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1 PROCEEDI NGS
2 (Transcript follows in sequence from Vol une
3 3.)
4 CHAI RVAN FAY: Al right. W are going to get
5 back and get going. Let's nmake sure we've got -- |
6 think we tested everything out. M. Watson, you
7 can hear us, we can hear you, you can give us a
8 confirmation?
9 MR. WATSON:. Yes, | can hear you.
10 CHAI RMAN FAY: Al right. Al right. Wth
11 that, M. Means, when you are ready.
12 MR MEANS:. | think M. Myle has a
13 prelimnary matter.
14 CHAI RVAN FAY: On, okay. Sorry.
15 MR, MOYLE: Yeah. That's okay.
16 We had di scussed FI PUG providing an exhi bit
17 that has that ROE, the rate case decision on return
18 on equity that would be a separate exhibit, and I
19 have provi ded everyone a copy --
20 CHAI RMAN FAY: (kay.
21 MR, MOYLE: -- of that, with a cover page, and
22 we just need an exhibit nunber on it and admt it
23 into evidence, if we could.
24 CHAI RVAN FAY: So we woul d mark that 185.
25 (Wher eupon, Exhibit No. 185 was marked for
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com

Premier Reporting (850) 894-0828 Reported by: Debbie Krick



535

[ —

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

i dentification.)

w |

evi dence.)

M. Dane Watson, and | do not believe he has been

CHAI RVAN FAY: And show ng no objections, we

enter that into the record.

MR. MOYLE: Thank you.
CHAI RVAN FAY: (kay.

(Wher eupon, Exhibit No.

MR, MOYLE: And thank the parties for that.

CHAI RVAN FAY:  Sure.

Al right. M. Mans, are you ready?

MR. MEANS:. Yes, M. Chairman. Peoples call

sworn yet .

you i

Wher eupon,

was called as a w tness,

speak the

truth, was exam ned and testified as foll ows:

CHAl RVAN FAY: M. Watson, | am going to swear

n briefly, and just raise your right hand.

DANE WATSON

truth, the whole truth

THE WTNESS: | do.

CHAI RVAN FAY: kay. Thank you.

M. Means.

MR. MEANS:. kay. Thank you, M. Chairman.

EXAM NATI ON

havi ng been first duly sworn to

185 was received into

and not hing but the

112 W. 5th Avenue, Tallahassee, FL 32303
Premier Reporting

(850) 894-0828

premier-reporting.com
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1 BY MR MEANS:
2 Q M. Watson, can you please state your ful
3 nane for the record?
4 A Dane A. Wit son.
5 Q And were you just sworn?
6 A Yes, | was.
7 Q Who is your current enployer and what is your
8 business address?
9 A Al liance Consulting G oup. And the business
10 address is 101 East Park Boul evard, Suite 220, Pl ano,
11 Texas, 75074.
12 Q And did you prepare and cause to be filed in
13 this docket on April 4th, 2023, prepared direct
14  testinony consisting of 35 pages?
15 A Yes.
16 Q And di d you prepare and cause to be filed in
17 this docket on July 23, 2023, prepared rebuttal
18 testinony consisting of 51 pages?
19 A Yes.
20 Q Do you have any additions or corrections to
21  your prepared direct or rebuttal testinony?
22 A To nmy direct only, as there were a few changes
23 in ny exhibit, which was the depreciation study, the
24 original study that was filed with the direct testinony.
25 The updated study was filed with ny rebuttal testinony.
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com

Premier Reporting (850) 894-0828 Reported by: Debbie Krick
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1 So only any changes that would conme fromthose ni nor

2 changes in the study itself are the own things that |

3 would have in ny direct.

4 Q Ckay. Well, other than those, do you have any
5 -- 1 amsorry, other than those, if | were to ask you

6 the questions contained in your direct and rebutt al

7 testinony today, would your answers be the sane?

8 A Yes, they woul d.

9 MR. MEANS: M. Chairman, Peoples requests

10 that the prepared direct and rebuttal testinony of
11 M. Watson be inserted into the record as though
12 read.

13 CHAI RMAN FAY: (Okay. Show the direct and

14 rebuttal inserted as though read.

15 (Whereupon, prefiled direct of Dane A Watson

16 testinony was inserted.)
17
18
19
20
21
22
23
24

25
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DOCKET NO. 20230023-GU
WITNESS: WATSON

BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION
PREPARED DIRECT TESTIMONY
OF
DANE A. WATSON
ON BEHALF OF PEOPLES GAS SYSTEM, INC.

POSITION, QUALIFICATION, AND PURPOSE

Please state your name, address, occupation and employer.

My name is Dane A. Watson. My business address is 101 E.
Park Blvd, Suite 220, Plano, Texas 75074. |1 am employed by

Alliance Consulting Group.

Please describe your duties and responsibilities in that

position.

I am the Managing Partner in Alliance Consulting Group
(““‘Alliance”). As the Managing Partner of Alliance, 1 am
responsible for performing and defending depreciation
studies across the United States In a variety of regulatory
proceedings. My duties include the assembly and analysis
of historical and simulated data, conducting field reviews,
estimating service life and net salvage estimates,
calculating annual depreciation, presenting recommended

depreciation rates to utility management, and supporting

D11-704
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such rates before regulatory bodies. | have performed more
than 300 depreciation studies In my career, appeared In
more than 200 cases, and testified before 35 regulatory

bodies as an expert witness on the subject of depreciation.

Please provide a brief outline of your business experience.

Since graduating from college in 1985, I have worked in the
areas of depreciation and valuation. |1 founded Alliance iIn
2004, and 1 am responsible for conducting depreciation,

valuation, and certain other accounting-related studies for
utilities 1In various regulated 1industries. My prior
employment from 1985 to 2004 was the Texas Utilities and
successor companies (“TXU”). During my tenure with TXU, 1
was responsible for, among other things, conducting
valuation and depreciation studies for the domestic TXU
Companies. During that time, in addition to my depreciation
responsibilities, 1 also served as Manager of Property

Accounting Services and Records Management.

What i1s your educational background?

I hold a Bachelor of Science degree iIn Engineering from the
University of Arkansas at Fayetteville and a Master’s

Degree in Business Administration from Amberton University.

D11-705
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I am a registered Professional Engineer in the State of

Texas.

Do you hold any special certification as a depreciation

expert?

Yes. The Society of Depreciation Professionals (the
“Society”) has established national standards for
depreciation professionals. The Society administers an
examination and has certain required qualifications to
become certified in this field. 1 met all the requirements
and have become a Certified Depreciation Professional

(““CDP’) .

Please describe your other professional activities.

I have twice served as Chair of the Edison Electric
Institute (“EEI”’) Property Accounting and Valuation
Committee and have been Chairman of EEIl’s Depreciation and
Economic Issues Subcommittee. 1 am a Senior Member of the
Institute of Electrical and Electronics Engineers (“lEEE™)
and have held numerous offices on the Executive Board of
the Dallas Section of IEEE as well as National and Worldwide
offices. 1 have also served twice as the President of the

Society of Depreciation Professionals.

D11-706
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Have you previously testified before state and/or

regulatory commissions?

Yes. 1 have testified before numerous state and federal
agencies in my 38-year career in performing depreciation
studies. I have conducted depreciation studies, fTiled
written testimony, and/or testified before the Commissions

identified in my Exhibit No. DAW-1, Document No. 1.

What 1is your vresponsibility and participation in the
preparation of the Updated Depreciation Study for Peoples

Gas System, Inc. (“Peoples” or the “company”)?

I was personally responsible for, participated in, and
directed all aspects of the work performed by Alliance
resulting in the recommendations contained in my Exhibit

No. DAW-1, Document No. 2, the Updated Depreciation Study.

What are the purposes of your prepared direct testimony in

this proceeding?

The purposes of my direct testimony are to (1) discuss the
Updated Depreciation Study conducted from Peoples” gas
depreciable assets based on actual historical data as of

December 31, 2021 and the forecasted plant and reserve

D11-707
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balances as of December 31, 2024, and (2) support and
justify the recommended depreciation rates for the

company’s assets.

Did you prepare an Exhibit in support of your prepared

direct testimony?

Yes. Exhibit No. DAW-1 consisting of three Documents

prepared under my direction and supervision.

Document No. 1 Testimony Experience of Dane A. Watson
Document No. 2 Updated Depreciation Study
Document No. 3 Functional Summary Comparison of

Depreciation Expense - Schedules 1-3

To the best of my knowledge, the information contained in

my exhibit is true and correct.

Is the Updated Depreciation Study included as Document No.
2 to this testimony the same document that you prepared in

the company’s filing on December 28, 20227

No. After the books were closed for 2022 year-end activity,
the company updated its forecast data to include 2022
actuals and revised forecasts for 2023 and 2024. Those

updates produced changes in forecast plant balances and

D11-708
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accumulated depreciation. Using these updated inputs, |
prepared the Updated Study using the same approach and
depreciation system used to prepare the Depreciation Study
filed on December 28, 2022. This testimony refers to the
Updated Depreciation Study included in Document No. 2 of my
exhibit as the “Updated Study”. The updates did not make
any changes to the average service life and net salvage
parameters presented in the Depreciation Study, filed on

December 28, 2022.

Does the Updated Study represent a material change In the
company’s proposed 2024 test year depreciation expense from

the study filed in December 20227?

No. The best point of comparison is the annual status
report for 2024, included as Appendix F in both versions of
the Depreciation Study, which shows the implementation of
new depreciation rates. The resulting 2024 test year
depreciation expense amounts shown below are iIn the 2024

reserve walkforward schedules, Appendix F-2.

D11-709
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D11-710
PEOPLES GAS DEPRECIATION STUDY COMPARISON
Updated December
Study Study Difference
Proposed
Rates $91,223,370 $91,161,211 $62,159

The increase of $62 thousand is .07 percent of the total

from the December 2022 Study.

TESTIMONY STRUCTURE, DEPRECIATION DEFINTION, AND STUDY
PURPOSE

How i1s your direct testimony structured?

My direct testimony has five sections. The first two are

introductory in nature.

In Section 111, 1 explain the property included in the
Updated Study; the four-phase approach 1 used to conduct
the Updated Study; and the depreciation system 1 used for

the Updated Study.

In Section 1V, 1 explain how depreciation rates are
determined, including identifying the formula for

depreciation rates. This portion of my direct testimony

D11-710
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also explains and fully discusses each portion of the
depreciation rate formula that is supported by the Updated
Study. Section 1V i1s broken into the following subparts,
which align with the components of the depreciation rate
formula that the Updated Study supports: (A) Depreciation
Rate Formula; B) Life Estimation; (C) Theoretical Reserve;
(D) Net Salvage Amounts and Percentages; (E) Remaining Life

Analysis; and (F) Depreciation Accrual and Rates.

In Section V, 1 discuss the change In depreciation expense
as a result of the proposed depreciation rates.
Specifically, 1 explain why Peoples’” depreciation expense

IS Increasing.

What definition of depreciation have you used for the
purposes of conducting a depreciation study and preparing

your direct testimony?

The term “depreciation,” as used herein, iIs considered in
the accounting sense—that is, a system of accounting that
distributes the cost of assets, less net salvage (if any),
over the estimated useful life of the assets in a systematic
and rational manner. Depreciation 1is a process of
allocation, not valuation. In other words, depreciation

expense allocates the cost of the asset, including any

D11-711
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estimated net salvage (the negative of this is also known
as net removal) necessary to remove the asset, as an ongoing
cost of operations over the economic life of the asset.
However, the amount allocated to any one accounting period
does not necessarily represent an actual loss or decrease
in value that will occur during that particular period. The
company accrues depreciation on the basis of the original
cost of all depreciable property included 1In each
functional property group. On retirement, the full cost of
depreciable property, less the net salvage value, is

charged to the depreciation reserve.

Please generally describe the purpose of the updated Study.

The key functions of the Updated Study are to: (1) determine
the average service lives for Distribution and General
Plant; (2) determine the net salvage percentages for
Distribution and General Plant; (3) calculate the
theoretical reserve of each property group based on the
remaining life of the group, the total life of the group
and the estimated net salvage; (4) develop depreciation
rates, including an annual depreciation accrual; and (5)
develop depreciation rates for plant that Peoples will add
to 1ts rate base that currently are not currently

capitalized on 1ts books.

D11-712
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Based on the Updated Study, what conclusions do you reach?

I conclude that the depreciation rates developed for
Peoples” utility accounts as set forth in the Updated Study,
which is sponsored by me and included as Document No. 2 of
my exhibit, encompass the best and most recent information
for calculating Peoples” depreciation expense associated
with these assets and are reasonable and appropriate for
use iIn recovering the cost of Peoples” assets and net

salvage.

Based on life and net salvage parameters developed and
applied to forecast plant assets and depreciation reserve
balances as of December 31, 2024, the depreciation rates iIn
the Updated Study will result In an increase in the annual
depreciation expense of approximately $9.0 million per
year. This amount was determined by comparing the
depreciation expense difference between the current
depreciation rates and the proposed depreciation rates as
of December 31, 2024. A functional summary comparison of
depreciation expense is shown in Document No. 3, Schedule
1, of my exhibit, and a more detailed comparison is shown

in Document No. 2, Appendix B of my exhibit.

PEOPLES” DEPRECIATION RATE STUDY
D11-713

10
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What 1s the purpose of this section of your direct

testimony?

In this section of my direct testimony, 1 describe the
property included in the Updated Study; the Tfour-phase
approach 1 used to conduct the December Study and the
Updated Study; and the depreciation system (straight-line
method, Average Life Group procedure, remaining-life

technique) used for the Updated Study.

Did the company give you any specific information for

conducting the Updated Study?

Yes. The company gave me the following information for the
Updated Study:

a. Historical data to analyze for life and net salvage to
assist 1In making recommendations Tfor Distribution and
General Plant assets based on actual historical data as of
December 31, 2021.

b. Plant and reserve balances to calculate the
theoretical reserves and the recommended whole life and
remaining life depreciation rates, including the annual
depreciation expense accrual, on forecast plant and reserve
balances as of December 31, 2024.

C. Information related to the operations, conditions,

D11-714
11
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plans and programs was communicated to me from company
subject matter experts and recorded in my interview notes.
d. Information regarding the new assets recently added or
projected to be added during the forecast period in the
gathering plant, and Liquified Natural Gas (“LNG”) plant
function, as well as the company’s planned use of those

assets.

Can you describe the new asset groups (i.e., LNG and

Renewable Natural Gas (““RNG”)) included in this study?

Yes. Two of the new categories of plant have previously
been addressed in the prior depreciation study. Accounts
33600 and 36400 utilize the same depreciation parameters
approved in the existing rates. The third category of plant
is similar to Account 33600 but involves a contractual
agreement with Brightmark for an RNG facility and is given

the designation Account 33601.

Please discuss Account 33601, RNG Plant Leased — 15 Years.

The Brightmark project is described in greater detail in
the Direct Testimony of Peoples” witness Lew Rutkin, Jr.
In short, the company entered iInto an agreement with

Brightmark for Peoples to own and operate the RNG facility.
D11-715

12
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After 15 years, the Company will retire the facility off
its books, transfer ownership to Brightmark, and Brightmark
will then cover all ongoing operations and maintenance
cost, and well as any removal obligations for the facility.
To match the structure of the contract, the company will
depreciate the facility over the 15-year contract but will
not need to reflect any removal cost iIn the depreciation
rate. The depreciation rate in this study for this account

follows that concept.

What property is included in the Updated Study?

There are two general classes, or functional groups, of
depreciable property that are analyzed in the Updated
Study: (1) Distribution Plant and (2) General Plant
property. The Distribution Plant functional group
primarily consists of pipe, numerous general and city gate
stations, meters and associated facilities used to
distribute gas to customers of Peoples. General Plant
property is plant (such as office buildings) used to support

Peoples” overall operations.

Please describe your depreciation study approach.

With the assistance of my staff, | conducted the Updated
D11-716
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Study i1n four phases as described in Document No. 2 of my
exhibit. The four phases are: Data Collection, Analysis,
Evaluation, and Calculation. During the initial phase of
the Study, I collected historical data through December 31,
2021, to be used in the analysis. After the data was
assembled, | performed analyses to determine the life and
net salvage percentage for the different property groups
being studied. As part of this process, | conferred with
field personnel, engineers, and managers responsible for
the installation, operation, and removal of the assets to
gain their 1iInput iInto the operation, maintenance, and
salvage of the assets. This Information combined with the
Study results, was then evaluated to determine how the
results of the historical asset activity analysis, 1In
conjunction with the company’s expected future plans,
should be applied. The final phase is the calculation of

depreciation rates and the theoretical reserve.

