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Q.
PLEASE STATE YOUR NAMES, TITLES, AND BUSINESS ADDRESSES.

A.
Ann P. Daiss.  I am the Comptroller for Georgia Power Company (“Georgia Power” or the “Company”).  My business address is 241 Ralph McGill Boulevard, Atlanta, Georgia 30308.


Robert B. Morris.  I am the Assistant Comptroller and Assistant Corporate Secretary for Georgia Power.  My business address is 241 Ralph McGill Boulevard, Atlanta, Georgia 30308.


Christine M. Thom.  I am Director of Financial Budgeting, Planning and Analysis for Georgia Power. My business address is 241 Ralph McGill Boulevard, Atlanta, Georgia 30308.

Q.
MS. DAISS AND MR. MORRIS, DID YOU PRESENT DIRECT TESTIMONY AND EXHIBITS ON BEHALF OF GEORGIA POWER IN THIS PROCEEDING?

A.
Yes.  We have included in this testimony Exhibit ___(APD RBM-1), which was originally provided in our direct testimony, as updated in response to Mr. Walsh’s hearing request (HR-1-5) to include data for Moody’s, additional years from 2004 through 2009 and other changes we included to make the data and calculations consistent. This information is attached hereto as Rebuttal Exhibit ___(APD RBM CMT-1).  This exhibit contains the figures cited by Mr. Baudino in his testimony, and relied upon by Mr. Fetter in his rebuttal testimony.  

Q.
MS. THOM, PLEASE SUMMARIZE YOUR EDUCATIONAL AND PROFESSIONAL EXPERIENCE.

A.
I hold a Bachelor of Science degree in Management Science from the Georgia Institute of Technology and a Master of Science degree in Finance from Georgia State University.   I have also earned the right to use the Chartered Financial Analyst designation.  I joined the SCS Financial Planning department in 1985 and worked in a variety of positions of increasing responsibility until 1995.  I then left SCS to work as a Research Analyst with Utilities International specializing in cost of capital issues in utility rate case filings.  In 1996, I returned to SCS Financial Planning as a Senior Financial Analyst, then Principal Financial Analyst, until 2000, when I was named Manager of Corporate Financial Planning.  In 2002, I transferred to Georgia Power and served as Manager of the Financial Planning and Analysis team.  My responsibilities included maintenance of the Georgia Power Financial Plan and analysis of changes that impact the plan.


In 2005, I was named Director of Financial Budgeting, Planning and Analysis for Georgia Power where I serve today.  In addition to my previous Planning and Analysis responsibilities, I am now responsible for preparing, executing and monitoring the Company’s capital and operations and maintenance expense budgets and advising management on budgetary matters.


I have testified before this Commission in Docket No. 19225-U, and I also prefiled testimony in the Company’s last financing application before this Commission in Docket No. 25319-U.

Q.
WHAT IS THE SCOPE OF YOUR REBUTTAL TESTIMONY?

A.
The purpose of our testimony is to address certain issues and claims raised by witnesses appearing on behalf of the Public Interest Advocacy Staff (“PIA Staff”) and various intervenors.  Specifically, our testimony addresses two broad areas: (1) the question of whether the Commission should adopt an “incentive risk sharing” which would affect the Company’s return on equity (“ROE”) when actual costs of the project vary from the certified amounts, and (2) whether the Commission should adopt the Company’s proposal to put construction work in progress (“CWIP”) in rate base.

