BU”), as no longer applicable, and (4) modification of the Power and Light Small rate (“PLS-4”) to include unmetered electric service where Georgia Power has determined that installation of metering equipment is impractical or uneconomical.  (Tr. 670-71)  No party has objected to these suggested modifications, and they should be approved.
6.
The Commission Should Adopt the Company’s Proposed Customer Service Fees. TC "6.
The Commission Should Adopt the Company’s Proposed Customer Service Fees." \f C \l "3" 
Whenever possible, Georgia Power supports assigning costs to those customers who actually cause the costs to occur instead of socializing such costs to other customers.  (Tr. 668)  To this end, Georgia Power has proposed the establishment of several new customer-specific fees and an increase in an existing fee to cover costs that the Company incurs as a result of an action taken by an individual customer.  (Tr. 667-68)  These fees include: (1) a Current Diversion Investigation Fee, (2) a new Cost to Collect Fee, (3) a new Disconnect and Reconnect at the Pole Fee, and (4) an increase to the Non-Pay Reconnect at the Meter fee.  (Tr. 668-69)  Georgia Power also proposes the reduction of the interest rate on customer deposits from seven to three percent.  (Tr. 669)  This approximates rates paid to investors on two to three year certificates of deposits.  If the Company’s proposed customer service fees are approved, the revenue requirements would be reduced by $9,342,417.  (Tr. 101, 692, 821-22)  The Company would not object to CUCD witness Ruback’s suggestion that the revenue credits should be paid to the class that was paying the fees.  (Tr. 3492)  No party has objected to these fees and they should be approved as filed.

7.
The Commission Should Approve the Increase of the Low Income Senior Citizen Discount. TC "7.
The Commission Should Approve the Increase of the Low Income Senior Citizen Discount." \f C \l "3"  


The Company reset the Low Income Senior Citizens’ Discount in 2001 from $7.50 to $10.50 and is willing to increase the discount in this proceeding.  (Tr. 3435)  The revenue shortfall should be collected from other residential ratepayers.  (Tr. 3435, 3485-86)

8.
The Commission Should Reject Cobb County’s Proposal to Change the Methodology the Company Employs to Recover Costs of Franchise Fees. TC "8.
The Commission Should Reject Cobb County’s Proposal to Change the Methodology the Company Employs to Recover Costs of Franchise Fees." \f C \l "3" 

Cobb County has requested that the Company change its methodology for the recovery of franchise fees, asserting that recovery of franchise fees from customers in unincorporated areas of the county is inappropriate.  (Tr. 3047)  Cobb County argued the Company should bill these fees only to those customers within city limits.  Franchise fees are paid to approximately 474 cities in Georgia; these costs are borne by all retail ratepayers as a common cost of service, similar to the treatment of state property taxes.  (Tr. 3047)


Cobb County’s position fails to recognize that there are instances where unincorporated ratepayers benefit from having certain costs treated as “common” and spread across a larger group of ratepayers.  (Tr. 3047)  This is true in the case of state property taxes, which are assessed on an aggregate level and allocated to all retail customers as a common cost of service.  If Cobb County customers were charged a separate rate for property taxes, they would undoubtedly incur higher costs than the statewide average which is now being charged to them.  (Tr. 3047)  Similar analogies can be made relative to costs of customer installations--in less dense areas customer installation costs are relatively higher per install, yet because those costs are recovered in aggregate from all ratepayers, the customers in the less dense areas pay the lower, average cost rather than the full cost of their specific installation.  (Tr. 3047)  While it may be technologically feasible to separate out such costs and bill them only to customers in municipalities, the aggregate treatment of such items is both fair and equitable. 
D.
The Commission Should Consider Resolving this Case with Another Three Year Accounting Order TC "The Commission Should Consider Resolving this Case with Another Three Year Accounting Order" \f C \l "2" .


