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The Commission required GULF's study tc address the impact of
random storm events, and their intensities and pathe on the
accumulated provision account balance as part of determining the
appropriate annual accrual amount. GULF filed the study June 13,
1956 .

DISCUSSION OF ISSUES

ISSUE 1l: Dces GULF‘s study “Tranemission and Distribution Study
for Hurricanes” adequately address the appropriate accumulated
provision account balance and the annual accrual amount as required
in Order Nc. PSC-96-0023-FOF-EI17?

RECOMMENDATION: Yes. GULF's study “Transamission and Distribution
Study for Hurricanes” adequately addresses the appropriate
accumulated provision account balance and the annual accrual amount
as required in Order No. PSC-96-0023-FOF-EI. {J.BASS, R.BASS,
BREMAN, L.ROMIG, MAUREY!

STAFF ANALYBIS: GULF’s analysis of the annual accrual amount is
based on a report by independent consultants, M&M Protection
Consultants (M&M}. M&M used a probabiliatic model to egtimate a
range of posgible damage to transmiselon and distribution (T&D}
tacilities with three different tests. The first teat was an
egcimate of damage costs to current T&D facilicies due to the
strongest hurricane on record that affected GULF'’s pervice area.
The next rtes” was an estimate of T&D damage costs due to a worst
~ase scenario. The tnhnird test waa an estimate of the average
annual damage coste to T&D facilitiea. All test results presented
by M&M are based on a 90 percent probability that the estimated
damages will not be exceeded. M&M egtimates that GULF can expect
72%.1 million in T&D damages due to a recurrence of tihe strongest
storm on record and $106.9 million due to a worst case scenarioc.
They project the long term average T&D damage to be 51.3 million
annually.

Key criteria such as location of facilities, current
o placement costs, design etandards, storm patha, and a 120-year
bostory of tropical storms were incorporated into the probabilistic
mode ] . While staff does not necessarily agree with all of the
assumpt ions, the study provides esufficient insight into GULF's
exposure  to T&D storm damage losses for determining the
trasonablencss of GULF'e annual accrual amount and the appropriate
arzvumulated provision account balance.
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ISSUE 2: Should the Commigsion change the annual acc¢rual amount
from $3.5 million?

RECO] : No. The Commission should not change the annual
accrual amount from $3.5 million. {J.BASS, R.BASS, BREMAN, L.ROMIG,
MAUREY)

STAPF ANALYEIS: GULF is not requesting an increase in the annual
accrual of $0.4 million as recommended by M&M Protection
Consultants. Staff agrees with GULF’s proposal to leave the annual
accrual at the $3.5 million level. Staff believes that an
adjustment of this small magnitude infers a degree of accuracy in
predicting weather that does not yet exist.

The primary concern 1is that the accrual amount is
sufficient to cover annual damages and promote growth in the
Accumulated Provision for Property Insurance account balance. If
JULF's egtimate of $1.3 million in annual lcoeses is accurate, then
an annual accrual amount of $3.5 million will be adequate to cover
those losses and provide for reasonable increases to the
Accumulated Provision for Property Insurance account balance.

The study alsc recommends the Accumulated Provision for
Fooperty Insurance account have a balance between $20.1 and $28.8
million and that the balance could be achieved over 10 wvears with
a $3.9 million annual accrual. However, the target account balance
was bagsed on assuming only 80 percent of the actual damages were
'harged to the account with the remaining 20 percent capitalized.
Statf believes this assumption is not appropriate for purposes of
determining a target balance level. Instead, all damages should be
assumed to be charged to the Accumulated Provision for Property

Insurance account. Therefore, based on GULF's study, the
appropriate target level for the Accumulated Provision for Property
Insurance account is between $25.1 and $36 million. The only

impact this change has ie to increase the number of years required
t¢ achieve the target account balance by approximately three to
Sevell Yeard. Thue, staff does not believe thiz is a materisl
~hange. The study should not be used as the basis for determiniag
rt—~ specific charges te the Accumulated Prov:ision for Property
InedlanTe account. Because of the unpredictable nature of .any
Jiven stoura, deciding the prudence of any particular future charge
wJasndt the Accumulated Provision for Property Insurance account is
LY malur e, If there is a storm, GULF should bear the burden of
showing Lhat specific charges against the Accumulated Provigion for
Fropeity IneBurance account are prudent and reasonable,