The authoritative treatise on depreciation studies, titled
“Depreciation Systems,” documents the following stages of
a depreciation study: “statistical analysis, evaluation of
statistical analysis, discussions with management, forecast

assumptions, and document recommendations.” My approach

' W.C. Fitch and F.K. Wolf, Depreciation Systems, at page 289 (lowa State Press, 1994[)11-717

14
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mirrors this process, and following this approach ensures
that Alliance comprehensively and thoroughly projects the
future expectations for the company’s assets. Document No.
2 of my exhibit shows Figure 2, which demonstrates the four

phases of the Updated Study conducted for Peoples.

What depreciation system did you use for the Updated Study?

The straight-line (method), the Average Life Group (““ALG”)
(procedure), remaining-life (technique) depreciation
system was used for this Study. This 1is the same
methodology used by Peoples and approved by this Commission
for the existing depreciation rates established in Docket
No. 20200166-GU, which was consolidated with the 20200051-

GU Rate Case.

What is a survivor curve?

A survivor curve represents the percentage of property
remaining iIn service at various age intervals. The lowa
Curves, the predominantly used survivor curve method in the
utility industry, are the result of an extensive
investigation of life characteristics of physical property
made at lowa State College Engineering Experiment Station

in the first half of the prior century. Through common

D11-718
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usage, revalidation and regulatory acceptance, the Ilowa
Curves have become a descriptive standard for the life
characteristics of industrial property. For more detail on

survivor curves see Document 2 of my exhibit.

How are survivor curves used iIn this study?

Most property groups can be closely fitted to one lowa Curve
with a unique average service life. The blending of
judgment concerning current conditions and future trends
along with the matching of historical data permits a
depreciation analyst to make an informed selection of an
account”’s average service life and survivor curve. When
selecting an average service life, a survivor curve is also
selected. When recommending depreciation rates, a
depreciation analyst selects the average service life and
survivor curve that are used to compute remaining life and

theoretical reserve.

DETERMINATION OF THE DEPRECIATION RATES

What 1is the purpose of this section of your direct

testimony?
In this section, 1 explain how depreciation rates are
determined, including identifying the formula for

D11-719
16
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depreciation rates. This portion of my direct testimony
also explains and fully discusses each portion of the
depreciation rate formula that iIs supported by my Updated
Study. Section 1V is broken into the following subparts,
which aligns with the components of the depreciation rate
formula that the Updated Study supports: (A) The
Depreciation Rate Formula; (B) Life Estimation;
(C) Theoretical Reserve; (D) Net Salvage Amounts or
Percentages; (E) Remaining Life; and (F) Depreciation

Accrual and Rates.

THE DEPRECIATION RATE FORMULA

How are the depreciation rates determined?

The formula used to derive depreciation rates calculates
annual depreciation accrual amounts for each group by
dividing the original cost of the asset (gross plant), less
book depreciation reserve, less estimated net salvage, by
the group’s respective remaining life. The resulting
annual accrual amounts for all depreciable property within
an account are accumulated, and the total is divided by the
original cost (gross plant) of all depreciable property

within the account to determine the depreciation rate.

What portion of the formula used to derive depreciation

D11-720
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rates i1s supported by the Updated Study?

The Updated Study determines several pieces of the overall
formula used to derive depreciation rates. The portions of
the formula derived by the Updated Study are:

a. Plant and Depreciation Reserve Balance: The

depreciation reserve was provided by the company with the
projected gross plant balance amounts and the projected
depreciation reserve as of December 31, 2024. The Updated
Study depreciation reserve balance is subtracted from gross
plant.

b. Life Estimation: The Updated Study describes the

analytical tools used to estimate the appropriate average
service lives and retirement survivor curve Tor each
depreciable account.

C. Theoretical Reserve: The theoretical reserve

represents the portion of a property group’s cost that would
have been accrued as depreciation reserve 1f current
expectations were used throughout the life of the property
group for future depreciation accruals. The theoretical
reserve for the asset group serves as a point of comparison
to the book reserve to determine if the unrecovered
investment of the asset and its removal cost are over or
under-accrued.

d. Net Salvage Amounts or Percentages: The Updated Study
D11-721
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supports the overall net salvage percentages. The Updated
Study calculates and recommends the net salvage percentages
for Distribution and General Plant accounts. For these
plant accounts, salvage and removal cost percentages are
calculated by dividing the current cost of salvage or
removal, as supported by the Updated Study, by the original
installed cost of the retired asset.

e. Remaining Life: The Updated Study supports the

remaining life calculation by determining the appropriate
average service lives and retirement survivor curve for
each account.

T. Resulting Annual Depreciation Accrual and Depreciation

Rates: As discussed above, the Updated Study calculates

the depreciation rates and the annual accrual amounts are
then derived from these rates. The computation of the
annual depreciation rates and annual accrual amounts is

shown in Appendix A of Exhibit DAW-1, Document No. 2.

LIFE ESTIMATION
What method does the study use to analyze historical data
for Distribution and General plant to estimate life

characteristics?

I analyzed all Distribution and General Plant accounts

using the actuarial analysis (retirement rate method) to

D11-722
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estimate the life of the property i1In each account.
Depreciation analysts use models of property mortality
characteristics that have been validated iIn research and
empirical applications In much the same manner as human

mortality is analyzed by actuaries.

How did you determine the average service lives for

Distribution and General plant?

As noted above, | used actuarial analysis and judgment to
determine the appropriate average service lives for each
account In the Distribution and General functions. Graphs
and tables supporting the analysis and the chosen lowa
Curves used to determine the average service lives for
analyzed accounts are found iIn the Determination of the
Lives and Net Salvage section of Document No. 2 of my
exhibit, Appendix D. A summary comparison of the approved
and proposed depreciable lives is shown in Document No. 3,

Schedule 3 and Document No. 2, Appendix C of my exhibit.

Please describe some of the changes iIn the average service

lives for the various Distribution and General accounts.

For Distribution and General Accounts, there are 7 accounts

with iIncreasing lives; one account with decreasing lives;

D11-723
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and 28 accounts where there iIs no change. Examples of some
of the changes iIn average service lives for Distribution
and General Plant are as follows:

a. The two accounts with the largest life increases,
which each iIncreased by 3 years, were: (1) Distribution
Account 38700 Other Equipment; and (2) Distribution Account
39204 Trailers and Other.

b. AlIl the accounts (6 out of 36) with increasing lives
have increases of 3 years or less. Further discussion of
the increases is detailed for each account in the Updated
Study report.

c. General Account 39201 Vehicles up to % ton decreased iIn

life by 1 year.

Further discussion of the decreases is detailed for each

account In the Updated Study report.

What method did you use In the Updated Study to predict the
life characteristics of assets that will be added during
the forecast period which currently are not part of the
company’s plant-in service assets or were recently added to

the company’s plant-in service assets?

Since no historical data was available for those assets, |

reviewed iInformation provided by company personnel and

D11-724
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reviewed the life parameters used by other natural gas
utilities across the nation. The proposed lives for these
accounts are shown in Appendix C of the Updated Study and

are discussed in Document No. 2 of my exhibit.

THEORETICAL RESERVE
What purpose does the theoretical reserve serve 1In a

depreciation study?

The theoretical reserve represents the portion of a
property group’s cost that would have been accrued as
depreciation reserve i1f current life and net salvage
expectations were used and achieved throughout the life of
the property group TfTor depreciation accruals. The
theoretical reserve for the asset group serves as a point
of comparison to the book reserve to determine if the
unrecovered investment of the asset and its removal cost

are over or under-accrued.

How did you determine the theoretical reserve reflected iIn

the Updated Study?

I computed the theoretical reserves in the Updated Study
based on projected plant balances as of December 31, 2024.

The theoretical reserve was calculated using a reserve

D11-725
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model that relies on a prospective concept relating future
retirement and accrual patterns for property, given current
life and salvage estimates. More specifically, the
theoretical reserve of a property group was determined from
the estimated remaining life of the group, the total life
of the group, and estimated net salvage. This computation
for the straight-line, remaining-life theoretical reserve
ratio, which I describe 1n more detail in Document No. 2 of
my exhibit, involved multiplying the vintage balances
within the property group by the theoretical reserve ratio

for each vintage.

Is i1t desirable for the depreciation reserve to conform to

the theoretical reserve?

Yes. It is desirable for the depreciation reserve to conform
as closely as possible to the theoretical reserve. When
remaining life rates are used, the theoretical reserve
provides the basis for any over-accrual or under-accrual iIn
setting the depreciation rates at the appropriate level

based on current parameters and expectations.

How do the book and theoretical reserve compare iIn this

study?

D11-726
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As shown in Document No. 2 of my exhibit, Appendix E, the
theoretical reserve 1i1s Ilower than the book reserve,
creating a surplus that is netted over the remaining life
of the account and has the effect of decreasing the
depreciation rate. Rates by account for Distribution and
General are shown in Document No. 2 of my exhibit, Appendix

B.

Overall, the Updated Study found a surplus of $119.6 million
at December 31, 2024 based on the recommended life and net
salvage parameters. The depreciation rates are designed to
eliminate that surplus over the remaining life of the
distribution depreciable assets and the average remaining
life for the accounts where the company is proposing general

plant amortization.

How was the difference between the book and theoretical

reserve handled in the Peoples” last depreciation study?

The Florida Public Service Commission (““Commission™)
approved the use of remaining life to amortize that amount
in Docket No. 20200166-GU. This Updated Study proposes the

same methodology.

(D.) NET SALVAGE AMOUNTS OR PERCENTAGES

D11-727
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What i1s net salvage as determined for all the company’s

plant assets?

While discussed more fully in the Updated Study itself, net
salvage i1s the difference between the gross salvage (what
the asset was sold for) and the cost of removal (cost to
remove and dispose of the asset) (“COR™). IT the COR
exceeds gross salvage, net salvage i1s negative. Some plant
assets can experience significant negative removal cost
percentages due to the amount of removal cost and the timing

of any capital additions versus the retirement.

Salvage and removal cost percentages are calculated by
dividing the current cost of salvage or removal by the

original installed cost of the assets retired.

How did you determine the net salvage percentages for each

asset group in Distribution and General plant?

I started by using an industry-standard method that divides
the current cost of removal and salvage by the original
installed cost of the assets retired. However, 1 also
applied judgment to select a net salvage percentage that
represents the future expectations for each account. The

recommended lives and net salvage parameters remain the

D11-728
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same in the Study filed December 28, 2022 and the Updated
Study. In applying this judgment, I compiled and considered
historical salvage and removal data by account to determine
values and trends in gross salvage and removal cost. The
account data for retirements, gross salvage, and COR
covered the period from 1983 - 2021 and is detailed iIn the
Updated Study. |1 calculated moving averages with this data,
with the intent to remove timing differences between
retirement and salvage and removal cost; | analyzed those
moving averages over varying periods up to 10 years. These
calculations are shown In Document No. 2, Appendix D of my

exhibit.

Is 1t sufficient to only analyze historical data to form

your life and net salvage estimates?

No. Historic life and salvage data are the primary factors
to consider 1n making life and net salvage recommendations,
but 1t i1s crucial to incorporate future trends, changes in
equipment and company-specific operational information
before finally making life and net salvage recommendations.
Once all the calculations and data are prepared, 1 applied
professional judgment, considered company expectations and
trends, and evaluated the magnitude of the potential change

to determine the appropriate net salvage percentages. A

D11-729
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comparison of the approved and proposed net salvage
percentages is shown in Document No. 3, Schedule 2 and iIn

Document No. 2, Appendix C of my exhibit.

Please describe the major changes in the net salvage

percentages for the various accounts.

The detailed analysis of each account is described fully iIn
Document No. 2 of my exhibit. Net salvage is trending
toward more negative net salvage due to the increased costs
of labor, safety, and environmental compliance associated
with retiring utility assets and the longer lives being
experienced for many assets. For Peoples, net salvage iIn
nine accounts decreased (became more negative) while three
increased (became less negative or more positive), there
was one account where no comparison could be made and
twenty-one accounts were unchanged. Examples of some of
the changes i1n net salvage are:

a. The most significant changes of 10 percent or more
(more negative) iIn net salvage percentages were 1iIn:
Distribution Account 37600, Steel Mains, which decreased
from negative 50 to negative 60 percent; Account 37800
Measuring and Regulating Stations General which decreased
from negative 10 to negative 20 percent; and Account 37900

Measuring and Regulating Stations City Gas which decreased

D11-730
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from negative 10 to negative 20 percent.

b. The most significant 1increases 1In net salvage
percentage were for General Plant Account 39204 Trailers
and Others which increased from a positive 15 percent to
positive 20 percent net salvage and Account 39205 Vehicles
Over 1 Ton which iIncreased from a positive 4 percent to

positive 7 percent net salvage.

In addition to the account specific detail, general factors
impacting removal costs are discussed in the Updated Study.

See Document No. 2 of my exhibit.

How did you determine the net salvage percentages for

accounts where no history exists?

I used the existing net salvage parameters for Account 33600
RNG and 36400 LNG. The company also has a new category of
assets i1n Account 33601 RNG Plant Leased -15 Years. As
mentioned above, the company has entered iInto a contract
for a large portion of the RNG assets. Contract terms
specify no net salvage, so no net salvage is proposed for
those assets. The net salvage parameter for Account 33601
was requested iIn a separate Commission docket Ffiled
December 15, 2022. The company will review these proposals

in future depreciation studies and as the company gains

D11-731
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actual experience with these assets.

How do the life and net salvage parameters compare between
the Depreciation Study filed on December 28, 2022, and the

Updated Study?

There was no change iIn the proposed life and net salvage
parameters for each plant account between the original
Depreciation Study and Updated Study. The items that
changed were forecast plant balances and accumulated

depreciation amounts at December 31, 2024.

REMAINING LIFE

Having determined the theoretical reserve, the book
reserve, and calculated net salvage, please describe how
you used the remaining life for each account to calculate
the depreciation rates and annual depreciation accrual

expense.

I used a three-step process to determine the remaining life
for each account. First, | used historic data through
December 31, 2021 and applied judgment to estimate life and
net salvage parameters. Then, 1 developed the vintage

balances and reserves as of December 31, 2024.

D11-732
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Using those i1nputs, | estimated the remaining life for each
vintage in the group by applying the proposed average life
and dispersion curve by vintage and computing the direct

weighting remaining life for each plant account.

DEPRECIATION ACCRUAL RATES
Please describe the final steps 1i1n calculating the

depreciation rates and annual depreciation accrual expense.

I used a two-step process to calculate the depreciation
rates. In the Tfirst step, as discussed earlier, |
used historical data through December 31, 2021, company
information, and judgment to estimate life and net salvage
parameters. 1 then used the vintage balances and reserves
as of December 31, 2024 to compute the proposed depreciation
accrual expense and rates using the estimated life and net

salvage parameters.

In the Updated Study, 1 calculated the depreciation accrual
rates using the same methodology as was used in developing
the depreciation rates approved by the Commission in Docket
No. 20200166-GU, Order No. PSC-2020-0485-FOF-GU. More
discussion on the computation of accrual rates is found iIn
the Updated Study and the calculations are shown 1n Document

No. 2, Appendix A of my exhibit.
D11-733
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CHANGE IN DEPRECIATION EXPENSE AS A RESULT
What 1s the purpose of this section of your direct

testimony?

In this section of my direct testimony, | discuss the change
In depreciation expense as a result of the proposed
depreciation rates. Specifically, 1 describe the changes
in depreciation expense and explain why Peoples”

depreciation expense iIs iIncreasing.

Please summarize the Updated Study results with respect to

changes 1In depreciation expense.

Based on the depreciation rates indicated in the Updated
Study, as applied to forecasted plant balances as of
December 31, 2024, the overall change 1in annual
depreciation expense Is an increase of approximately $9.0
million for currently existing asset classes. Document No.
3, Schedule 1 of my exhibit, reflects an increase of $8.3
million in Distribution, an increase of $0.7 million 1in
General and no change for intangible property. There is
also a decrease of $16,000 for RNG and LNG assets which

will be added in the forecast period.

There are two asset types, Mains (376) and Services (380),
D11-734
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in the Distribution function that are driving the iIncrease.
Account 37600 Steel Mains, Account 37602 Plastic Mains,
Account 38000 Steel Services, and Account 38002 Plastic
Services all retained the same average service lives and
dispersion, with more negative net salvage. Since these
are the company’s largest accounts, the 1i1mpact 1is an
increase In depreciation expense compared to the existing

rates.

Have you proposed depreciation rates for certain expected

plant additions?