Over the past decade, accounting orders have worked well for both the Company and its customers.  (Tr. 23)  However, given the current financial challenges that the Company faces, the base rates established under the 2001 Accounting Order will not allow the Company to meet its revenue requirements and continue to provide reliable electric service to customers.  (Tr. 23)  In order to maintain the current levels of reliability and customer service and ensure that the Company’s financial strength is maintained, base rates must be increased.  (Tr. 23)  The Company has indicated throughout these proceedings that it would be open to discussions should the Commission desire to pursue an accounting order after determining an appropriate level for base rates.  (Tr. 24, 3048-49)


Georgia Power is about to finish its third three-year accounting order approved by the Commission.  The previous accounting orders are excellent examples of the Commission and the Company working together to take advantage of a unique period of declining costs in order to benefit customers.  Under the 1995 Accounting Order, the Company recorded an additional $467 million of accelerated depreciation on Plant Vogtle, which resulted in future savings to customers through reduced carrying costs.  (Tr. 24)  Indeed, the current rate request is lower because of that accelerated depreciation.  Each of the two subsequent accounting orders, in 1998 and 2001, resulted in decreased rates to customers.  (Tr. 24)  As a result of the 1998 Accounting Order, base rates were reduced by $262 million in 1999 and an additional $24 million in 2000; following the 2001 Accounting Order, base rates were again reduced $118 million in 2002.  (Tr. 24)  Importantly, the past two accounting orders have included a sharing mechanism that can provide customers with a portion of the benefits of unusual hot summer weather -- something that is only possible under this type of plan.  (Tr. 24)  Accounting orders provide customers with stable prices which are significantly below the national average.  Customers can plan and budget for the next three years.  


While these past accounting orders provided benefits to our customers, they also allowed the Company to maintain the financial strength it needed to provide low cost, high quality service to customers.  (Tr. 24)  They allowed the Company to retain the ability to attract necessary capital to fund the level of investment needed to continue Georgia Power’s high level of performance.  The Company’s current financial strength is evidenced by the A and A2 credit ratings issued by Standard and Poor’s and Moody’s, respectively.  (Tr. 24)  The Company’s costs to serve retail customers declined throughout the 1990’s, with its average interest cost decreasing from 9.5 percent to about 5 percent today and average annual increases in non-fuel O&M costs being held to slightly less than inflation.  (Tr. 25)  In addition to the reductions in rates discussed earlier, this allowed the Company to maintain stable and predictable earnings that provided for financial strength to attract capital and finance growth.  (Tr. 25)  Accounting orders allow the Company to plan and budget for the next three years.


A properly crafted accounting order should be considered as an outcome to this case.  The Commission should consider the appropriate level of allowed expenses, including ROE, as set out in Georgia Power’s rebuttal case and from that determine the appropriate level of rate increase.  Under Georgia Power’s rebuttal case, that would be $262 million.  The Commission could then levelize the already approved Murray County purchase power agreements and the McIntosh certified amount and allow recovery of them over the next three years.  This is how certified capacity was treated in the 2001 accounting order - it was levelized for the term of the accounting order.


Establishing a rate award in this case and then adding the levelized capacity costs makes sense.  The Commission must allow recovery of those certified expenses pursuant to O.C.G.A. §§46-3A-7 and 8, whether in the resolution of this case or in a rate case filed in early 2005.  Only two months of those expenses are included in the test year for this case.  To recover the costs after July 31, 2004, the Company would be required to file a new rate case early in 2005.  However, a new rate case would only serve to recover costs which, by law, the Company must be allowed to recover.  New rates would have to go into effect on August 1, 2005 to recover the already certified expenses.


The accounting order would last from January 1, 2005 through December 31, 2007.  For surveillance reporting purposes, the Company would continue to earn in a dead band of between 10 percent and 12.95 percent ROE.  Any earnings above 12.95 percent ROE would continue to be split with one third being retained by the Company and two thirds being returned to its customers, allocated on a percentage basis to all customer groups including RTP incremental usage.  Georgia Power would be required to file a new rate case on July 1, 2007 to consider any changes which may have occurred since January 1, 2005.  In that 2007 rate case, the Commission could consider whether to continue, modify or terminate the accounting order. 