Q.
PLEASE SUMMARIZE YOUR TESTIMONY WITH REGARD TO THE PIA STAFF’S PROPOSED “incentive risk sharing”.
A.
We must start by emphatically stating that we cannot and will not agree to the PIA Staff’s proposed “incentive” plan.  We will not accept a certificate that includes those regulatory conditions.  We take that position because the PIA Staff’s recommendation is not well thought out, would be counter productive, and ignores the substantial controls already provided by statute which provide this Commission with effective tools to monitor and control costs.  Mr. Burleson discusses how this “incentive plan” provides no meaningful incentive to the Company, potentially incents the wrong behavior, and constitutes little more than a wager as to the accuracy of the original budgets.  We add to that discussion the observation that PIA witness Kollen and Newsome are simply wrong when they assert that the Company has an incentive to increase its rate base to capture more profit.  The Company has an incentive to keep rate base as low as it can consistent with the obligation to provide safe, reliable and cost effective energy.  We must maintain competitive rates to attract growth to Georgia.  Our customers and our shareholders would all suffer if our rates were too high.  In every rate case, the Company asks the Commission to consider its efficient management, the quality of its service and the competitiveness of its rates when setting the overall ROE.  We believe the Commission does so.  But more importantly, we must provide investors with reasonable returns in order to attract the capital needed to build the new units at Plant Vogtle.  That return is set in rate cases when the Commission hears from cost of capital expert witnesses.  PIA witnesses Kollen and Newsome made no attempt to review and opine on the true cost of capital to the Company currently or for the next 60 years.  They simply, and incorrectly, opined that dollars over the certified amount were easier (less costly) to attract than those below the certified amount.  They compounded the mistake by projecting that over the 60 year life of the plant.  They would have this Commission bind all future Commissions through the year 2078 by directly affecting the amount of revenues that could actually be generated by rate orders issued by those Commissions. But, perhaps the most telling aspect of PIA witnesses Kollen and Newsome’s assertion that the Company will seek to increase rate base to increase profit is that it is entirely at odds with the Company’s position on CWIP in rate base.  This is a real life example of where the Company seeks to reduce the in service cost of the plant (and thus rate base) by $1.9 billion for the 60 year life of the project.  PIA witnesses Kollen and Newsome apparently fail to see the stark inconsistency in their opposition to CWIP in rate base and in support of the allowance for funds used during construction (“AFUDC”) approach which would - itself - result in a higher rate base and higher equity investments if their proposal were adopted and the Company’s rejected.  Their proposal suggests that if the Company could reduce the in service cost of the plant by $1.25 billion, the Company could earn a 100 basis point increase in the ROE associated with the project.  The Company’s proposal is to actually reduce the in service cost by nearly $2 billion and it seeks no enhanced ROE whatsoever.  If PIA witnesses Kollen and Newsome truly believed that the Company should be encouraged to keep rate base low, they would start by endorsing the Company’s CWIP in rate base proposal. 

Q.
PLEASE SUMMARIZE YOUR TESTIMONY WITH REGARD TO ALLOWING CWIP IN RATE BASE.

A.
Allowing CWIP in rate base saves customers $300 million in nominal dollars and reduces the in service cost of the plant by $1.9 billion, which reduces the cost to customers for the 60 year life of the units.  PIA witnesses Kollen and Newsome cannot and do not dispute those facts.  In fact, the illustration at page 14 of Mr. Kollen’s testimony bears out the Company’s fundamental position that CWIP in rate base lowers the in service cost for the life of the plant. Nor do PIA witnesses Kollen and Newsome dispute the fact that by allowing CWIP in rate base, our average residential customer will save about $30 per year over the 60 year life of the Units. PIA witnesses Kollen and Newsome incorrectly contend that on a net present value (“NPV”) basis, customers are worse off by between $218 million and $576 million.  These conclusions are reached by the application of inconsistent and incorrect assumptions in their net present value calculation.  Using a NPV analysis, PIA witnesses Kollen and Newsome assume that instead of paying for the financing costs of Units 3 and 4 between 2011 and 2017, customers will invest those payments for the 60 year life of the project.  While that may be a valid assumption for economists, the Commission can determine whether it is a fair assumption in this case.  But even if one accepts as valid the assumption that customers would invest the money they don’t pay as CWIP in rate base, the NPV analysis must be done properly, which PIA witness Kollen and Newsome did not. When done properly, on a NPV basis, customers are indifferent between the CWIP in rate base and the AFUDC methodologies and the significant benefit of CWIP in rate base is “simply” the lower risk of increased financing costs.  

While Mr. Newsome and other witnesses correctly describe many of the risks facing all forms of new generation, the one risk they simply ignore is the risk of financial downgrade during the construction of Units 3 and 4.  Such a downgrade could cost customers approximately $100 million per year.  With a $300 million nominal savings and no harm on a NPV basis, the CWIP in rate base approach can substantially mitigate the risk of a costly credit downgrade which, in the end, would cost customers substantially more in borrowing costs for the entire Company’s activities, not just construction at Plant Vogtle.