Yes. In the Updated Study we are updating the depreciation
rates including a proposed life, net salvage and resulting
depreciation rate for the company’s gathering and LNG plant
additions which 1include: Account 33600 RNG and Account
36400 LNG plant. On December 15, 2022, the company made a
separate fTiling for depreciation accrual rates, lives and
net salvage parameters for Account 33601 RNG Plant Leased
- 15 years. The same rate included in the separate December
filing is proposed iIn this Updated Study. Accounts 33600
and 36400 use the same life and net salvage parameters
approved in the company’s prior docket. The depreciation
expense on these assets added through 2024 is proposed to

be $3.0 million annually.

D11-735
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CONCLUSION

Based on the Updated Study, what are the appropriate
depreciation parameters (e.g., service life, remaining
life, net salvage percentage, and reserve percentage) and
resulting depreciation rate for each distribution and

general plant account?

The appropriate depreciation parameters and rate components
are set out in the Updated Study submitted as Exhibit DAW-

1, Document 2 to my direct testimony.

Based on the application of the depreciation parameters in
the Updated Study, and a comparison of the theoretical
reserves to the book reserves, what are the resulting

imbalances, if any?

Overall, the Updated Study found a surplus of $119.6 million
at December 31, 2024 based on the recommended life and net

salvage parameters.

What, 1f any, corrective depreciation reserve measures

should be taken with respect to any imbalances identified?

The proposed depreciation rates are designed to eliminate

that surplus over the remaining life of the distribution

D11-736
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depreciable assets and the average remaining life for the
accounts where the company 1is proposing general plant

amortization.

What should be the iImplementation date for revised

depreciation rates and amortization schedules?

The i1mplementation date should be January 1, 2024 as

proposed by the company.

Mr. Watson, do you have any concluding remarks?

Yes. The Updated Study and analysis performed under my
supervision Tully supports setting depreciation rates at
the level 1 have iIndicated in my direct testimony. The
company should continue to periodically review the annual
depreciation rates for 1its property. In this way, the
company’s depreciation expense will more accurately reflect
its cost of operations and the rates for all customers will
include an appropriate share of the capital expended for

their benefit.

The Updated Study analysis for Peoples” depreciable
property for actual plant assets as of December 31, 2021

describes the extensive analysis performed. The forecast

D11-737
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plant balances and reserves at December 31, 2024 result iIn

rates that are now appropriate for company property.

Does this conclude your direct testimony?

Yes, it does.

D11-738
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION
REBUTTAL TESTIMONY
OF
DANE A. WATSON

Please state your name, address, occupation and employer.

My name is Dane A. Watson. My business address is 101 E.
Park Blvd, Suite 220, Plano, TX 75704. 1 am a Partner with

Alliance Consulting Group.

Are you the same Dane A. Watson who filed direct testimony

in this proceeding?

Yes, | am.

What is the purpose of your rebuttal testimony?

The purpose of my rebuttal testimony iIs to describe and
explain the company’s revised depreciation study (“July
2023 Study”), and to address errors and shortcomings
related to depreciation recommendations in the prepared
direct testimony of witness David J. Garrett, testifying on

behalf of the Florida Office of Public Counsel (*“OPC™).

E7-234
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Please explain how your rebuttal testimony is organized.

I will first explain the changes captured in the July 2023
study. Then, 1 will address OPC witness Garrett’s
recommendations for selected life parameters which produce
lower depreciation rates than those I recommend and explain

the issues with those recommendations.

Have you prepared an exhibit supporting your rebuttal

testimony?

Yes. 1 have prepared an exhibit entitled “DAW-2 — Rebuttal
Exhibit of Dane A. Watson” that consists of three documents.
Document No. 1 to my rebuttal exhibit contains the endnotes
referenced in my testimony. Document No. 2 is the revised
July 2023 Study. Document No. 3 to my rebuttal exhibit
shows the computation of proposed depreciation rates using
a year-end 2023 study date. My computation of depreciation
rates using activity ending December 31, 2023, differs from
the depreciation rates determined by witness Garrett on his
Exhibit DJG-26, pages 1 and 2, that use the same December
31, 2023 study date and my unadjusted parameters. Later in
my testimony I will discuss the main drivers of the
differences. In witness Rachel Parsons’ Rebuttal Testimony

(see Exhibit RBP-2, Document No. 6), she has calculated the
E7-235
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difference 1In the 2024 test vyear depreciation and
amortization expense that results from using my December
31, 2023 based depreciation rates as compared to witness

Garrett’s.

The July 2023 Depreciation Study

Q-

Have you recently revised the rates in your updated

depreciation study?

Yes. | recently filed a new version of the depreciation
study as a supplemental response to Staff’s Interrogatory

No. 99. I refer to this study as the “July 2023 Study.”

Why was a revised depreciation study necessary?

In the process of preparing the response to Staff’s
Interrogatory No. 99, we realized that the $34 million
amortization of excess depreciation reserve was reflected
both 1n Account 376.00 Mains Steel and again across all
distribution accounts under my proposed treatment of the
reserve. In effect, the $34 million had been removed twice.
The July 2023 Study corrects that issue and updates some of

the tables in the narrative of the depreciation study.

Are there any other changes reflected in the July 2023
E7-236
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Study?

Yes. 1 also corrected a version error related to the
December 31, 2024 book reserve amounts. As a result of
this correction, my proposed depreciation rates for four

accounts have been revised as shown in the table below.

Zpril 2023 study July 2023 Study

Locount Proposed Rate Propossed Rate
351.00 Office Furniture 6.3% 5.1%
351.01 Computer Equipment B.1% 8.0%
351.02 0ffice Equipment 6.2% 6.1%
282.05 Vehicles over 1 Ton 3.6% 5.5%

Did these adjustments make a large difference 1in the

recommended 2024 test year depreciation expense?

No. As shown in the table below, the change in the 2024
test year depreciation expense from the April 2023 study
filed with my direct testimony and the July 2023 Study is
a decrease of approximately $36,000. Although these
adjustments had only a small impact on the 2024 depreciation
expense, the July 2023 Study correction also increased the
theoretical reserve difference compared to the book reserve
(““Reserve Surplus”) as of December 31, 2024 by
approximately $34.0 million (see table below) as a result
of the correction to account 376.00 Mains Steel. Due to
the Florida Public Service Commission’s (“FPSC” or

“Commission”) practice of rounding to one decimal place iIn

E7-237
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determining proposed depreciation rates, the $34 million
correction did not impact the proposed rate for account
376.00. The July 2023 Study is also included as Exhibit

DAW-2, Document No. 2 to this testimony.

PEOPLES GAS DEPRECIATION STUDY COMPARISON
Study July 2023 April 2023 Difference
2024 Expense $91,187,078  $91,223,370 ($36,292)
Reserve Surplus $153,602,413 $119,634,198 $33,968,215

OPC Witness Garrett’s Testimony

Q- Please summarize the key concerns and disagreements you

have regarding the substance of witness Garrett’s

testimony.
A. My key disagreements are:
1. The five life parameter changes recommended by OPC

witness Garrett are i1nappropriate and based on flawed
analysis

2. OPC”’s recommendation to return the entirety of the
theoretical reserve surplus compared to the book
reserve over 10 years is a dramatic departure from
witness Garrett’s prior testimony before this
Commission. |1t further contradicts sound depreciation

theory.
E7-238
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PROPOSED LIFE PARAMETERS

Q.

What recommendations does witness Garrett make with regard

to various account service lives?

Witness Garrett suggests that the proposed service lives

for five distribution accounts should be extended.?

How do witness Garrett’s proposed lives and survivor curves
for the five accounts at issue compare with those currently
approved for Peoples Gas System, Inc. (“Peoples” or the

“company”) and your proposals?

Table 1 below compares my proposals to witnhess Garrett’s

proposals for the existing life and survivor parameters for

the five accounts at issue.

E7-239
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Feoples Gas

Comparison of Depreciation Parameters
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E7-240

Company
Current Proposad OPC Proposed
Average Average Average
Account Service  Curve Service Curve Service Curve
Mumber Account Title Life Type Life Type Life Type
(yrs) (yrs) (yrs)
37600 | Mains Steel 65 R15 65 R1.5 7o R1.5
37602 | Mains Plastic 75 R2 [] R2 82 R2
37900 | Meas & Reg Station Eqp City 50 R2.5 52 R2 60 R2
38002 | Services Plastic 55 R1.5 55 R2.5 G2 R2
38200 | Meter Installations 44 R1 45 R1.5 55 RO.5

Do you agree with witness Garrett’s recommendations?

No.

Witness Garrett’s proposed service lives for the five

distribution mass property accounts are unreasonable and
are not based on sound depreciation practices. Witness
Garrett’s recommendations should be rejected, and my

proposed service lives should be adopted.

Would you elaborate on your disagreement with witness

Garrett’s life selections?

E7-240
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Yes. There are a number of global and systematic errors in
witness Garrett’s analysis which lead to inappropriate life
recommendations. I will address those iIn this section.
Later, I will discuss account-specific issues with witness

Garrett’s fTive life recommendations.

Is witness Garrett consistent in the placement and

experience bands he relies on for his recommendations?

No. Over the course of three cases for Peoples where
witness Garrett made life recommendations, he has used
different placement and experience bands iIn each proceeding
with varying justification in each iInstance.

e In the 2017 case, witness Garrett did not specifically
state the placement experience band used for each
account, but it appears the placement band is the longest
experience available from his Exhibits and Workpapers.2
I assume he used all retirement data available which
would produce an experience band of 1983-2015.

e In the 2020 case, witness Garrett used a non-existent
experience band that included 12 or more years with no

retirements as his only band.® This skewed his analytical

results and ultimately his recommendations.
e In this case, witness Garrett relied on placement and

experience bands of 1983-2021 for his recommendations.

E7-241
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Witness Garrett offers that he reviewed multiple
placement and experience bands, but he only presents one
band in his Exhibits and workpapers. Witness Garrett

states:

This time period strikes a good balance between
considering a sufficient amount of data and
considering relatively newer data. In this
particular case, most of the accounts discussed
below have been affected by asset replacement
programs in which relatively newer assets may
have different life characteristics than older
assets. Thus, i1t can be iInstructive to focus on
relatively newer vintage years when conducting

analyses.’

Do you agree with witness Garrett’s decision to use only

one placement and experience band?

No. The erroneous experience band was discussed above.
Witness Garrett’s use of only one placement and experience
band is an additional issue that does not follow sound
depreciation practice or guidance, and in my expert
opinion, does not lead to accurate results iIn this case.

NARUC”s Public Utility Depreciation Practices advocates the

E7-242
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use of multiple bands:

Banding is compositing a number of years of data
in order to merge them into a single data set
for further analysis. Often, several bands are
analyzed. By making determinations of the life
and retirement dispersion iIn successive bands,
the analyst can get a clear indication of whether
there is a trend in either the life of the plant

or in the dispersion of the retirements.>

Another learned treatise, Depreciation Systems, offers

similar guidance:

The analyst must use good judgment when
determining band widths. Many empirical
procedures governing this choice have been
developed. These iInclude the selection bands of
fixed width, often 3, 5, or 10 years; rolling
bands, 1n which one band overlaps the next; and
shrinking bands, in which the width of the band
systematically decreases.

A preferred approach is to select the bands based
on the history and the activities that occurred

during the period defined by the bands. Because

E7-243
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placement bands are often used to describe
property of a particular technology, a band could
be chosen that will be wide enough to include all
property of a similar technology. Experience
bands may be chosen to include the calendar years
during which a single force of retirement was of
particular interest.

Bands may be chosen to detect change in the

survivor characteristics.®

Witness Garrett does not explain why he has decided not to
follow this guidance and instead choose only one placement

and experience band.

What placement and experience bands did you use for purposes

of your Study?

I used five or more placement/experience bands for each
account at 1issue 1In this proceeding where sufficient
retirement data exists. | ran an overall placement band
with two experience bands: the overall experience band,
1983-2021, and 1997-2021 to isolate experience in those
transaction years. 1 also ran the 1983-2021 placement band
with the 1983-2018 and 1997-2021 experience bands. If

sufficient data existed for life analysis, 1 also ran an

E7-244
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overall band of 1997-2021.

Would you describe the global errors in witness Garrett’s

analysis?

Yes. Witness Garrett’s analysis:

Violated the principles behind actuarial analysis by only
using one placement and experience band (thereby not
analyzing trends in life through time). Further he
relied on longer bands in the prior cases. In this case
he presents placement experience band 1983-2021 as the
only period. For the accounts where we have different

positions he relies on a very short stub.

Account Description % Surviving
0Oldest Point

37600 Steel Mains B5.45%

37602 Plastic Mains B6.87%

37500 City Gate 892.36%

3go002 Plastic Services £4.84%

38200 Meter Installations T6.23%

Discarded relevant data in analyzing his single band by
using a novel (nhon-industry standard) approach that cut
off and i1gnored Company-specific experience.

Ignored both company-specific operational iInformation

E7-245
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and reasonable engineering expectations for the life of

assets.

You stated earlier that witness Garrett did not incorporate
information from company subject-matter experts (““SMES™) in

his recommendations. Why do you take issue with this?

Witness Garrett makes no indication in his testimony,
exhibits, or workpapers that he reviewed or incorporated
any information from Company experts 1in his life
recommendations. Information provided by SMEs on the
specific plant and equipment being studied is of critical
importance iIn the depreciation study process. 1In its 1996
edition of the publication Public Utility Depreciation
Practices, NARUC advises against strict reliance on

historical data and fitting, stating:

Depreciation analysts should avoid becoming
ensnared iIn the historical life study and relying
solely on mathematical solutions. The reason for
making an historic life analysis is to develop a
sufficient understanding of history in order to
evaluate whether it is a reasonable predictor of
the future. The i1mportance of being aware of

circumstances having direct bearing on the

E7-246
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reason for making an historical life analysis
cannot be understated. The analyst should become
familiar with the physical plant under study and
its operating environment, including talking
with the field people who use the equipment being

studied.”

For instance, witness Garrett ignores important information
for Account 379-City Gate Equipment. In talking with
Company experts, they gave a range of lives for different
equipment iIn this account. “Company experts estimate
different lives for different equipment: YZ odorizers may
last 40-50 years, heaters may last 20-30 years, and

regulators may last 30 years or more.”®

None of the company
SMEs estimated a component life for this account

approaching Witness Garrett’s recommendation of 60 years.

REASONABLENESS TEST

Q-

You stated above that witness Garrett did not consider the
life characteristics that would be normal or expected for
similar assets found across North America. Why is this

problematic?

The lives witnhess Garrett selected for the five accounts at

issue are beyond what would reasonably be expected for the

E7-247
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mix and types of assets within these accounts. Witness
Garrett fTails to take 1iInto account the shorter Llife
expectations TfTor individual retirement units (assets)
within each account as compared to his recommendations. IFf
the majority of the dollars in a particular account are
associated with assets that have projected lives between 20
and 40 years, an overall life for the account of 60 years
for that account will not be reasonable. This Is true even
iT mathematical curve matching on historical data for that
account over the last 80 years mechanically produces a 60-
year overall life. Simply recommending the output of a
statistical model without validating against operational
realities or reasonable norms iIs not an accurate way to set

asset lives.

ACCOUNT LEVEL DISCUSSION

Account 376 — Mains Steel

Q.

Please describe you and witness Garrett’s recommendations

for Account 376- Mains Steel?

I recommend retaining the existing service life for Account
376 Mains Steel, which 1is currently 65 R1.5. Witness
Garrett proposes 70 R1.5, which is an increase of 5 years
over the existing life and my recommendation. At December

31, 2021, the average age of survivors in this account 1is

E7-248
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13.47 years and the average age of retirements in this
account is 27.89 years. This information demonstrates that
this is a young account with little retirement experience

for the majority of the assets.

Do you agree with witness Garrett’s basis for proposing a

70 R1.5 Curve?

No. There are a number of reasons | disagree with witness
Garrett on the life for this account. First, witness
Garrett does not appear to factor in the life expectations
for specific assets iIn this account as communicated by
Company SMEs. My interview notes on this account indicate
the TfTollowing TfTactors that influence the life of this

account:

All steel are coated and wrapped and have
replaced most of the cast i1ron/bare steel. They
have an aggressive CP protection program. CI/BS
replacement program started ramping up in 2012.
They were replacing CI1/BS (which are from 30’s
through 60”s). Would expect the short-term life
to be longer due to those retirements. The
cathodic protection and AC mitigation iIs getting

better iIn some pipe. Capacity is driving steel

E7-249
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retirements (originally built iIn a less ‘gas
demanding” world). Steel program pipe i1s old
when retired and is, if anything, lengthening
the life seen in the analysis as compared to the
plastic. Steel i1s affected by more forces of
retirement than plastic. Some steel has not been
cathodically protected for its fTull life. It
plastic is scratched, i1t won’t corrode but steel

will.