IV.
CONCLUSION TC "IV.
CONCLUSION" \f C \l "1" 

For all of these reasons, the Commission should approve Georgia Power’s 2004 rate case.  


Respectfully submitted this 13th day of December, 2004.
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� 	DOD witness Prisco advocates a disallowance of $300,000 for the low income weatherization assistance program under the assumption that $1.3 million was included in the test period.  (Tr. 2647)  However, the Company has provided a hearing request response confirming that only $1 million was included in the test period.  (Tr. 2661)  Mr. Prisco agreed that if the Company only included $1 million, his adjustment would no longer be necessary.  (Tr. 2661-62)  Because only $1 million was included in the test period, Mr. Prisco’s adjustment should be rejected.





� 	Moody’s’ ‘A1’ rating is equivalent to an ‘A+’ rating on the S&P and Fitch rating scales.


� 	The low interest rates in 2003-’04 were, in part, the product of the FOMC policy, which is now in transition.  (Tr. 3221)  Indeed, on June 30, 2004, August 10, 2004, and September 21, 2004, the FOMC increased the Fed Funds rate in three 25 basis point increments.  (Tr. 3221-22)  


� 	ROE resulting from Rate Stabilization Plan, most recently extended 6/12/1995 in Docket No. 24860, no expiration date.  See 162 P.U.R.4th 171.


� 	Authorized 2/3/1994 under rate freeze effective until July, 1, 2007.  Case No. PUE920041, Virginia State Corporation Commission.  See 149 P.U.R.4th 136.  Dominion is listed as a member of SERC, but has two regulated utilities located in Virginia and North Carolina.


� 	North Carolina Power’s authorized ROE is 11.8 percent, as mentioned by the North Carolina Utilities Commission on June 9, 2004 in Docket No. E-22.  See 2004 N.C. PUC LEXIS 794.


� 	Duke Power is included in SERC as one entity, but the ROEs of its regulated operations are listed separately.  The North Carolina Utilities Commission first approved Duke Power’s 12.5 percent ROE in Docket No. E-7, Sub 487, on November 21, 1991.  See 1991 WL 531732.  Duke Power retained this ROE, despite challenges which were ultimately heard by the North Carolina Court of Appeals, where Duke Power’s 12.5 percent ROE was reaffirmed on February 17, 2004.  See 163 N.C.App. 1.  


� 	The South Carolina Public Service Commission authorized Duke Power’s 12.25 percent ROE in Docket D-91-216E O-91-1022, and reaffirmed the 12.25 percent ROE in Docket No. 2003-271-E on September 17, 2003, See 2003 S.C. PUC LEXIS 537.


� 	Authorized December 12, 1997 in Docket No. 96-360-U.


� 	Authorized May 15, 2003 in Docket No. D-U 25687.


� 	Resulting ROE achieved from Formula Rate Plan, which was first authorized in 1996 and reviewed subsequently in Docket No. 20925 (10.5 percent ROE plus 80 basis points upward band, plus 10 basis points for performance).


� 	Approved by the Mississippi Public Service Commission on December 13, 2002, in Docket No. 02-UN-0526.  See 2002 WL 32128609.


� 	Authorized on May 15, 2003, in Docket No. D-UD-01-04.


� 	This range indicates the authorized ROE range, which was not specified in the Florida Power & Light’s last base revenue increase.  Instead, on April 11, 2002 the Florida Public Service Commission stated it would no longer review ROE within the context of earnings tests.  See Dockets No. 001148-EI and 020001-EI2002.  See also Fla. PUC LEXIS 284.


� 	The Florida Public Service Commission approved this ROE on June 10, 2002 in Docket No. 010949-EI.  See 218 P.U.R.4th 205


� 	ROE resulting from Performance Evaluation Plan, reaffirmed by the Mississippi Public Service Commission on May 25, 2004, in Docket No. 2003-UN-0898.  See 2004 Miss. PUC LEXIS 334.