When doing his NPV analysis, Mr. Kollen incorrectly concluded that CWIP in rate base would cost customers between $218 million and $576 million on an NPV basis.  Mr. Kollen violated some basic concepts when doing his NPV analysis.  Mr. Kollen discounted two revenue requirement streams that were based on different interest rate assumptions during the construction period, yet he discounted them with the same discount rate.  He compared an AFUDC analysis based on an assumed embedded cost of debt to a CWIP in rate base analysis based on a marginal cost of debt.  Since the assumed embedded cost of debt is lower than the assumed marginal cost of debt, Mr. Kollen had a built in bias in favor of AFUDC and against CWIP in rate base.  Mr. Kollen then compounded his error by using a pre-tax average weighted cost of capital as opposed to the industry norm after tax weighted cost of capital.  Perhaps most relevant is that Mr. Kollen did his NPV analysis differently than the Company and other PIA Staff witnesses had done when assessing the underlying economics of the plant and differently than this Commission has used in reviewing the economics of and certifying all prior generating plants which it has certified.  

Q. DID THE COMPANY CONSIDER INTERGENERATIONAL EQUITY ISSUES BEFORE PROPOSING RECOVERING FINANCING COSTS VIA CWIP IN RATE BASE?

A.
Yes.  The Company and the Commission face intergenerational equity issues quite frequently, such as in fuel cases when considering amortization periods for the under-recovered fuel balance, or when extending the lives of plants, and therefore extending the depreciation schedules.  We understand that some customers will move off the system before the fuel balance that they contributed to is fully paid for and that new customers may get the benefit of fully depreciated plants while other customers have paid a proportionally high cost for the same generating plant due to the time they were on the system.  Likewise, some customers new to the system may also get the benefit of a storm damage accrual that has been paid for by other customers who have left the system.  While we understand that individual customers come and go, we must plan the system and provide service to our growing customer base as a whole.  The entire idea of long term system planning is directed to that end.  If it were true that we only build a system for customers who were on the system for an average of 12 years, as suggested by Mr. Newsome, we would never build a nuclear plant which is analyzed over a 60 year life beginning eight years from now.  PIA Staff witnesses Kollen and Newsome, Georgia Industrial Group (“GIG”) and Georgia Traditional Manufacturing Association (“GTMA”) witness Pollock and Commercial Group witness Stacy all take issue with including CWIP in rate base, stating that it violates principles of intergenerational equity.  This Commission seems to have always preferred cost efficiency for the customer base as a whole, rather than strict application of such loosely defined “principles” of intergenerational equity on an individual basis.  If by that term the opponents of CWIP mean that current customers should not pay for something they can’t use, it must be noted that current customers will get the benefit of lower financing risk during the period CWIP is in rate base.  To a certain extent, that better aligns the cost with the benefit than can be said of a new residential customer who moves on the system today and must pay for the fuel consumed by a now departed commercial customer. 

Q.
MR. KOLLEN HAS ASSERTED THAT CWIP IN RATE BASE HAS MADE OUR NEIGHBORING STATES LESS COMPETITIVE.  DO YOU AGREE?

A.
No.  We presume that the Florida, South Carolina and Mississippi legislatures that now allow CWIP in rate base for their utilities who are building new nuclear projects understand that this methodology breaks with the more traditional AFUDC approach.  CWIP in rate base relieves financial pressure on the utility which relieves the risk of credit downgrades and lowers borrowing costs.  Therefore, the utility is able to more effectively continue providing safe, reliable and cost effective service to existing and future customers.  CWIP in rate base keeps hundreds of millions of dollars in customers’ pockets and lowers the in service costs of the units.  It lowers the overall revenue requirements and lowers the rate impacts when the plants go into service.  When all of that is true in those neighboring states and none of that is true in Georgia, we believe the failure to allow CWIP in rate base at this time would put us at a significant competitive disadvantage when trying to attract new residents, commercial customers and industry.  We think Mr. Kollen has it wrong and backwards.