Second, witness Garrett’s life analysis does not have an
observed life table that is long enough to meet criteria
recommended by authoritative texts that he quotes 1In

Appendix C of his direct testimony.®

Third, as also discussed earlier, witness Garrett only
examines one band for his proposal. In contrast, | used
five different placement and experience bands as shown in
my workpapers. As stated i1n NARUC’s Public Utility
Depreciation Practices, it 1is 1important to look at

different placement bands and experience bands:

“Placement bands may be used to show the effects
and technological and material changes, whereas

experience bands are used the show the effects

E7-250
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of business and operational changes. Such
banding i1s necessary because the analyst does
not have access to a database wherein each factor
(e.g., change in materials/technology or

operational environment) is held constant.”°

What does a visual comparison over multiple bands show when
correcting the previously discussed errors iIn witness

Garrett’s analysis?

Below are graphs over various placement and experience
bands. The blue triangles represent the observed life
table, the green rectangles represent the Company’s
proposal, and the aqua slanted triangles show witness
Garrett’s proposal. The first graph shows the period 1910-
2021 for the placement and 1983-2021 experience band with
both my recommendation and that of witness Garrett. My

recommendation i1s clearly a better match.

E7-251
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Account: 37600

Scenario: Peoples Gas @ 2021

Percent Surviving

proposal

is a better visual match.

Account: 37600

Scenario: Peoples Gas @ 2021
a Actual Data

8 R1.565.00

4 Actual Data 8 R1.565.00 v R1.570.00
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A change 1in the placement band to 1960-2021 with the

experience band of 1983-2021 again shows the Company’s
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The next graph shows the period 1983-2021 for the placement
and 1983-2021 experience band with both my recommendation
and that of witness Garrett. My recommendation is clearly

a better match.

A change i1n the placement band to 1983-2021 with the
experience band of 1983-2021 shows the competing proposals
are difficult to distinguish. This i1s the band witness
Garrett uses to support his recommendation. A graph for

than band is shown below.

Account: 37600
Scenario: Peoples Gas @ 2021

a Actual Data @ R1.565.00 v R1.570.00
et urrogag
manmmamﬂﬁﬁﬁgﬂﬁagﬁgﬁa
20 LLE) - TTP—
EEBE
b4l
= 60
=
77
T 40
o
o
a
20
0
0 10 20 30 40 50

Age (Years)
Vintages: 1883-2021
Activity Years: 1983-2021

Note that the observed life table ends at approximately 85
percent; on a graph with an axis from O to 100 percent, it
IS hard to separate the recommendations.

The authoritative treatises witness Garrett refences have

E7-253
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specific guidance about how much data to include in the
various bands. NARUC’s Public Utility Practices recommends
that the stub curve go to at least 50% for reliability.12

Depreciation Systems recommends an even longer stub for
reliability, stating: “Often the middle section of the curve
(that section ranging from approximately 80% to 20%
surviving) 1is given more weight than the first and last
sections. The middle section i1s relatively straight and is
the portion of the curve that often best characterizes the
survivor curve.® Given the short stub curve, it is
difficult to differentiate the two curves with a y axis

that goes from O to 100 percent.

IT I change the axis on witness Garrett’s graphs to magnify
the y axis from 80 to 100 percent, then one can distinguish

which curve is a better match.

E7-254
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Account 37600

Placement and Experience Band 1983-2021

100% A

90%

Percent Surviving

80%

0 5 10 15 20 25 30 35 40
Age in Years
A OLT Company OPC
R1.5-65 R1.5-70

A change in the placement band to 1969-2021 with the
experience band of 1983-2021 again shows the Company’s

proposal is a better visual match.

By selecting only one band (and having the errors discussed
earlier), witness Garrett’s analysis doesn’t fully analyze
or accurately represent the Company’s historical

experience.

I believe the Company’s curve is a better match for this

E7-255
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and all other bands.

Are there other aspects that you considered In your 65 R1.5

recommendation?

Yes. The fit I selected was one of 16 different fits across
multiple placement and experience bands, which can be found
in my workpapers. There are a variety of assets with a mix
of lives recorded in this account and my retention of a 65-

year life is reasonable.

Do you have any additional comments on the life

recommendation for this account?

Yes. My life recommendation of 65-R1.5 recognizes both the
indications in the life analysis and the Company-specific
information from the SMEs. SMEs recommended retention of
the existing life. To move the life another five years
from my recommendation IS excessive.

In Docket 20160159-GU for Peoples Gas, witness Garrett
recommended a 55 R2 life for this account. In Docket
20200059-GU for Peoples Gas, witness Garrett recommended a
65 R1.5 life for this account. It does not seem logical
that that three years later, these same assets would last

7.7 percent“‘longer than witness Garrett’s recommendation

E7-256
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than he supported less than three years ago — especially
when he does not speak to any operational reason for the

change.

Account 376 — Mains Plastic

Q.

Please describe your and witness Garrett’s recommendations

for Account 376 Mains- Plastic?

I recommend retaining the existing service life for Account
376- Mains Plastic Steel, which is currently 75 R2. Witness
Garrett proposes 82 R2, which is an increase of seven years
over the existing life and my recommendation. At December
31, 2021, the average age of survivors in this account 1is
11.23 years and the average age of retirements in this
account is 21.32 years. This information demonstrates the
account Is more mature with assets that are replaced on an

ongoing basis.

Do you agree with witness Garrett’s basis for proposing an

82 R2 Curve?

No. There are a number of reasons | disagree with witness
Garrett on the life for this account. First, witness
Garrett does not appear to factor in the life expectations

for specific assets iIn this account as communicated by

E7-257
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Company SMEs. My interview notes on this account indicate
the TfTollowing TfTactors that influence the life of this

account:

PPP (Problematic Plastic Pipe) program started
ramping up around 2017. The retirements would
be focusing on pre-1984 pipe. Outside of the
PPP, there 1is little retirement iIn plastic
(relocations and dig ins are drivers). The
newer polyethylene pipe is likely to last 75
years. Aldyl-A was produced up to 1983.
Operationally, there is no driver other than
PPP that would change the 1life from that

currently approved.15

Second and third, as discussed earlier, witness Garrett’s
life analysis is flawed, and he only examines one band for
his proposal. In contrast, | used seven different placement
experience bands as shown in my workpapers. As stated
earlier, NARUC’s Public Utility Depreciation Practices
notes that i1t is important to look at different placement
bands and experience bands: “Placement bands may be used to
show the effects and technological and material changes,
whereas experience bands are used the show the effects of

business and operational changes. Such banding 1is

E7-258
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necessary because the analyst does not have access to a
database wherein each factor (e.g-, change in
materials/technology or operational environment) is held

constant.”’*®

What does a visual comparison over multiple bands show?

Below are graphs over various placement and experience
bands. The blue triangles represent the observed life
table, the green rectangles represent the Company’s
proposal, and the aqua slanted triangles show witness
Garrett’s proposal. The graph below shows our competing
selections for the period 1959-2021 for the placement band
and 1983-2021 experience band. My recommendation 1is

clearly a superior match.

Account: 37602
Scenario: Peoples Gas @ 2021
a Actual Data @ R275.00 v R282.00
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BEag
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Activity Years: 1983-2021
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When 1 retain the 1959-2021 placement band and narrow the
experience band to 1997-2021, the Company’s proposal 1is

still a better visual match as shown below.

Account: 37602
Scenario: Peoples Gas @ 2021

a Actual Data = R275.00 v R282.00
100 EesteesmworSiaggg
nnnnnnﬁnnix““““L
30 T LA
‘0 vy

= A, Gene Bg Vv
£ - “A Hﬂﬂ
E 60 EYYYTYYVYYY
@
40
o
@
[+ R

20

0
0 14 28 42 56 70

Age (Years)
Vintages: 1959-2021
Activity Years: 1997-2021

When 1 change the placement band and experience band to
1983-2021 for both, this is the curve witness Garett

presents as representative of this account. '

E7-260
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Account: 37602
Scenario: Peoples Gas @ 2021

a Actual Data a R2 75.00 v R282.00
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IT I change the axis on witness Garrett’s graphs to magnify
the y axis from 80 to 100 percent, then one can distinguish

which curve i1Is a better match.
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ACCOUNT 37602

Placement Band and Experience Band 1983-2001
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Are there other aspects that you considered in your 75 R2
RO.5 recommendation?

Yes. The fit I selected was one of 17 different fits across
multiple placement and experience bands, which can be found
in my workpapers. There are a variety of assets with a mix
of lives recorded in this account and my recommendation of
a 75-year life iIs reasonable.
additional comments on the life

Do vyou have any

recommendation for this account?

E7-262
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Yes. My life recommendation of 75-R2 recognizes both the
indications in the life analysis and the Company-specific
information from the SMEs. Witness Garrett’s proposal to
move the life another seven years from my recommendation is
excessive. When compared to existing parameters, witness
Garrett’s life represents an increase of seven years or a

9.3" percent change.

What life did witness Garrett recommend for this account in

the recent Florida City Gas case?

In Docket 20170179-GU for Florida City Gas, witness Garrett
recommended a 59 S3' life for this account. In Docket
20220069-GU for Florida City Gas, witness Garrett
recommended a 70 R3*° life for this account. It does not
seem logical that Peoples would have assets iIn this account
that last 17.1% percent longer than witness Garrett’s

recommendation for another Florida utility.

Account 379 — Measuring and Regulating Equipment — City Gate

Q.

Please describe your and witness Garrett’s recommendations
for Account 379- Measuring and Regulating Equipment — City

Gate?

I recommend a slight increase i1n service life for Account

E7-263
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379-Measuring and Regulating City Gate. The existing life
for this account 1s 50 R2.5, and I propose a life of 52 R2,
which 1i1s a two-year 1increase from the existing life.
Witness Garrett proposes 60 R2, which is an increase of ten
years over the existing life and eight years greater than
my recommendation. In Peoples” last Study filed in Docket
No. 20160159-GU, witness Garrett proposed 55 R.15 and only
five years later his recommendation has changed
significantly. At December 31, 2021, the average age of
survivors in this account is 7.29 years and the average age
of retirements in this account 1is 25.50 years. This
information demonstrates that this iIs a young account with

little retirement experience for the majority of the assets.

Do you agree with witness Garrett’s basis for proposing

an 60 R2 Curve?

No. There are a number of reasons | disagree with witness
Garrett on the life for this account. First, witness
Garrett does not appear to factor in the life expectations
for specific assets iIn this account as communicated by
Company SMEs. My interview notes on this account indicate
the following factors that influence the life of this

account:

E7-264
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City gate i1s defined by being a take point
from a transmission system. They have been
in the process over the last few years of
aggressively rebuilding and upgrading
technology 1iIn city gates. Many of the
original gates are 50 years old or more
(some of which may have been upgraded over
the life of the city gate). They are
starting to build new city gates and are
doing more capital improvements than in the
past. They would expect a longer life from
a city gate than from a DRS.?* There are
over 90 city gates. There i1s not typically
any major change iIn gates after they are
installed (maybe heaters, orifice to
ultrasonic meters, increasing the size of
regulators, etc.) — except for when they
are upgraded. YZ Odorizers may last 30 to
40 years and are the sole type of odorizers
at the gates. Newer heaters may last 30
years or more. Regulators may last 30 years
or more if well maintained. Most of the
assets are iIn the site and pipe which may
last as long as steel mains. Newer stations

are expected to last longer than older ones.

32
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Buried piping is cathodically protected and

improved above ground atmospheric
protection programs. 50 years seems
reasonable from an operational

perspective.23

Next, witness Garrett only examines one band for his
proposal which ends at 92.36%**. As discussed in Account
37600, this account has insufficient data to meet criteria
recommended by authoritative literature. In contrast, 1
used Five different placement experience bands as shown iIn

my workpapers.

What does a visual comparison over multiple bands show?

Below are graphs over various placement and experience
bands. The blue triangles represent the observed life
table, the green rectangles represent the Company’s
proposal, and the aqua slanted triangles show witness
Garrett’s proposal. The Tirst graph shows Peoples”
competing recommendations over the period 1959-2021 for the
placement band and the correct 1983-2021 experience band.
As with other accounts, my recommendation is a better match

to the Company’s actual experience.

E7-266
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Another placement band of 1958-2021 and an experience band

1997-2021, my recommendation is a closer match to Company

experience than witness Garrett’s proposed life.

Account: 37900

Scenario: Peoples Gas @ 2021

4 Actual Data @ R252.00 v R260.00
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Age (Years)
Vintages: 1958-2021
Activity Years: 1997-2021
When 1 change the placement band and experience band to

1983-2021 for both,

this

presents as representative of this account._®
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Account: 37900
Scenario: Peoples Gas @ 2021
A Actual Data m R252.00 v R250.00
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o
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20
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sciviy Yoars: 1963-2021
IT I change the axis on witness Garrett’s graphs to magnify
the y axis from 80 to 100 percent, then one can distinguish
the curve pattern. This graph matches neither proposal
well, so reviewing results in different bands is necessary.
When examining the wider bands shown above, 1 believe my

proposed curve is a better match.
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ACCOUNT 379
Placement Band and Experience Band 1983-2001

100% AA-A~LAD B A A A A L,
= iy aa
- AAa

AAAAAAAAARA

.
tl

Percent Surviving
g

(o] 5 10 15 20 25 30 35 40

Age in Years

Do you have any additional comments on the life

recommendation for this account?

Yes. My life recommendation of 52 R2 recognizes both the
indications in the life analysis and the Company-specific
information from the SMEs. Further, my analysis recommends
a slight two year iIncrease over the existing life. To move
the life another eight years from my recommendation is
excessive. When compared to existing parameters, withess
Garrett’s life represents an increase of nine years or a
15.4% percent change. This level of change at one time
without an operational justification 1s unreasonable, 1is

not supported by the evidence, and should be rejected.

E7-269
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What life did witness Garrett recommend for this account in

the recent Florida City Gas case?

In Docket 20170179-GU for Florida City Gas, witness Garrett
recommended a 39 R0.5°" life for this account. In Docket
20220069-GU  for Florida City Gas, witness Garrett
recommended a 45 S3°° life for this account. It does not
seem logical that Peoples would have assets In this account
that last 33.3 percent29 longer than witness Garrett’s

recommendation for another Florida utility.

Account 380 — Plastic Services

Please describe your and witness Garrett’s recommendations

for Account 380 Plastic Services.

I recommend retaining the current life with a slight shift
in dispersion. The existing service life for Account 380
Plastic Services, which is currently 55 R1.5, to a 55 R2.5.
Witness Garrett proposes 62 R2, which is an iIncrease of
seven years over the existing and my recommendation. At
December 31, 2021, the average age of survivors iIn this
account is 10.70 years and the average age of retirements
in this account 1is 18.66 years. This i1nformation
demonstrates that this is an account with newer assets and

retirements that have not been iIn service for a full life

E7-270
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cycle.

Do you agree with witness Garrett’s basis for proposing a

62 R2 Curve?

No. There are a number of reasons | disagree with witness
Garrett on the life for this account. First, witness
Garrett does not appear to factor in the life expectations
for specific assets in this account as communicated by
Company SMEs. As stated in my interview notes, 1 mention

factors that influence the life of this account:

PPP program started retiring in around 2017
and the asset ages would be around 50 years
old. When steel mains are replaced, 1T there
is a plastic service, they will replace.
The PPP program and the BS/Cl programs are
artificially depressing the life.
Operationally, there is no driver other
than PPP that would change the life from

that currently approved.30

Second, as, with other accounts, witness Garrett only
examines one band for his proposal. In contrast, | used

five different placement and experience bands as shown in

E7-271
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my workpapers.

Finally, witness Garrett’s disregard for input from Company
SMEs renders his proposal a one-sided analysis aimed at

lowering Peoples” deprecation rates.

What does a visual comparison over multiple bands show?

Below are graphs over various placement and experience

bands. The blue triangles represent the observed life

table, the green rectangles represent the Company’s

proposal, and the aqua slanted triangles show witness
Garrett’s proposal. The first graph shows the period 1959—

2021 for the placement band and 1983-2021 experience band.