� 	Progress Energy is included in SERC as one entity, but the ROEs of its regulated operations are listed separately.  In its last major ROE decision issued August 5, 1988, the North Carolina Utilities Commission set Carolina Power and Light’s ROE at 12.75 percent, which is still in place.


� 	In its last major ROE decision issued August 29, 1988, the South Carolina Public Service Commission set Carolina Power and Light’s ROE at 12.75 percent, which is still in place.


� 	Florida Power’s last authorized ROE was set at 12.6 percent, with a range of 12.6 percent to 13.6 percent in Docket No. 910890-EI on April 14, 1992.  See 1992 Fla. PUC LEXIS 490.  Subsequently, Florida Power was purchased by Progress Energy, but the ROE was not re-set in the process.


� 	Authorized August 6, 2002, in Docket No. 14618-U.  See 2002 Ga. PUC LEXIS 52.


� 	South Carolina Electric and Gas has recently stipulated to an ROE of 10.4 percent to 11.4 percent, with rates set at 10.9 percent, with any earnings above 11.4 percent to be used for accelerated depreciation.  The stipulated ROE indicated above is dependent upon approval from the South Carolina Public Service Commission.  SCE&G’s current authorized ROE of 12.45 percent was approved on January 31, 2003 in Docket No. 2002-223-E.  See 225 P.U.R.4th 440.


� 	This range indicates the last authorized ROE range from Docket No. 950379-EI, which “stepped up” the ROE to the higher end of the range, with 12.75 percent ROE permissible after 1998.  See 1996 Fla. PUC LEXIS 828, order dated May 20, 1996.


� 	For example, Hawaiian Electric Industries has no interconnections with other utilities and owns American Savings Bank.  (Tr. 3223)  Other unusual selections include Central Vermont Public Service, which is in the process of selling its interest in nuclear generation and acquires most of its energy from Canada.  (Tr. 3223)  These are not traits similar to Georgia Power.  First Energy, which has had extensive difficulty with one of its nuclear units and has received a punitive regulatory decision for poor service quality, is also not similar to Georgia Power, particularly based upon the Company’s superior customer service and system reliability.  (Tr. 3223)  Ameren has been aggressively acquiring neighboring utilities, which is also not a trait of Georgia Power or even Southern.  (Tr. 3223)  CLECO and Empire District are relatively small utilities that provide service to 265,000 and 157,000 customers, respectively.  Georgia Power has over 2,000,000 customers.  (Tr. 3223-24)  Finally, PNM Resource is a very poor performing company that has earned less than a seven percent return on book value during the past two years and is not expected to experience much improvement, resulting in Value Line advising investors to avoid this stock.  (Tr. 3224)  





� 	According to the theory of the constant growth form of the DCF, future earnings per share, dividends per share, book value per share, and price per share will all appreciate at the same rate absent any change in price-earnings multiple.  There is no evidence that these conditions actually prevail in the equity market.  (Tr. 3224)  Indeed, Mr. Hill's evidence, as shown on Schedule 4 of Staff Exhibit 66, clearly demonstrates that these steady-state conditions represent unrealistic assumptions of investor expectations.  (Tr. 3224)


� 	With regard to production-related capital costs, the 12-MCP allocation methodology was used in Commission Docket No. 3840-U (filed in April, 1989), and has been used in all subsequent filings before this Commission where a cost-of-service study has been required.  (Tr. 552)  Furthermore, the 12-MCP allocation methodology has been used by Georgia Power in filings before the FERC, as well as by other operating companies of Southern, either before their respective state commissions or the FERC.  (Tr. 552-53)  With regard to transmission-related capital costs, this study, as prior cost-of-service studies filed with the Commission, allocates the summer peak period based on an average of the coincident peak loads for the four summer months of June, July, August, and September.  This method is referred to as the 4-MCP allocation method.  (Tr. 554-55)  The 4-MCP method is not applicable to step-up substation facilities and is only partially applicable to bulk power transmission-related capital costs.  (Tr. 555)  Finally, as in prior proceedings before this Commission, distribution-related customer costs are allocated based on the average number of customers.  (Tr. 556-57)  
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