Q.
WHAT IMPACT DOES THE COMPANY’S CREDIT RATING HAVE ON THE COMPANY’S FINANCING COSTS?

A.
While Mr. Fetter is addressing the scenarios under which a downgrade may occur, it is important to realize that a downgrade would have quantifiable harm on the Company and its customers.  It is imperative that the Commission understand that we are not just talking about financing costs for the project, but rather financing costs for the entirety of the Company’s business.  We have spent much of this proceeding talking about how to best mitigate risk, and keeping our credit quality intact by using the CWIP in rate base methodology is a way to accomplish that goal.  Mr. Pollock suggests that a downgrade would “only” cost customers $35 million in increased financing costs, but he is wrong.  We estimate that a downgrade would cost customers approximately $100 million per year after taking into consideration the current interest rate spread between A and BBB rated new issues and the nearly $1 billion in variable rate debt securities outstanding (see Rebuttal Exhibit ___(APD RBM CMT-2).    But even this assumes that we could actually secure any debt financing for our substantial capital expenditures which are much greater than just Vogtle Units 3 and 4.  It includes billions of dollars in environmental controls and infrastructure additions.  There is no real assurance that BBB-rated utilities can still access the markets even at higher rates when the financing is needed.  The Company’s recent experience is that without it’s A rating and superior P-1 rating in the commercial paper markets, it would have been effectively shut out of the short-term financing markets on multiple occasions and could have faced extremely serious consequences.

Q.
IF THE COMPANY FACES A DOWNGRADE, CAN IT AVOID IT BY QUICK REMEDIAL MEASURES?

A. 
No.  Base rate changes are typically on a three year cycle and even seeking emergency relief in the middle of the three year period could take up to six months during which time a downgrade could already occur.  Mr. Fetter will address in more detail what it takes to avoid, or reverse, a downgrade.
Q,
PLEASE EXPLAIN IN MORE DETAIL THE NPV CALCULATION ERROR MADE BY PIA STAFF WITNESS KOLLEN.

A.
We believe that Mr. Kollen took two sources of data from the Company’s filing and, perhaps without realizing it, blended incompatible assumptions to reach a faulty conclusion.  Present value of revenue requirements analyses under traditional AFUDC methodology and under CWIP in rate base methodology are inherently equal.  This will always be true so long as the financing rates and AFUDC rates used under both methodologies are consistent and are discounted with the consistent discount rate as they should be under a proper NPV analysis.  In providing a Certification amount to the Commission under the AFUDC methodology, the Company used a projected embedded AFUDC rate of 8.39 percent to capitalize financing costs during construction instead of a marginal AFUDC rate of 9.23 percent.  Typically, we would have built both cases on the marginal AFUDC rate of 9.23 percent because that is the more traditional way of doing such an analysis in the industry.  However, we built the certification case using the 8.39 percent lower embedded debt rate because PIA witness Newsome had requested us to do so from the McDonough case (Docket No 24506-U), in effect reducing the contingency factor included in the requested certification amount.  If Mr. Newsome or Mr. Kollen did not understand from our explanation in § 3.2.2.3 of the Certification Application filed in this case (as described below) that we had filed the certification case in the atypical way Mr. Newsome preferred in our last case, Mr. Kollen may have presumed we filed the case in the more typical manner using the marginal AFUDC rate of 9.23 percent.  Since this embedded AFUDC rate is not consistent with the marginal interest rates used under the CWIP in rate base method during the construction period, this led Mr. Kollen to incorrectly compare two sets of inconsistent data with the same marginal discount rate and made Mr. Kollen’s present value calculation incorrect. 
Q.
DID THE COMPANY ANTICIPATE POTENTIAL FOR ERRORS IN AN NPV ANALYSIS?

A. 
Yes.  The Company recognized before making the Certification filing that it would be possible for someone to incorrectly arrive at this conclusion and therefore included a paragraph in the filing to address the issue. The second paragraph of Section 3.2.2.3 of the filing states:  “The returns assumed in the traditional cost recovery case during the construction period are based on Georgia Power’s embedded total cost of capital used to compute AFUDC rates in accordance with the Federal Energy Regulatory Commission requirements. Returns following the commercial in service dates in the traditional case, as well as those in the CWIP in rate base case, are based on Georgia Power’s marginal total cost of capital.  Any net present value calculations should assume a discount rate consistent with the debt rates used in the models”.  Mr. Kollen and Mr. Newsome either missed or simply ignored this section of the Application which alerted them to the dangers of relying on the inconsistent data from two sources.

 A proper financial analysis in which the discount rate used is consistent with the financing costs recognized within each revenue requirement stream yields the correct result and proves no harm to customers in using CWIP in rate base on a present value of revenue requirements basis.  Mr. Kollen incorrectly found $218 million in harm. 
Q.
PLEASE EXPLAIN THE ERROR MR. KOLLEN MADE IN USING A PRE TAX WEIGHTED AVERAGE COST OF CAPITAL.