Account: 38002
Scenario: Peoples Gas @ 2021
a Actual Data m R2.555.00 v R262.00
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Use of the same placement band of 1959-2021 and experience

band of 1997-2021 below also again affirms the Company’s

proposal is a better fit of the activity iIn this account.
Account: 38002
Scenario: Peoples Gas @ 2021
a Actual Data @ R2.555.00 v R262.00
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Vintages: 1959-2021
Activity Years: 1997-2021
The next graph demonstrates the same placement and

experience band that witness Garrett displays for this

31
account.
Account: 38002
Scenario: Peoples Gas @ 2021
a Actual Data @ R2.555.00 v R262.00
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In my opinion, the Company’s proposed 55 R2.5 is a better

visual choice over all points.

With witness Garrett’s recommended 1983-2021 placement and
experience band, the observed life table is too short a
stub to be predictive of the life of the account (only going

to 84 percent surviving).

Does it make a difference to widen the y axis in this graph?

Yes. An expanded Y axis is shown in the graph below. Given
this band 1t i1s difficult to distinguish which curve i1s a
better match.

Account 38002

Placement Band and Experience Band 1983-2001

100% AA-Avp. deay
o,
Brp

[+
&~
AE‘

Percent Surviving
B

5 10 15 20

Agein Years

A OLT Company =

R2.5-55 _R}:.; E7_274
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Do you have any additional comments on the life

recommendation for this account?

Yes. My life recommendation of 55 R2.5 recognizes both the
indications in the life analysis and the Company-specific
information from the SMEs. Further, my analysis recommends
retention of the current life parameter. Reviewing the
longer bands and 1incorporating iInput from Company SMEs
reaffirms that the Company’s recommendation is the more

appropriate life parameter for this account.

Witness Garrett’s proposal to move the life another seven
years from my recommendation is excessive. When compared
to existing parameters, witness Garrett’s life represents
an increase of 7 years or a 12.7 percent change.32 This
level of change without operational reasons at one time is
unreasonable, is not supported by the evidence, and should

be rejected.

What life did witness Garrett recommend for this account in

the recent Florida City Gas case?

In Docket 20170179-GU for Florida City Gas, witness Garrett
recommended a 54 R2.5° life for this account. In Docket

20220069-GU  for Florida City Gas, witness Garrett
E7-275
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recommended a 55 R2.5* life for this account. It does not
seem logical that Peoples would have assets In this account
that last 12.7°% percent longer than witness Garrett’s

recommendation for another Florida utility.

Account 382 Meter Installations

Q-

Please describe your and witness Garrett’s recommendations
for Account 382-Meter Installations?

I recommend 1increasing the existing service life for
Account 382, which is currently 44 R1, to 45 R1.5. This
represents an increase of one year. Witness Garrett
proposes 55 R0O.5, which is an increase of eleven years over
the existing and ten years beyond my recommendation. At
December 31, 2021, the average age of survivors in this
account is 12.09 years and the average age of retirements
in this account 1is 13.72 years. This 1information
demonstrates that this is an account with newer assets and
retirements that have occurred before a Tull cycle of

activity has occurred.

Do you agree with witness Garrett’s basis for proposing a

55 RO.5 Curve?

No. There are a number of reasons | disagree with witness

Garrett on the life for this account. First, witness

E7-276
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the superiority of the Company’s proposal

Company SMEs. As stated in my interview notes,

factors that influence the life of this account:

The retrofitting of the meters to install
ERTs are booked in this account. .. When a
meter i1s replaced, there iIs no retirement
of installation cost or capitalization of
the new installation cost. Only when a
“failed family” event happens will there be
a retirement of installation and
capitalization of new installation. |IfT the
meter loop 1is replaced or abandoned, a
retirement will be triggered 1in this
account. For every meter set retirement,
they will retire 1 unit cost (FIFO) of meter
installation and regulator installation.
They would not necessarily replace the

meter set when the meter is replaced. *

44

620
E7-277

Garrett does not appear to factor in the life expectations

in this account as communicated by

I mention

Finally, the use of Company history as shown below validates
compared to

witness Garrett’s and incorporates input from Company SMEs.

E7-277
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What does a visual comparison over multiple bands show?

Below are graphs over various placement and experience
bands. The blue triangles represent the observed life
table, the green rectangles represent the Company’s
proposal, and the aqua slanted triangles show witness
Garrett’s proposal. The first graph shows the period 1939-—
2021 for the placement band and 1983-2021 experience band.
Overall, 1 follow the guidance of Depreciation Systems in
trying to match the slope of the graph from 80 percent to
20 percent surviving. I maintain my proposed curve is a

better match that witness Garrett’s proposed curve.

Account: 38200
Scenario: Peoples Gas @ 2021
a Actual Data o R1.545.00 v R0.555.00
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Witness Garrett’s proposal may appear a reasonable match,

but when we add the criteria that Depreciation Systems

E7-278
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recommends, 1 focused on matching the slope of the curve
from 80 percent surviving to 20 percent surviving. Based
on the fit from 80 percent to 20 percent, my proposal is a

better visual match.

The next graph shows the overall experience band and a
narrower experience band. Again, | maintain my proposed

curve iIs a better match than witness Garrett’s proposed

curve.
Account: 38200
Scenario: Peoples Gas @ 2021
a Actual Data @ R1.545.00 v R0.555.00
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Again, iIn this band witness Garrett’s proposal may appear
a reasonable match, but based on the criteria that
Depreciation Systems recommends, 1 focused on matching the

slope of the curve from 80 percent surviving to 20 percent

E7-279
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surviving. Based on the fit from 80 percent to 20 percent,

my proposal i1s a better visual match.

The next band shown below is the one witness Garrett

illustrates in his testimony and Exhibits.?

Account: 38200
Scenario: Peoples Gas @ 2021

a Actual Data 8 R1.545.00 v R0.555.00
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Vintages: 1983-2021
Activity Years: 1983-2021

Unfortunately, the observed life table iIn this band only
goes to 76 percent surviving, which makes the band not
predictive and the two proposals difficult to distinguish.
As discussed with respect to Account 376.00, authoritative
treatises recommend matching a longer stub curve than 76
percent surviving. The stub curve is not long enough to be
predictive and not robust enough to make any material

movement in life.

E7-280
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Q- Is there another perspective one can review to compare the
two proposals?

A. Yes. | have taken witness Garrett’s workpaper and reset the

y axis for the graph to magnify the area that contains
relevant data. Neither curve i1s a good visual match for
that placement and experience band.

Account 382

Placement and Experience Band 1983-2021
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R1.5-45 R0O.5-55
Q. Do you have any additional comments on the life
recommendation for this account?
A. Yes. My life recommendation of 45 R1.5 recognizes both the
E7-281
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indications in the life analysis and the Company-specific
information from the SMEs. Further, my analysis recommends
an increase of one year over the existing life. To move the
life another seven ten from my recommendation is excessive.
When compared to existing parameters, witness Garrett’s
life represents an increase of 11 years or a 25 percent
change. This level of change without operational reasons
at one time is unreasonable, is not supported by the

evidence, and should be rejected.

What life did witness Garrett recommend for this account

in the recent Florida City Gas cases?

In Docket 20170179-GU for Florida City Gas, witness Garrett
recommended a 34 S3* life for this account. In Docket
20220069-GU for Florida City Gas, witness Garrett
recommended a 35 R3* life for this account. It does not
seem logical that Peoples would have assets iIn this account
that last 57.14"° percent longer than witness Garrett’s

recommendation for another Florida utility.

OTHER ISSUES

What 1is witness Garrett’s recommendation regarding the

reserve surplus?

E7-282
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Witness Garrett and witness Kollen recommend amortizing any
reserve imbalance over 10 years. Reserve imbalances change
in each depreciation study (as evidenced by the decrease iIn
surplus since the last study). Depreciation theory and the
use of the remaining Hlife technique 1In calculating
depreciation rates will spread any surplus (or deficit)
over the remaining life of the asset group. To do
otherwise, as suggested by witness Garrett and witness
Kollen, i1s a policy decision, not a depreciation theory

decision.

Did you review witness Garrett’s computations of rates

based on 2023 year end balances?

Yes. | made those computations using year end 2023 data in
response to Staff’s Fifth Request for Production of
Documents. Witnhess Garrett uses the MFR year end 2023 data
which shows the $34 Million adjustment applied against
Account 37600 Steel Mains. In my computation, 1 revised
distribution function reserves to include a portion of the
credit to all depreciable plant 1iIn the distribution
function. My proposed rates under that scenario do not
match witness Garrett’s due to some rounding issues iIn
average lives and the allocation of the $34 million credit.

I am providing the 2023 data using my proposed parameters

E7-283
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as Exhibit DAW-2, Document No. 3.%

SUMMARY
Q-

Please summarize your rebuttal testimony.

I conducted a complete depreciation study using standard
depreciation processes and methodologies that resulted iIn
the recommended parameters and depreciation rates. My
recommended life and net salvage parameters are reasonable
and more aligned with other gas utility companies in the
state of Florida, as discussed above. The depreciation
rates, as provided 1in Exhibit DAW-2, Document No. 1,
Appendices A and B of my direct testimony should be
applied to Peoples” plant in-service. Witness Garrett is
the only party to oppose my recommendations and resulting
depreciation rates. My depreciation rates, when applied to
Peoples” forecasted plant in-service balances, provide
fair and reasonable recovery to both Peoples and its

customers and should be adopted by this Commission.

Does this conclude your rebuttal testimony?

Yes, it does.

E7-284
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1 BY MR MEANS:

2 Q M. Watson, did you also prepare and cause to
3 be filed wwth your direct testinony an exhibit marked

4 DAW1 consisting of three docunents?

5 A Yes, | did.

6 Q Did you al so prepare and cause to be filed

7 wth your rebuttal testinony an exhibit marked DAW 2

8 consisting of three docunents?

9 A | did.

10 MR. MEANS: M. Chairman, Peoples would note
11 for the record that these exhibits, DAW1 and 2,
12 were identified on the conprehensive exhibit |ist
13 as Exhibits 22 and 32.

14 CHAI RVAN FAY:  kay.

15 BY MR MEANS:

16 Q M. Watson, would you pl ease sunmari ze your

17 prepared direct and rebuttal testinony?

18 A Yes.

19 Good afternoon. M direct testinony presents
20 the results of a recent depreciation study |I conducted
21  for Peoples' depreciable assets. The study incorporates
22 actual historical data as of Decenber 31st, 2022, to

23 establish the proposed |ife and net sal vage paraneters
24  for each depreciable plant account. The study then uses

25 forecasted plant and reserve bal ances as of Decenber

112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com
Premier Reporting (850) 894-0828 Reported by: Debbie Krick
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1 31lst, 2024, to calculate depreciation rates based on

2 those paraneters. The study uses the sanpl e approach
3 and concepts as previously used in devel oping the

4 depreciation rates adopted by the Comm ssion's PGS.

5 For distribution and general accounts, the

6 lives for nost accounts stayed the sane as previously
7 approved, and the actual experienced net sal vage

8 factors, in other words, renoval costs, noved nore

9 negative for certain accounts.

10 As it relates to asset |ives, seven accounts

11 have increasing |lives, one account had a decrease in

12 life, and 28 accounts had no change.
13 The study proposes an increnental novenent
14 toward the higher experienced negative net salvage. In

15 other words, nore negative, or decrease in net salvage,
16 for nine accounts. For the remaining accounts, there
17 are three accounts with increasing positive net sal vage,
18 and the remai ni ng accounts had no change.

19 The study reconmends the foll ow ng changes in
20 depreciation expense for each function based on an

21 esti mat ed accounts bal ances as of Decenber 31st, 2024:
22 An increase of 8.3 mllion for distribution
23 assets, and an increase of 0.7 mllion for general

24 assets. The total proposed change in depreciation

25 expense for distribution in general is an increase of $9

112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com
Premier Reporting (850) 894-0828 Reported by: Debbie Krick
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1 mllion based on projected account bal ances as of
2 Decenber 31st, 2024.
3 In order to appropriately recover both the
4 asset cost, and the cost to renove the assets from
5 service at appropriate levels, and to provide
6 intergenerational equity anong the conpany's custoners,
7 1 recommend the Comm ssion approve the proposed
8 depreciation rates.
9 That concludes ny direct sunmary.
10 My rebuttal testinmony primarily addresses two
11 issues. The first is that | provided an updated
12 depreciation study report to nake certain corrections.
13 These corrections resulted in a decrease in depreciation
14  expense of approxi mately $36, 000 conpared to my ori gi nal
15 reconmendati on.
16 The second area addressed is that | explain in
17 detail why the five accounts | chose that were
18 chall enged by OPC are the appropriate lives for this
19 conmm ssion to approve. | denonstrate that when
20 conducting the analysis thoroughly and making the
21  appropriate use of operational information, ny
22 recommendations on the five accounts are clearly
23  superior.
24 This concludes ny rebuttal summary.
25 Q Thank you.
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com
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1 MR MEANS: M. Chairman, we tender M. Watson
2 for cross-exam nation.

3 CHAI RVAN FAY: kay. OPC

4 EXAM NATI ON

5 BY M5. CHRI STENSEN:

6 Q Good afternoon, M. Watson. Since you are

7 renote, | was going to ask, do you have a copy of M.

8 (@Garrett's testinony available to you?

9 A | do.

10 Q Okay. And you al so have a copy of your direct
11  and your rebuttal testinony available to you, correct?
12 A Correct.

13 Q Ckay. | would ask you to turn to page four of

14  your direct testinony, starting at line 22, and --

15 A | am there.
16 Q G eat .
17 And you say that the purpose of your testinony

18 is to discuss your updated depreciation study for PGS,
19 correct?

20 A Yes.

21 Q And that study is conducted on PGS s

22 depreciable assets using actual historical data as of
23  Decenber 31st, 2021, as the starting point; is that

24  correct?

25 A Yes.

112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com
Premier Reporting (850) 894-0828 Reported by: Debbie Krick
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1 Q And the use of the Decenber 31st, 2021
2 historical data was at the request of the conpany, is
3 that correct?
4 A | think it was nmutually agreed that was the
5 nost current information to cal endar year we had
6 avail abl e when we were conducting the study.
7 Q Okay. And you adjusted the actual historica
8 data by including the forecasted plant and reserve
9 Dbal ances as of Decenber 31st, 2024, right?
10 A Correct.
11 Q Now, turning to page 34 of your direct
12 testinony, and |l et ne know when you are there. | wll
13 give you sone tinme to get there. It wll take ne a
14 mnute to get there as well.
15 A | am there.
16 Q kay. And | am al nost there as wel |.
17 A | showit as atitle page for the exhibit. |Is
18 that where you intended to direct nme?
19 Q Let me get there nyself and | will tell you in
200 a nmnonment. | think | am |l ooking at page 34 of your
21 direct testinmony, and it would be lines five through
22 ni ne.
23 A So ny pagination nust be different than yours,
24  Dbecause ny page 34 has -- is just the title page for
25 exhibits of Dane A. Watson.
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com
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1 CHAI RMAN FAY: M. Watson, are you | ooking at
2 t he page nunber in the mddle bottom of the page?
3 THE WTNESS: Yes, | am

4 BY MS. CHRI STENSEN

5 Q Ckay. Because | amusing the page nunbers on
6 the case managenent system yeah, and | woul d think that
7 this is going to be -- yeah, this is going to be two

8 pages back fromthe end of your testinony.

9 A Ckay.

10 Q And the question in your testinony was: Wat
11  should be the inplenentation date for the revised

12 depreciation rates and anortization schedule? Do you

13 see that question?

14 CHAI RMAN FAY: Ms. Christensen, while he is

15 | ooking for that, | just, real quick, want to neke
16 sure, if there is a chance that we are essentially
17 just two pages off from you are referencing himto
18 a descent anmount of his direct or --

19 M5. CHRI STENSEN:.  Probabl y.

20 CHAI RMAN FAY: (kay. Let's --

21 M5. CHRI STENSEN:. We'll have to manage as best
22 we can.

23 CHAI RMAN FAY: That's fine. Let nme just see
24 if it's a sinple solution. So are you on page --
25 with that line five question that Ms. Christensen
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1 just presented you, M. Watson, are you on page 36
2 -- or 32, excuse ne, the other way.

3 MR, MOYLE: | think staff may have directed us
4 to the page.

5 MR THOMPSON: | sent out a page direction.

6 M. Watson is on Case Center.

7 CHAI RMAN FAY: So, M. Watson, are you

8 accepting the page direction?

9 THE W TNESS:  Yes.

10 CHAl RMAN FAY: Geat. Perfect. Wll, then we
11 will just do that if you want to tell us where we
12 are going, and then they wll direct his --

13 M5. CHRI STENSEN: And that's what | am using,
14 IS the page nunbers from Case Center. So that

15 m ght be -- that night work.