A.
Mr. Kollen compounded the above error and computed an additional cost to customers of $358 million on a present value of revenue requirements basis for the CWIP in rate base methodology by incorrectly using a pre-tax weighted average cost of capital of 9.23 percent rather than the after-tax weighted average cost of capital of 8.01 percent for discounting purposes.  It is well established that the correct discount rate to make present value calculations is the after-tax weighted average cost of capital.
  To further clarify terms, the difference between the pre-tax weighted average cost of capital and the after-tax cost of capital is the impact of the tax deductibility of the debt cost.  The rate in which the equity costs have been grossed up for income taxes is referred to as the revenue requirement rate.  

Q.
DID MR. KOLLEN INCORRECTLY ASSUME THAT THE COMPANY HAD NO PLANS TO USE SHORT TERM DEBT?

A.
Yes.  Mr. Kollen recommends a reduction of $105.93 million to the certification amount because he contends that the Company did not include short term debt during the construction period in computing the certification amount.  However, as shown in Rebuttal Exhibit __ (APD RBM CMT-3), the Company did in fact use short term debt in computing the AFUDC rates used in the models that yielded the total certification amount.  The average embedded AFUDC rate of 8.39 percent included the impact of an average of $850 million in short-term debt during the construction period. Without the benefit of short-term debt, the embedded AFUDC rate would have been 8.95 percent.

Q.
DID MR. KOLLEN INCORRECTLY ASSUME THAT THE OVERALL TAX BURDEN ON CUSTOMERS UNDER THE CWIP IN RATE BASE APPROACH WAS HIGHER THAN UNDER THE AFUDC APPROACH?

A.
Yes. Mr. Kollen drew a false conclusion regarding customer impact of CWIP in rate base versus the traditional AFUDC methodology.  He indicated that “normally it’s considered that it’s six of one, half dozen of the other, on a net present value basis, but the thing that throws it into a negative, or a detriment, for the CWIP in rate base on a net present value basis using the same discount rate and the same rate of return is this issue of the prepayment of the income taxes.”  Tr. 1247.  This statement is false.  CWIP in rate base does indeed require payment of income taxes during the construction period but income taxes are lower, significantly so, for the sixty year life of the plant.  In fact, income tax expense is expected to be lower over the construction period and life of the plant by $2.0 billion on a nominal basis.  Income taxes are approximately the same between the two methodologies on a net present value basis.
Q.
DID MR. KOLLEN INCORRECTLY ASSUME THAT TRUST PREFERRED EQUITY FINANCING WOULD LOWER THE COMPANY’S FINANCING COSTS?

A.
Yes.  Mr. Kollen is correct that trust preferred securities are generally less costly than preferred or preference stock due to its tax deductibility.  Trust preferred securities are a hybrid security.  They are neither 100 percent debt nor 100 percent equity, having features of both.  For example, the interest paid on trust preferred securities is tax deductible, making it similar to debt as compared to preferred or preference stock dividends.  On the other hand, interest can be delayed for up to five years, making it appear more like equity than debt.  


The Company historically used trust preferred securities for several reasons.  Besides the lower after-tax costs, the credit rating agencies originally considered the securities to be similar enough to equity that the interest payments were only partially included in the coverage ratio calculations and the balances were only partially included in the debt to capital ratios.  This allowed companies to potentially issue more trust preferred securities than they could debt without jeopardizing their credit ratings.  However, in recent years, the credit rating agencies have adjusted their view of trust preferred securities, such that they now consider them to be predominantly more like debt.  

The Company has provided ample support to indicate that trust preferred securities do not receive as much equity treatment by the rating agencies as preference stock does.  The Company provided in response to STF-K&A-2 a Moody’s report, attached hereto as Rebuttal Exhibit ___(APD RBM CMT-4), which indicates that Moody’s gives 0 percent equity credit to trust preferred stock but 50 percent equity credit to preference stock.  S&P currently gives both trust preferred and preference stock the same 50 percent equity treatment.  Assuming an average of the equity treatment given to both types of securities by both agencies, trust preferred gets 25 percent equity treatment whereas preference stock gets 50 percent equity treatment.  Adopting Mr. Kollen’s recommendation would effectively reduce the amount of equity the Company has--as viewed by rating agencies-- which could affect our rating.  


Based on Moody’s view and the possibility that S&P may move further in the same direction in the future, the Company does not believe it is currently prudent to issue trust preferred securities.  Should equity treatment for trust preferred be removed by S&P, as it has by Moody’s, the Company would be left with what amounts to very expensive long-term debt.  Since 2005, when the Company began to recognize a shift in the credit rating agencies’ position on the debt and equity characteristics of Trust Preferred Securities, the Company has replaced several issues with a mixture of Senior Notes and Preferred and Preference Stocks, which are included in our current capital structure. 
Q.
DID MR. KOLLEN INCORRECTLY ASSUME THAT THE DEPARTMENT OF ENERGY (“DOE “) LOAN GUARANTEE WOULD BE GRANTED AND WOULD LOWER THE COMPANY’S FINANCING COSTS?

A. 
Yes.  Mr. Kollen recommends that we reduce the certification amount by $30.68 million to incorporate DOE loan guarantees.  We have committed to our customers and the Commission that we will flow through the benefits of any DOE loan guarantees we receive.  Mr. Kollen does not acknowledge the complexities of the DOE loan guarantee process, and to incorporate a definite amount based on indefinite prospects is highly speculative.  All cost savings go directly to our customers and this is no exception.  But, it is inappropriate to assume a cost savings when the application is still pending.  It is particularly inappropriate to assume a cost savings from a DOE loan guarantee will certainly come about when the DOE has expressly stated that its review will include whether this Commission has granted CWIP in rate base which Mr. Kollen elsewhere opposes.

Q.
DO YOU AGREE WITH MR. NEWSOME’S RECOMMENDATION THAT THE CAPITAL STRUCTURE SHOULD BE MAINTAINED BY RESTRICTING DIVIDENDS?

A.
No.  Mr. Newsome has recommended that the Company should be required to maintain an appropriate level of common equity in the capital structure (with which we agree) but then he recommends the Commission implement a limit on common dividends. Not only are these two recommendations incongruent, but they are also inappropriate as a part of these proceedings. The Company currently maintains the appropriate level of common equity in its capital structure as reviewed by the Commission in prior base rate proceedings. 

Moreover, if Mr. Newsome is suggesting the Company restrict cash payments to Southern Company, we would argue that such a decrease in dividends would make the stock significantly less attractive to investors at a time when we need investment to help finance the construction of the new units at Vogtle, as well as all of the capital projects we have underway at this time, including environmental controls, transmission and distribution projects, and other new plant.  And, as mentioned previously, it would change the capital structure of the Company which is, again, a matter for another proceeding.
Q.
WHAT IS YOUR RESPONSE TO WITNESSES’ RECOMMENDATIONS OF ALTERNATIVE WAYS TO IMPLEMENT CWIP IN RATE BASE?

A.
We do not believe that Mirror CWIP is in the best interest of customers. It leads to rate shock, albeit deferred rate shock, and takes away much of the savings customers gain under the Company’s proposal. Under a mirror CWIP accounting, the Company accrues AFUDC and collects CWIP in rate base but records the amounts collected as a regulatory liability, which is used to reduce and levelize revenue requirements of the units once they become operational.  Mr. Kollen proposes a fairly typical mirror CWIP.  Mr. Pollock proposes something similar in concept, but the details differ.  Mr. Pollock suggests that as the balance is amortized to reduce rates, an equal amount of AFUDC should be added back.  Mr. Pollock’s plan adds to the general problems of mirror CWIP by increasing net income and rate base.  Under either approach, Mr. Newsome’s suggestion that the Company pay some sort of “return” to customers lacks merit.  CWIP in rate base compensates the Company for financing expenses and saves customers money.  To create a revenue stream to pay customers a return would simply raise the CWIP collections and result in customers paying themselves.  Further, under PIA Staff’s proposal, the certified in service amount becomes $6.1 billion (the certified amount under the AFUDC method, excluding the $300 million of compounded interest savings), plus the recovery of $1.6 billion in financing costs during the construction period.  In other words, customers will not reap the same benefits as they would under the Company’s proposal. 


Of particular concern to the Company is the significant rate increase that would be required at the end of the amortization period of the regulatory liability.  The Company estimates that revenue requirements would increase by approximately $150 million after an eight year amortization period.  A much longer amortization period would be required to avoid this increase in revenue requirements.  The Company also believes that the long term benefits of CWIP in rate base in terms of lower rates over the entire life of the plant would be essentially lost.  The Company estimates that revenue requirements for Vogtle units 3 and 4 would be approximately 20 to 25 percent higher over the life of the plant under mirror CWIP than with true CWIP in rate base as proposed by the Company.