16 BY MS. CHRI STENSEN:

17 Q So are you there now, M. Watson?
18 A Yes, | amon Case Center.
19 Q Ckay. So on page 34, lines five through nine,

20 you testified that the inplenentation date for your
21  revised depreciation rates and anorti zati on schedul es

22 should be January 1st, 2024, as proposed by the conpany;

23 is that correct?

24 A Yes.

25 Q So one many affect of your proposed rates are
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1 -- or one affect, if your proposed rates are inplenented
2 as you suggest, is custoners wll pay depreciation

3 expense cal cul ated using depreciation rates based on

4 2024 plant additions starting on January 1st, 2024,

5 before any of those plant additions go into service; is
6 that correct?

7 A That's a question for Ms. Parsons. | was

8 directed to calculate rates up through Decenber 31st,

9 2024, to walk forward. The rest of it would be better
10 directed to her.

11 Q Are you reconmendi ng that rates be inpl enented
12 as of January 1st, 20247

13 A That is the conpany's proposal.

14 Q Ckay. And you would agree that if rates are
15 inplenented on January 1st, 2024, using data that

16 includes plant additions that occurred during 2024, that
17 is going to create a probl em where custoners are paying

18 for plant before it's placed into service, right?

19 MR, MEANS: | amsorry, M. Chairman. Don't

20 we have a stipulation on this issue?

21 M5. CHRI STENSEN: | do not know. | don't

22 beli eve so, but we can -- if you can give ne a

23 m nute, we will check.

24 CHAI RMAN FAY: | will give you a second just

25 for the parties to confirm
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1 MR. MEANS:. Yes.
2 (Discussion off the record.)
3 MS. CHRISTENSEN: Wth that clarification, |
4 bel i eve that has been resolved as to what the
5 appropriate study date is and the inplenmentation
6 date. Am | correct, that those have been resol ved
7 bet ween the conpany and --
8 MR. MEANS:. Yes. M understanding that's
9 covered by the Type 2 Stipulation on |Issue 8.
10 M5. CHRI STENSEN:  Ckay.
11 MR. THOWSON: And for the record, that's
12 contai ned in Exhibit 159.
13 M5. CHRI STENSEN: Ckay. Wth that
14 under standi ng, and ny bad, | wll nove al ong.
15 CHAl RVAN FAY: No problem We will nove on.
16 Thank you.
17 BY MS. CHRI STENSEN:
18 Q Let nme direct your attention to page 20 of
19 vyour testinony, and specifically -- and | amstarting at
20 line 24 of your direct testinony. And in that, you
21 state that for distribution and general accounts, there
22 are seven accounts with increasing |lives and one account
23 wth decreasing life; is that correct?
24 A Yes.
25 Q And then if you go to the top of page 21, you
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1 go on to say, there is 28 accounts that have no change
2 at all, correct?
3 A Correct, related to lives.
4 Q Rel ated to |ives.
5 Wul d you agree that a theoretical reserve
6 represents the portion of the property group cost that
7 woul d have been accrued as depreciation if the current
8 lives and net salvage that you are recomendi ng were
9 used and achi eved throughout the |ife of the property
10 group depreciation accrual, is that correct?
11 A Yes, in a perfect world, that would be right.
12 Q Ckay. And if | were to say that in other
13 words, you would agree that that is -- the theoretical
14 reserve represents the depreciation cost collected from
15 custoners if the newlives in net salvage had been used
16 the whole life in the conpany's assets, is that another
17 way of saying that?
18 A Yes, that's fair, at a particular point in
19  tine.
20 Q Ckay.
21 A It obviously changes.
22 Q And a theoretical reserve surplus or deficit
23 is determ ned by conparing the theoretical reserve to
24 the book reserve to determne if the unrecovered
25 investnment of the asset and the cost of renoval cost
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1 have been over- or under-recovered, correct?
2 A | would not characterize it that way. It has
3 been recovered to date based on Conmm ssion orders, and
4 the depreciation rates the Comm ssion has provided. At
5 a snapshot in tine, it shows that there is a difference
6 between those two. But | would not characterize it as
7 being over- or under-recovery, because it was recovered
8 as appropriate based on the facts and circunstances
9 known at the tine.
10 Q Al right. But it shows whether or not there
11 is nore noney avail able, or there is noney, theoretical
12 noney that has been collected fromcustoners, even if
13 previously approved in Conm ssion orders, there is nore
14 noney available in the theoretical reserve surplus than
15 was required to be collected when you apply the new
16 rates, is that appropriate?
17 A Well, | -- of course, depreciation expense is
18 not noney in and of itself, but to a degree, | would
19 agree with you, that it is, at a snapshot in tinme, in
20 theory, you should have in your reserve as conpared to
21  what you actually have in your reserve.
22 Q kay. So based on your updated study, you
23 found a surplus of $119 mllion approximtely as of
24  Decenber 31st, 2024, based on your reconmmended |ives and
25 net sal vage, correct?
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1 A That was in the original study. | believe

2 it's adifferent nunber wwth the revision that | nmade

3 for in ny rebuttal testinony.

4 Q kay. And we'll get there when we discuss

5 your rebuttal testinony.

6 So that nunber has changed based on your new

7 and updated study?

8 A Yes.

9 Q Okay. And in your testinony -- in your direct
10 testinony, on page 24, lines 20 and 23, you say that in
11 the last PGS rate case, remaining life was used to
12 anortize the anmount of surplus; is that correct?

13 A Yes, it was. That techni que was used for

14  depreciation recovery --

15 Q And woul d you agree --

16 A -- and that included -- | amsorry.

17 Q Pl ease finish your answer.

18 A Oh, and that included any surplus that woul d

19 you have been depreciated over that remaining life

20 absent the 34 mllion that was put up -- was able to be,
21 | believe, anortized. | don't know the details, but

22 there is a $34 mllion carve-out.

23 Q Ckay. You woul d agree that the Conm ssion

24 could anortize the surplus over a shorter anortization

25 period than the remaining lives of the assets, right?
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1 A Yes. That woul d be a policy decision and not
2 a depreciation theory decision, though.
3 Q Ckay. And noving on to page 32 of your direct
4 testinony, and | amspecifically referring to |lines 13
5 through 25, you discuss updating the depreciation rates,
6 including -- you discuss updating the depreciation rates
7 to include inpacts for the proposed LNG and RNG which
8 is approximately three mllion annually; is that
9 correct?
10 A The three mllion | have to validate, but | do
11  discuss updating it to those.
12 Q Ckay. |If LNG and RNG assets are noved
13 belowthe-line for ratemaking purposes, would you agree
14 that the inpact on depreciation rates would have to be
15 reversed or corrected in your depreciation rates and
16  study?
17 A Well, | nean, ny study cal cul ates depreciation
18 rates, so those rates would not be used above-the-line
19 because they were noved belowthe-line, so | amnot sure
20 what correction would need to be done.
21 Q One nmonent, pl ease.
22 kay. M. Watson, can | refer you to your
23 rebuttal testinony?
24 A | am there.
25 Q kay. And | am | ooking specifically at page
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1 two of your rebuttal testinony, and that on page two you

2 discuss the three exhibits attached to your testinony,

3 is that correct?
4 A Yes.
5 Q And the first rebuttal exhibit you discuss,

6 starting on page three, is your revision to your

7 original study to correct for the renoval of the 34
8 mllion depreciation surplus, which you said you had
9 needed to adjust because you had it in there twce, |

10 bel i eve?

11 A | had taken it out tw ce.

12 Q Ckay.

13 A The first thing | discuss is docunent one is
14 -- | amsorry to interrupt, but docunent one is the

15 Endnotes, so docunent two is, | start after that

16  discussing the updated study --

17 Q Ckay.

18 A -- to be clear.

19 Q Thank you for that clarification.

20 So as of July -- or excuse ne, let nme restart
21  that.

22 So in docunment two, with this revised July

23 2023 study, this also corrects -- corrected the Decenber
24  31st, 2024, book reserve anount; is that correct?

25 A Yes, it did, for four small general plant
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1 accounts. That what -- that is what accounts for the
2 $34,000 difference between the original study and that
3  study.
4 Q Ckay. So with that correction, if the
5 Comm ssion were to use your corrected study with the
6 Decenber 31st, 2024, study date, the reserve surplus
7 woul d have been increased by 34 million to 153 mllion;
8 is that correct? 1Is this --
9 A Yes. That's correct. There are actually,
10 yeah, two corrections. One, the four accounts that had
11 the mnor difference in reserve, and then the 34 mllion
12 t hat was added back in that was taken out double. So,
13 yes, it would be 153 mllion, as | speak to on page five
14  of ny rebuttal.
15 Q kay. And you tal k about the other
16 di sagreenent you have with M. Garrett regarding the
17 five life paraneter changes to -- that M. Garrett
18 proposes, and the 10-year anortization period; is that
19 correct?
20 A Yes, | do talk about both of those in ny
21  rebuttal.
22 Q Ckay. And on page seven of your rebutta
23 testinony.
24 A | am there.
25 Q And you show a conparison of the service life
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1 estimates between you and M. Garrett, is that correct?

2 A That is correct.
3 Q And on page 12 of your rebuttal testinony, at
4 |ines seven and eight, you criticize M. Garrett for

5 only using one placenent and experience band, is that

6 correct?

7 A Yes.

8 Q And you define the bands as it referring to

9 periods of tinme for the vintage years and retirenent

10 years of the conpany's data that you are analyzing, is
11 that correct?

12 A | amnot sure |I follow your, exactly your

13 definition. But there are two different types of bands.
14 One is the placenent band, and that is the vintage --
15 the vintages of assets that you are studying. So the
16 conpany has, | believe, vintages of access back to 1910
17 that can be studied to sone degree or another.

18 And so the other band that we discussed is an
19 experience band. And that neans the transactions that
20 are happening over tinme to those placenents, to those
21 vintage years of assets. The conpany has transaction
22 years back to 1983. So you conbi ne your placenent --
23 pick your level of placenents and how far back you want
24 to look, and you pick your experience, how many

25 transaction years you want to look at, in order to do an
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1 actuarial analysis.

2 Q Ckay. So you are | ooking at periods of tine

3 for the vintage years, and you are also looking at it in
4 ternms of retirenent years as wel | ?

5 A Ch, those are not -- | guess those are not the
6 termof art | would use, but that's what | said,

7 basically, in ny description.

8 Q Okay. And on page nine, lines one through

9 three, you say, M. Garrett offered that he revi ened

10 nmultiple placenent and experience bands, but only

11 presented one band on his exhibits and workpapers; is

12 that correct?

13 A Yes, that is ny statenent there.

14 Q And this is how you presented your graphs in
15 your direct and rebuttal exhibits, you only presented

16 what one set of bands for each of the counts; is that

17 correct?

18 A In the actual report, | put a representative
19 band. In ny workpapers, | had many, nmany different

20 bands and curves to fit. So there were, in sonme cases,
21  you know, dozens to nmaybe 100 different curves in ny

22  workpapers as conpared to his, with one.

23 Q kay. If we turn to your Exhibit DAW2, which
24 is page 33 of 158. It's going to take a nonent. And

25 let nme know, did you get there?
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1 A Just to make sure, is the top account 375, a

2 single plot of that table, that's the page you are

3 |looking at?

4 Q That is correct.

5 A | just want to make sure. Ckay. Thank you.
6 Yes, | amthere.

7 Q kay. In this graph, you were -- you present

8 the graph showing the IR curve you sel ected, correct?

9 A Correct.

10 Q And it | ooks like this data covers the vintage
11  years 1919 through 2021, and the activity -- activity

12 years of 1983 through 2021; is that correct?

13 A Yes.

14 Q And this is just one set of placenent and

15 experience bands, is that correct?

16 A That's right. For presentation purposes,

17 again, there are quite a nunber of those in ny

18 workpapers with vari ous bands.

19 Q kay. And if we scroll down to page 35 of the

20 158, it al so shows another graph for account 37600,

21 that's --
22 A Yes.
23 Q -- and that also shows -- only shows one graph

24 for this account, which covers only one set of bands, is

25 t hat correct?
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1 A Yes. As with the others, there are nunbers of
2 those in ny workpapers. This is just a sinple single

3 one for representation of the fits.

4 Q Ckay. And let's turn to page 11 of your

5 rebuttal testinony.

6 A Yes, | amthere.

7 Q Ckay. Wonderful. And looking at lines 18

8 through 20, you say that you used five or nore placenent
9 slash experience bands for each of the accounts at issue
10 in this proceeding where sufficient data existed,

11 correct?

12 A Yes.

13 Q And | think you have stated this before, but
14  you would agree that in the depreciation study that you
15 attached to your testinony, you did not present all of
16 the possible placenent and experience bands for these

17 accounts in your exhibit, correct?

18 A No, because the exhibit would be a thousand
19 pages --

20 Q Ckay.

21 A -- so | gave a representative one and put the

22 rest in ny workpapers.
23 Q Ckay. And on page 13 of your rebuttal, |ines
24  eight through 11

25 A Yes.
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1 Q In this portion of your testinony, you
2 criticize M. Grrett because you say he nakes no
3 indication that he reviewed or incorporated informtion
4 fromthe conpany's experts in his |life recommendati on,
5 correct?
6 A Correct.
7 Q And you also discuss a little bit further on,
8 lines 11 through 13, the inportance of relying on
9 information fromthe conpany's experts in your service
10 |ife anal ysis, correct?
11 A Yes. And it's not just ny opinion. | quote
12 the authoritative text that tell you to rely on them as
13 well.
14 Q Okay. And on page 14, lines eight through 16,
15 you give an exanpl e where you say, the conpany's experts
16 estimates different lives for different equipnent, its
17 YZ (dorizers may | ast 40 to 50 years, heaters may | ast
18 20 to 30 years, and regulators may | ast 30 years or
19 nore, and you say that M. Garrett did not consider
20 this, correct?
21 A Wel |, yes, because ny next sentence is that
22 none of those lives even approached the 60 years that
23 M. Garrett recomended --
24 Q Ckay.
25 A -- so on the surface, you know, if you have
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1 any understanding -- as an engineer, | also understand
2 life conponents, that the |life is |longer than you would
3 expect for the assets, and that 60 years is an average
4 that he is suggesting, so | find it hard to understand.
5 Q But you woul d agree that the conpany experts
6 are only giving their estimtes, correct?
7 A | think there is three different pieces to
8 that. | agree that they are giving their understandi ng
9 based on operating those assets for many years, but

10 there is two other pieces that validate that. One is ny
11  understandi ng as an engi neer of those assets as well,
12 and ny understanding from doing these studies for many,
13 many conpani es, what that expectation would be. So

14 there is sort of three pieces to validate that

15 understandi ng of what those assets are |iKke.

16 Q Ri ght, but two of those that you just

17  discussed are based on your own personal experience.

18 Only one of themis based on what the conpany provided,
19 correct?

20 A Yes, but they supported each other. So, yes,
21 the conpany -- the conpany's opinions, | found to be in
22 line with ny expectations and the industry's

23  expectations.

24 Q Ckay. And | appreciate that you are

25 discussing the conpany's opinion.
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1 Let me direct you to page 13 of 158 in your

2 Exhibit DW-- DAW 2.

3 A What page again? | amsorry.
4 Q Page 13 out of 158.
5 A Wth the title lowa Curves in the center of

6 the page?

7 Q Correct.
8 A kay. | amthere.
9 Q You woul d acknowl edge that the |Iowa Curves

10 that you used in your depreciation study are the result
11 of extensive investigation of the |life characteristics
12 of physical property that are commonly used and accepted
13 as descriptive standards for |ife care characteristics
14  of industrial property, correct?

15 A Yes.

16 Q So the application of lowa Curves to determ ne
17 the life curve does, in fact, take into account the life
18 characteristics of industrial properties, right?

19 A | am sorry, would you ask the question agai n?
20 Q So with the application of an lowa Curve to

21 determne the |life cuffs, does it, in fact, take into

22 account the life characteristics of industrial property?
23 A | mean, that's the intent. The standardi zed
24  lowa Curves are intended to be matched up agai nst the

25 specific experience of a utility to give you a
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1 standardi zed curve that then you can nake cal cul ati ons
2 from
3 Q Let ne refer you back to your rebuttal
4 testinony, on page 36.
5 A | am there.
6 Q kay. And this graph shows OPC s recommended
7 curve in yellow and your curve in gray dotted lines, is
8 that correct?
9 A Yes.
10 Q And you relied on the subject natter experts
11 for the conpany's specific information to devel op your
12 curve, correct?
13 A | relied on historical data fromthe conpany's
14  books and records to develop ny -- develop the | owa
15 Curve, yes.
16 Q Ckay. And when you relied on the subject
17 matter experts, these are enpl oyees of the conpany?
18 A kay. | didn't -- | didn't agree with your
19 statenent.
20 Q Ckay.
21 A | relied on the historical books and records
22 of the conpany to make ny life selection.
23 Q Ckay. | thought you also said previously in
24  your testinony today that you also rely on the subject
25 matter experts fromthe conpany to devel op your |ives
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1 and your curves, is that still a correct statenent?

2 A That's a m scharacterization of what | said

3 before.

4 | rely on themto support -- so the

5 information fromthe subject matter experts, | wll | ook

6 at the actual experience of the conpany, and | wl|

7 understand if there are changes that are happening to

8 the assets operationally that woul d i npact what | woul d
9 project, and al so understand what's in the account and

10 expected |ives of the account.

11 In this particular case, | relied upon -- if
12 you flip two pages back -- | relied upon the fuller band
13 because his band is not statistically valid. It's too

14 short to nake any predictions fromit. So primrily, |
15 relied upon the curve that | show on page 34 for this
16 particular account. Now, the account -- the [ife that |
17 pick and the novenent that | did was reinforced by the
18 subject matter experts' operational information.

19 Q Ckay. Let ne draw your attention to page 49
20 of your rebuttal testinony, at the bottom And let ne

21 know when you are there.

22 A | s the page, near the bottom it says O her

23 Issue -- Oher Issues?

24 Q Correct.

25 A | am there.
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1 Q And this is the discussion of Garrett's

2 recomendation regarding the reserve surplus.

3 A Yes.

4 Q On to the top of page 50, you tal k about his
5 recommendation to anortize the reserve surplus over 10
6 years, correct?

7 A Yes.

8 Q Apart from your proposed use of the renaining
9 life technique, you are not providing any testinony in
10 this case about what corrective neasures the Conm ssion

11 shoul d undertake with respect to any identified

12 depreci ation reserve inbal ances, is that true?

13 A | believe the appropriate one froma

14  depreciation perspective, depreciation theory, is to

15 correct over the remaining life for a nunber of reasons,
16 not -- and -- and if you like ne to explain that?

17 Q Well, | guess, really, just ny question is,

18 apart fromyour recomendation that it be flowed back
19 over the remaining live of the asset, you are not

20 providing any other testinony on whether -- what

21 anortization period should be used if it's shorter than
22 the remaining life, is that correct?

23 A No, because | believe remaining life is the
24  appropriate period to do this; because even in M.

25 Garrett's own alternatives, you can see $100 mllion
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1 swing in the theoretical reserve surplus at one point in
2 tinme between different ways he | ooked at the assets.

3 Thisis a very flowng change. | nean, it dropped,

4 between the |l ast case and this case, by $85 nillion on
5 its own, and it will drop further as we nove further and
6 further forward --

7 Q vell --

8 A -- the actual experience net salvage. So |

9 don't believe there is another option that would be

10 appropriate other than the remaining |ife approach.

11 Q But you woul d agree that the noney coll ected
12 under the depreciation rates, if there is a surplus,

13 that's custoners' noney that's been collected from

14 custoners?

15 A | would not characterize it that way.

16 Depreciation is only the timng difference of the

17 recovery of the cost of capitalized assets that the

18 conpany invests for its customers.

19 Q Right. And if they collected -- if they

20 collected up front, and there is -- they collected nore
21  noney fromthe custoners than the current depreciation
22 rates support, they are holding on to custoners' noney,

23 correct?

24 A They recovered the anount that was appropriate
25 wth Conm ssion approval. And the fact that there is
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1 nore inthere noww Il say that the depreciation rates
2 are lower than they woul d have been ot herwi se had that
3 noney not been coll ected.
4 Q All right. Let nme ask -- let nme have you | ook
5 at OPC Exhibit 78, which is Exhibit DIG 28 attached to
6 M. Garrett's testinony. | amproviding the exhibit for
7 ease of reference.
8 A Gve ne a mnute to find his testinony.
9 M5. CHRI STENSEN: And, M. Chairnman, did you
10 want to give this a nunber as well?

11 CHAI RVAN FAY: Yes. We will mark this 186.

12 (Wher eupon, Exhibit No. 186 was nmarked for

13 identification.)

14 THE W TNESS: And woul d you please tell ne

15 agai n what exhibit nunber your asking for?

16 BY MS. CHRI STENSEN:

17 Q | am | ooking at Exhibit DIG 28 of M.

18 Garrett's testinony.

19 A kay. | don't have that particul ar page of

20 his testinony printed out.

21 MR, THOMPSON:. | did just send out a page

22 direction for everybody's conveni ence.

23 THE WTNESS: Thank you. | see it now.

24 M5. CHRI STENSEN: Ckay. So he has a copy of
25 t hat .
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1 BY M. CHRI STENSEN
2 Q This is M. Garrett's calculation of the
3 reserve surplus calculation of 2023 study unadj usted
4 paraneters. Wuld you agree that this is the
5 calculation of the reserve surplus using your |ives
6 based on the Decenber 31st, 2023, date?
7 A The total is close. | calculated 153, so
8 there is sone difference there, but it's in the ball park
9 of what | calcul ated.
10 Q kay. And so M. -- M. Garrett cal cul ated
11 159 mllion, give or take, in reserve surplus; is that
12 correct?
13 A Under one of his options. |n another one, he
14  cal cul ated 221, and in another one, he cal cul ated 186 --
15 Q vell, M. --
16 A -- so thereis -- | mean, this is one of his
17 calculations. He has nore than one.
18 Q | am going to ask you about M. Garrett's
19 study. The Exhibit DI -- DIG27. And this is the
20 reserve surplus calculation 2023 study, he calls it
21 adjusted paraneters, so that's adjusting the lives from
22 M. Garrett's recommendation -- recomrended |ives, and
23 that is the surplus anmpbunt that | think you were
24 referring to that is 221 mllion; is that correct?
25 A Yes, that's what it says there.
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1 Q Ckay. Thank you.
2 | have no further questions for you.
3 A | amsorry. Ckay.
4 Q Ch, | just one -- | amsorry. | have one
5 further follow up question.
6 M. Watson, did you calculate or conpute a
7 reserve surplus based on the 2023 corrected date?
8 A Yes. It is in ny rebuttal testinony on page,
9 | believe -- let nme look at it just to make sure, but |
10 am-- 2023, | don't recall at this point. | was
11 thinking of the thing on line -- yes, well, no, 1823 or
12 19 -- | don't recall if I have or not. | don't believe
13 SO.
14 Q kay. D d you find that?
15 A | amnot recalling if it's in ny testinony
16 where it is. If you know, | will be glad to ook at it.
17 Q Well, let me go back to Exhibit DJ -- DJG 28,
18 page two of two, at the bottomof that exhibit, and | et
19 nme know when you have that.
20 A Yes, | amthere.
21 Q Okay. And right belowthe 159 million, it
22 shows a reserve variation percentage of 22 percent, is
23 that approximately -- is that correct?
24 A | didn't validate his calculations to that
25 reserve surplus in ny -- and so on page five of ny
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1 rebuttal as of the July 2023 study date was 153.6
2 mllion. Sol -- 1 don't believe | validated his three
3 different types of calculations for reserve surplus.
4 Q Ckay. But hundred -- the 153 mllion versus
5 the 159 mllion, you said there was sone roundi ng
6 differences in that kind of differentials in the
7 calculations, soit's going to be approxi mately correct?
8 Huh?
9 A | did not say that. | said there -- it's in
10 the ballpark, | believe is all | said --
11 Q Ckay.
12 A -- as to what | cal cul at ed.
13 Q Well, fair enough, then it's in the ball park.
14  Thank you.
15 M5. CHRI STENSEN: | have no further questions.
16 CHAI RVAN FAY: Ckay. M. Myle,.
17 MR. MOYLE: Thank you, M. Chairman. | have
18 just a handful of questions for this wtness.
19 CHAI RVAN FAY: Ckay.
20 EXAM NATI ON
21  BY MR MOYLE
22 Q Good afternoon, M. Watson. Jon Moyle on
23 behalf of the Florida Industrial Power Users Goup. |
24  have a few questions for you.
25 There has been sone conversations about the
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1 various depreciation views and studies. | just wanted
2 to confirmthat OPC s depreciation witness, M. Grrett,
3 you don't challenge or have any issues with his
4 professional qualifications to testify as an expert
5 wtness on depreciation, do you?
6 A No. He is also a CDP, as | am Not been in
7  business anywhere near as long as | have, nor the
8 experience, but no. | challenge sone of his views and
9 sone of his results, but not his basic understandi ng.
10 Q | appreciate that, and | understand there may
11  be sone different professional views, but with respect
12 to the qualifications, that's what ny question was
13 focused on.
14 A No, | have no basis to challenge that.
15 Q Ckay. And in | ooking at your background, |
16 see that you have been involved with the Edison Electric
17 Institute property and accounting valuation conmttees
18 over the years, is that right?
19 A Yes.
20 Q Okay. And the Edison Electric Institute, that
21 has a nunber of investor-owned utilities init, is that
22 right?
23 A Yes.
24 Q Yeah. During the course of your professiona
25 career in providing testinony, would it be fair to say
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1 that, nore often than not, you testify on behal f of

2 utilities as conpared to consuner interest?

3 A Yes, that's an accurate statenent, because ny

4  conpany and ny purpose is to devel op depreciation

5 studies, not critique depreciation studies. So ny

6 purpose -- and so naturally, conpanies are going to be

7 the ones that -- that require the devel opnent of a

8 study.

9 Q Are you aware of situations in which consumer
10 interests may have conmm ssioned or had an alternative
11  depreciation study prepared?

12 A Not one to the level that is an origi nated

13 study. Normally what | see is soneone | ooking over the
14  shoul der of soneone who originates a study and critiques
15 It.

16 Q Okay. Have you ever provided testinony on

17  behal f of consuner interests -- how many years have you
18 been at this?

19 A Vell, | have been doing depreciation for 30

20 sonething -- well, way over 30 years. | started

21  Alliance about 20 years ago.

22 | have -- on one or two occasion, | have

23 consulted with either an Attorney Ceneral or another

24 group, but that's not ny expertise. M expertise is

25 devel opi ng studi es.
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1 Q Right. And so one or two tines consulting
2 wth those who represent a consuner interest. How nany
3 times have you approxi mately been proved in representing
4 the interest of the utilities, just so we will have a
5 basis for a conparison, thousands, or is that too nuch?
6 A That's little too nmuch. Three -- between 300
7 and 400.
8 Q kay. | noted, and | found this if you need,
9 | don't know that you necessarily do, but I will just,
10 as a courtesy, give you a reference to it. Wen you

11  were providing sone information about average service

12 lives on page 20, line six, you nade --

13 A O ny direct or --

14 Q That's your direct. Yes, sir.

15 A Ckay.

16 Q And you used the word "judgnent" that is

17 sonething that was used to determ ne the average service
18 lives for each account in distribution and general

19 functions, is that right?

20 A Yes. The -- you cannot -- you cannot make a
21 selection without sone |evel of judgnent in sone way,

22 formor fashion --

23 Q Ckay.

24 A -- in this.

25 Q And with respect to the judgnents you are
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1 making with regard to service lives, have you ever
2 wor ked on behalf of a LDC, a distribution conpany,
3 natural gas distribution conpany in operations?
4 A Have | worked for a conpany that had an LDC?
5 Q Right. You were wth a conpany and had daily
6 responsibilities with respect to their assets. You
7 weren't -- you weren't hired as an expert or to prepare
8 a depreciation study.
9 A Yes. That's correct.
10 Q When was that?
11 A For seven or eight years back when TXU owned
12 what | ater becane part of the Atnpbs system the M DTX
13 Q And what were your duties and
14 responsibilities?
15 A | was, anong ot her things, success accounting
16 manager. | managed a | ot of the accounting back shop,
17  hel ped to manage their records processing, helped to
18 create the retirenent unit |listings that they used, did
19 a lot of valuations for themof their assets, quite a
20 nunber of different areas.
21 Q And in answer to a prior question fromOfice
22 of Public Counsel, you noted that there was a PSC policy
23 issue involved, |I believe wwth respect to the reserve
24  inbal ance correction; is that right?
25 A Not quite the characterization | used. | was
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1 asked if it was -- | believe | said that it is not a
2 valid depreciation theory, that if the Conm ssion were
3 to do that, it would be a policy decision, not a
4 depreciation theory -- appropriate depreciation theory
5 deci sion.
6 Q Okay. Are you aware if the Florida conmm ssion
7 has previously considered that policy question?
8 A Generally, yes. | can't speak to any specific
9 tinmes, though.
10 Q And you woul d al so be aware that that policy
11 decision with respect to the Comm ssion cane down on
12 having nonies returned to ratepayers, like ny clients,
13 sooner rather than later, in part due to concerns about
14 intergenerational unfairness?
15 A | can't speak to any particular concern. |
16 think you are going to create intergenerationa
17 unfairness by returning it as well, or -- their --
18 returning it is not going to solve any problens. |It's
19 actually going to cost your custoners nore in the
20 long-term
21 Q Al right. But you would agree that a source
22 for consideration of this policy issue would -- would
23 be -- that would be useful, would be to | ook at how the
24  Comm ssion has previously tackled that issue, would you
25 not?
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1 A | have no strong opinion on that. | don't
2 Dbelieve it's the appropriate approach, but the
3  Conmm ssion can do what the Conmm ssion wants to do, |

4 believe, to a degree.

5 MR. MOYLE: Those are all the questions
6 have. Thank you.

7 CHAI RMAN FAY: (Okay. Staff?

8 MR, THOMPSON. No questions fromstaff.
9 CHAI RVAN FAY:  Conm ssi oners?

10 kay. Redirect?

11 MR. WAHLEN:. Yeah, just.

12 EXAM NATI ON

13 BY MR WAHLEN:

14 Q Just -- M. Watson, it's Jeff Wahlen. There
15 has been a | ot of discussion about, you know, whose cash
16 it was and whose -- who paid the cash. Wen a utility
17  buys an asset that it's going to depreciate, who pays

18 for it?

19 A The utility.

20 Q And that's cash out the door fromthe utility,
21  right?

22 A Correct.

23 Q And so when we are tal king about depreciation,

24 we are tal king about cost recovery of the cost of that

25 asset over a period of tinme, right?
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1 A Yes, sir.
2 Q Ckay. And depending on the life, the recovery
3 may be faster or slower, right?
4 A Yes. A shorter lived asset woul d be recovered
5 over a shorter period, and longer for a | onger period.
6 Q And sonetines, |ife estimates change over
7 time, correct?
8 A Yes, they do.
9 Q And sonetines that creates a theoretical
10 depreciation reserve surplus or deficiency, correct?
11 A Yes.
12 Q And so what we are tal ki ng about here when we
13 are dealing with a theoretical depreciation reserve
14 surplus is really -- or deficiency -- it's how fast or
15 slowthe utility is going to recover the noney it spent
16 initially when it bought the asset, correct?
17 A Correct.
18 MR, WAHLEN: Thank you.
19 CHAI RVAN FAY: Ckay.
20 MR, REHW NKEL: M. Chairman.
21 CHAI RMAN FAY: Yes, M. Rehw nkel .
22 MR, REHW NKEL: M. Wahl en suppl enent ed
23 M. Means' on redirect, | have two questions
24 maxi mum on recross, if | maght, based on --
25 CHAl RVAN FAY: W thin the scope of that
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1 redi rect?
2 MR REHW NKEL: Yes, sir.
3 CHAI RVAN FAY: (kay.
4 EXAM NATI ON
5 BY MR, REHW NKEL.:
6 Q Hello, M. Watson. M nane is Charles
7 Rehw nkel with the Public Counsel's office.
8 M. Wahl en asked you about who pays for the
9 asset when the utility purchases the asset. Do you
10 recall that question?
11 A | do.
12 Q Ckay. You would agree that in tinely and
13  proper ratenaking, the conpany is reinbursed for that
14  purchase through rates, would you not?
15 A Yes. That's what depreciation rates are for.
16 MR, REHW NKEL: Thank you.
17 CHAI RMAN FAY: Ckay. M. Mbyle.
18 MR, MOYLE: Just one, | kind of opened that
19 door .
20 FURTHER EXAM NATI ON
21  BY MR MOYLE:
22 Q Sir, you would agree that really the question
23 of who pays is just a matter of perspective, right? |
24 nmean, the Ofice of Public Counsel and FIPUG represent
25 consuner interests, and M. Wahlen represents, quite
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1 ably, PGS, so the guestion of who pays, initially the
2 utilities pay, but then they turn around and i npose
3 rates to get noney and a profit paid back to them based

4 on that purchase; is that fair?