Q.
DO YOU HAVE ANY COMMENTS OR CONCERNS REGARDING THE EXAMPLE OF MIRROR CWIP ON PAGE 14 OF MR. KOLLEN’S TESTIMONY AND THE CONCLUSIONS HE DRAWS FROM IT?

A.
We have several observations regarding the graph in Mr. Kollen’s testimony.  First, he assumed a $1 billion investment instead of the $4.5 billion in our application.  Second, he’s assumed a 50 percent level of nuclear CWIP in rate base rather than the 100 percent requested.  Third, he has assumed a 20 year investment period after completion of construction rather than the 60 year period recommended by the Company.  While these changes by Mr. Kollen do not necessarily change the outcome or meaning of the analysis, they do tend to understate the benefits of the CWIP in rate base method.


The primary conclusion we reached from reviewing Mr. Kollen’s graph is that the in service cost of the units will be significantly lower using the CWIP in rate base method versus the AFUDC method, just as we explained in our direct testimony.  Furthermore, the 100 percent CWIP in rate base version is the most attractive alternative not only because it creates the greatest gap between the in service costs on his chart, but it also provides the least rate shock when the plants achieve commercial operation, again as shown on his chart.  

Q.
DID ANY WITNESS TAKE ISSUE WITH THE COMPANY’S PROPOSED NUCLEAR CONSTRUCTION COST RECOVERY (“NCCR”) TARIFF?

A. 
Yes.  Both Mr. Kollen and Mr. Pollock criticized the use of a NCCR tariff.  Mr. Kollen criticized the Company for not providing all the specifics of how such a tariff would work, offering instead a reference to rate design in another Staff witness’s testimony which was not described in any other testimony, and Mr. Pollock characterized the NCCR tariff as improperly incorporating potentially imprudent costs for the life of the units.

Q.
DOES THE NCCR TARIFF HAVE TO BE DESIGNED AT THIS TIME?

A.
No.  While the Commission needs to decide whether it will incorporate CWIP into rate base at this time, the actual design of the NCCR tariff does not need to be decided until the Company’s next base rate case.  That is the proper forum to design the NCCR, as it is a proposed base rate tariff.  In that forum, the Commission will be able to review total revenue requirements and tariff design like it did in the 2007 base rate case with the Environmental Compliance Cost Recovery tariff in each subsequent base case prior to the in service dates of the new units.  It is not the Company’s intention that the proposed NCCR tariff be used to collect the capital costs of the units during their entire operating lives

Q.
DOES OR WOULD THE NCCR ALLOW FOR THE COLLECTION OF IMPRUDENTLY INCURRED COSTS?

A.
No.  The monitoring process would allow the Commission and Staff to determine and approve prudently incurred costs.  In addition, the annual true-up mechanism would ensure that the financing costs previously collected under the NCCR tariff related to any incurred expenditure subsequently determined to be imprudent would be returned to customers.
Q.
DO YOU AGREE WITH MR. POLLOCK AND COMMERCIAL GROUP WITNESS MR. STACY THAT IF THE COMPANY IS ALLOWED TO INCLUDE CWIP IN RATE BASE, IT SHOULD RECEIVE A LOWER ROE?

A
No.  The use of CWIP in rate base may or may not affect the Company’s risk profile.  However, it is clear that Mr. Pollock has not attempted to perform a cost of equity analysis – indeed he is not a cost of equity expert – and he has failed to consider the increase in risks associated with nuclear generating plant construction and operation, the risks associated with mega-projects, as well as potential risks from regulatory delays, supply chain delays and lack of sufficient contingencies.  All of these factors are matters to consider along with all other attendant risks and financial data and analyses related to investors’ required returns within the context of a base rate case. 

Q.
Does this conclude your testimony?

A.
Yes. 

� “Selecting Discount Rates for Cash Flows and Revenue Requirements” David E. Eckmann, Florida Power & Light and Louis C. Gapenski, University of Florida - August 1992, p. 1, “However, for discounting revenue requirements, the appropriate discount rate is the after-tax cost of capital, assuming that the utility's ratios are determined based on the book values used for regulatory purposes.”
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