5 A Return of and on the asset, yes, | would agree
6 that they would -- are allowed both under ratenmaking
7 rules.
8 MR, MOYLE: kay. Thank you, sir.
9 CHAI RMAN FAY: Gkay. M. Wahlen -- or,
10 M. Means, excuse ne, exhibits.
11 MR MEANS: M. Chairman, we woul d nove
12 Exhibits 22 and 32 into the record.
13 CHAI RMAN FAY: (Okay. Seeing no objection,
14 enter 22 and 23 into the record.
15 (Wher eupon, Exhibit Nos. 22 & 32 were received
16 into evidence.)
17 CHAl RVAN FAY: Ms. Christensen, we had marked
18 186 for you, | think 187 never nmade it out. |
19 think we just kind of, you know, by reference went
20 toit. So unless you want to submt that --
21 M5. CHRISTENSEN:. | was going to say, 186 is
22 al ready attached to M. Garrett's testinony, so |
23 amnot sure that | need to nove it into the record
24 at this time. W can do that when M. Garrett
25 testifies.
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10

11

12

13

14

15 evidence.)

CHAI RMAN FAY: (Okay. That works.

M5. HELTON:. And, M. Chairman, | think you
said 22 and 23. | think maybe you neant 22 and 32.

MR, MEANS:. 32, ny m st ake.

CHAI RMAN FAY: Okay. So hold on, just for
clarity, 22 and 32, correct, okay.

Al the lawer math jokes are com ng here.
It's bound to happen.

Al right. So with that, we will, w thout
obj ection, enter 186 in, even though you don't
necessarily want to do it. | think we want to just
keep protocol here and nmake it clean. W thout
obj ection, show that entered.

(Whereupon, Exhibit No. 186 was received into

16 CHAl RVAN FAY: Al right. M. Means your

17 W t ness.

18 MR. WAHLEN:. | just have a question.

19 CHAI RVAN FAY: M. Wahl en.

20 MR, WAHLEN: | think at the begi nning, we

21 tal ked about putting stipulated testinony into the

22 record based on the order of witnesses in the

23 prehearing order, is that correct?

24 MR. THOMPSON: That's correct.

25 MR, WAHLEN. Ckay. Well, | think we are back
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1 in order. W had Ms. Wesley, we took two out of

2 order. | think Peoples would nove the direct

3 testi nony of Karen Sparkman, and Exhibit 13 into

4 the record at this tine.

5 CHAI RMAN FAY: kay. That works. So will

6 take Ms. Sparkman's testinony as though read into
7 the record -- or not read, | guess | should say,

8 into the every record.

9 (Whereupon, prefiled direct Karen K. Sparkman

10 testinony was inserted.)
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25
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PEOPLES GAS SYSTEM, INC.
DOCKET NO. 20230023-GU
WITNESS: SPARKMAN
PREPARED DIRECT TESTIMONY AND EXHIBIT
OF

KAREN K. SPARKMAN

INTRODUCTION

Q-

Please state your name, address, occupation and employer.

My name is Karen K. Sparkman. My business address is 702
North Franklin Street, Tampa, Florida 33602. 1 am employed
by Tampa Electric Company (“Tampa Electric”) as Vice
President of Customer Experience. 1 work on behalf of Tampa
Electric and Peoples Gas System, Inc. (“Peoples” or the

““company”) 1In a shared service capacity.

Please describe your duties and responsibilities in that

position.

As Vice President of Customer Experience, 1 am responsible
for leading the organization’s Customer Experience Strategy
and Operations. My duties include: (1) ensuring the company
understands customers” evolving expectations for natural gas
services; (2) developing and implementing a strategy and plan
to stay relevant to and provide excellent service to our

customers; and (3) delivering an excellent customer
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experience through the Customer Experience Centers, Digital
Experience, Billing and Payment Services, Credit and

Collections and Customer Communications.

Please describe your educational background and professional

experience.

I have a bachelor’s degree iIn business management and a
master’s in business administration from Colorado Technical
University. | began my utility career nearly 23 years ago
with Colorado Springs Utilities iIn their contact center.
Since then, 1 have held positions which have progressed in
responsibility, Tfunctional area and leadership at three
national utilities providing natural gas, electricity, water
and wastewater services. | have experience in all areas of
customer experience, including call centers, workforce
management, billing and payment, meter operations, revenue
protection, project management, and strategic planning. 1
joined Peoples in June 2017 as Director of Customer Experience

Operations. 1 assumed my current role in October 2020.

Have you filed testimony before the Florida Public Service

Commission (““Commission™) iIn prior cases?

Yes. In Docket No. 20200051-GU, 1 filed testimony adopting
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the direct testimony of Peoples” witness Monica A. Whiting.

What are the purposes of your prepared direct testimony in

this proceeding?

The purposes of my direct testimony are to: (1) discuss the
company’s evolving strategy focused on excellence In customer
service; (2) describe improvements to customer service made
since the company’s last base rate proceeding in 2020; (3)
explain the company’s plans for continuing to iImprove 1its
customer experience; (4) describe Peoples® commitment to
continued excellence and achirevement in customer
satisfaction, including Peoples” J.D. Power customer
satisfaction achievements; and (5) demonstrate that the level
of Customer Experience operations and maintenance (“0&M)
expenses In the company’s 2024 test year 1s reasonable and

prudent.

Did you prepare any exhibits in support of your prepared

direct testimony?

Yes. Exhibit No. KKS-1 was prepared under my direction and

supervision. My exhibit consists of four documents entitled:

Document No. 1 List of Minimum Filing Requirements

D2-65
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(“*MFR”*) Co-Sponsored
Document No. 2 Peoples” Award History Since 2013
Document No. 3 J.D. Power Customer Satisfaction Scores
Document No. 4 Capital by Major Project 2022-2024

The contents of my exhibit were derived from the business
records of the company and are true and correct to the best

of my information and belief.

CUSTOMER EXPERIENCE ORGANIZATIONAL STRUCTURE

Q.

Describe how customer experience i1s implemented at Peoples

and the major functional areas iIn that department.

Peoples” customer experience is delivered through a shared
service agreement with the company’s affiliate, Tampa
Electric. This organizational structure allows Peoples to
provide customer experience iIn a streamlined way and have
access to a larger workforce. This organization is made up
of approximately 450 employees and provides the fTollowing
eight major functional areas in support of Peoples:

1. Customer Experience Centers: Support residential and
business customers through call center activities.

2. Billing Operations: Delivers accurate and timely billing
information including coordinating with Peoples to receive

meter reading information and resolve meter related issues.
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3. Payment Team: Processes and balances customer payments
from several vendor options.

4. Credit and Collections: Supports Peoples through
customer positive identification, including fraud
investigation, debt collection, research/maintenance of
customer deposit securitization and bankruptcies.

5. Customer Assistance: Networks with social service
agencies to assist with customers who qualify for local,
state, and federal funds.

6. Customer Experience Strategy, Training and Workforce
Management: Delivers (@) strategy, quality monitoring,
training, and 1Improvement programs Tfor the Customer
Experience team members; (b) complaint resolutions, research,
and voice of the customer programs; (c) policy and procedure
development; and (d) compliance monitoring.

7. Digital Customer Solutions: Responsible for digital
customer solutions from strategy to delivery including
customer portal, Interactive Voice Response (“IVR”) and
digital outbound communications.

8. Business Solutions: Supports the use of technology and
continual enhancements to the Customer Relationship

Management and Billing (““CRMB””) solution and other solutions.

What are Peoples” goals around customer experience?

D2-67
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Peoples” overarching goal is to provide customers with a
simple, personalized, and flexible experience. In addition,
the company utilizes the following specific 2023 goals around
Customer Experience:

1. Customer Safety — Emergency Response Rate

2. Transactional Satisfaction

3. Outstanding and Proactive Communications

4.

Customer Journey Mapping
Has Peoples formalized its plans for achieving this goal?

Yes. The company’s Customer Experience Strategy, developed
in 2017, 1is continually reassessed and revised based on
continued two-way communication and engagement with our

customers to better reflect our overarching goal.

The Customer Experience Strategy states that we will deliver

outstanding customer service by:

1. Simplifying the customer experience;
2. Personalizing the customer experience; and
3. Partnering with customers in meaningful ways.

How does this strategy benefit Peoples” customers?

The customer is the cornerstone of this strategy and is the
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primary driver and recipient of the value propositions
Peoples seeks to deliver. The results of the strategic focus
on the customer’s experience has proven to be successful, as
indicated by the continued excellence iIn customer

satisfaction as measured by J.D. Power and Cogent/Escalent.

CUSTOMER EXPERIENCE CENTERS

Q.

Please describe Peoples” Customer Experience Centers.

Peoples® Customer Experience Centers are central hubs for
customer connection and manage all types of incoming channels
of communication, including telephone, email, and social
media. The Customer Experience Centers handle emergency and
nonemergency requests 24 hours a day, 7 days a week, 365 days
a year. The company has two (2) Customer Experience Centers
in Tampa, with one located at the company headquarters 1in
downtown and the other in Ybor City. The downtown Customer
Experience Center focuses on business customers while the

Ybor City location serves residential customers.

Customer Service Professionals (““CSPs”) serve customers by
helping with: (1) emergencies; (2) credit arrangements; (3)
turn-on and turn-off service requests; ((4) billing and
remittance inquiries; and (5) miscellaneous customer account

inquiries. All the company’s CSPs, whether an in-office or
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work-from-home employee, live in Florida. The company finds
this local connection important and meaningful to assisting

customers.

The management of utility-related emergency calls 1s a top
priority for Peoples iIn keeping 1ts customers and communities
safe. The company provides CSPs with specialized training
for handling these calls and the CSPs take this responsibility

seriously.

Please describe any improvements made to Customer Experience
Centers since the company’s last general base rate proceeding

in 2020.

Since 2020, the company made notable improvements to the
Customer Experience Centers, iIncluding enhancement of the
quality monitoring program. This enhancement supports and
improves the overall customer experience through audio/visual
monitoring of inbound and outbound phone and online customer

interactions with CSPs.

The monitoring program evaluates: (1) quality standards; (2)
first call resolution; (3) transactional accuracy; (4)
compliance with applicable policies, rules, and regulations;

and (5) customer impact. The evaluations include monitoring
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CSP behaviors that provide a positive customer experience and
align with the drivers of customer satisfaction, as defined
by J.D. Power. The evaluations are reviewed and any

corrective or affirming feedback is provided to the CSPs.

The company conducted post-training course evaluations via
the monitoring process described above and found the CSPs~”

scores increased by several points.

ASSISTANCE FOR LOW-INCOME CUSTOMERS

Q.

Has the company implemented specific programs or processes to

help low-income customers since 20207

Yes. The company instituted a Customer Assistance Team in
2021 to help low-income customers who struggle to pay their
bill and/or are trying to keep their costs of gas down. This
team 1s led by a team member that serves as an Advisory Board
Member for National Energy & Utility Affordability Coalition
(““NEUAC”) which is dedicated to heightening the awareness of
the energy needs of low-income energy consumers by fostering
public-private partnerships and engaging in other activities

to help address these needs.

The company has a long-standing practice of offering short-

term payment arrangements, as well as long term installment
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plans, to provide flexibility with extensions when customers
are struggling to pay their gas bills. If assistance beyond
a payment arrangement is needed, customers are referred to
their local United Way 2-1-1 agency for additional
resources. CSPs are also able to generate a customer
assistance referral to our internal Customer Assistance Team

for further review.

The Customer Assistance Team works with a network of local,
regional, and federal non-profits, including community action
agencies, to aid with customers” payment of utility bills and
provide referrals to our customers to other services offered
by these community stakeholders. Specifically, the Customer
Assistance Team provides referrals to the Low-Income Home
Energy Assistance Program (“LIHEAP”) providers, Emergency
Home Energy Assistance Program (““EHEAP), and the Share
Program, which i1s administered thru the Salvation Army and

Catholic Charities.

Peoples also enhanced the online payment process by adding a
specific “agency” portal for our 248 social service agency
partnerships, allowing these entities to assist the customers
in need more efficiently. In 2022, Peoples collaborated with
these agencies to provide over $470,000 in assistance to over

2,300 gas households.

D2-72
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EVOLUTION OF CUSTOMER EXPECTATIONS

Q-

Please explain how the expectations of Peoples” customers

have changed in relation to their natural gas service?

Peoples believes that customer expectations of their natural
gas service are 1Increasing across every aspect of that
service. These rising expectations are similar across all
utility types, whether that service i1s natural gas, electric,

water, or telecom.

Customers today expect more, and the company anticipates this
evolving outlook on customer experience to continue.
Customers want a quality experience and one that is
consistent, personalized, and simple to use. Customers want
information specifically related to services that impact
their account, service quality and reliability, billing, and
payment. Customers want to know what the utility is doing to
improve the utility’s infrastructure and what they are doing
to lessen any negative impacts to the environment. Customers
want options, and they want to be informed and in control of
their usage and their experience. Customers expect their
utility to provide the same digital experiences and options
as any other company they do business with, using the latest
technologies and platforms, for extreme ease of doing

business at any time of the day or night.

D2-73
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Please describe how Peoples has responded to the change in

expectations of its customers.

Peoples i1mproved the customer experience to meet changing
customer expectations by using new technology, creating new
experiences, new options, and opportunities by engaging with
customers through new pathways. The objective 1s to
understand the journey they would like to be on and then join

them in that journey.

How do customers expect Peoples to contribute to a more

sustainable environment?

Peoples believes that customers want to understand how their
utility is Impacting the environment and what steps are being
taken to contribute to a more sustainable environment.
Sustainability i1s at the core of how Peoples does 1its
business. The company has committed to reducing our own
carbon footprint and greenhouse gas emissions while also
working with our customers to decrease theirs. By increasing
efficiency, decreasing our own system emissions, and
supporting the development and use of renewable natural gas,
compressed natural gas and liquified natural gas, the company
is Tully dedicated to meeting the expectations of our

customers and the company’s environmental plan.

D2-74
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In addition, natural gas is one of the safest and cleanest
fuels available; it emits less pollution than any other fossil
fuel source. However, customer expectations continue to
increase as It relates to sustainability. Customers want to
stay iInformed about Peoples” efforts iIn using renewable
natural gas and how their utility 1is serving as an
environmental steward, including the protection and
restoration of natural resources. Peoples is ranked first in
the nation by customers for corporate citizenship, according
to J.D. Power. This award 1is measured by evaluating a
company’s: (1) support of local economic development; (2)
awareness of environmental efforts; (3) level of involvement
within the community; and (4) awareness of safety and

conservation efforts.

CHANGES IN CUSTOMER EXPERIENCE SINCE 2020

Q.

How has Peoples iImproved the customer experience since the

company’s last general base rate proceeding in 20207?

Peoples improved the customer experience through:
1. Continual evaluation and modification to Peoples”
customer strategy to meet customer expectations.
2. Using technology strategies, programs, and services to
improve customer programs and capabilities, and provide

diverse options for customer-company interaction.
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3. Continued 1identification of process iImprovements that

enhance our ability to serve our customers proficiently.

How much did the company spend in 2022 on capital projects iIn
Customer Experience and how much does it plan to spend in

20237

The company spent $4.0 million in Customer Experience in 2022

and expects to spend $2.9 million in 2023.

NEW TECHNOLOGY PROJECTS

Q.

What types of technology improvements has the company made to
improve the customer experience since the last general base

rate case proceeding?

Peoples i1nvested in the following technology projects since
its last general base rate proceeding in 2020 to improve the
customer experience: (1) Replacement of the company’s I1VR
system and enhancements to the company’s Contact Center
Management (“CCM”) system; (2) Enhancement to the company’s
public website; and (2) Enhancement to the digital billing

experience by adding an interactive billing feature.

Replacement of the IVR System and Enhancement of the CCM

System

D2-76
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Please describe the replacement of the IVR system and the

enhancement of the CCM system.

The 1VR system platform was replaced due to outdated hardware.
The enhancement of the CCM was required due to the replacement
of the IVR platform and included a new virtual assistant
feature. This project improved many key operational Customer
Experience tasks, provided an improved call flow menu, and
offers other features to enhance automation of services.
These upgrades also allow for further integration of customer

preferences for outbound company communications.

What was the cost for the replacement of the IVR system and

the enhancement of the CCM system?

The company made a capital investment of $1.3 million in 2022
for the replacement of the IVR system and the enhancement of

the CCM system.

How has this change to the IVR and CCM systems improved the

customer experience?

The 1VR and CCM systems handle over four million calls on an
annual basis for Tampa Electric and Peoples, with 50 percent

routed to CSPs and the remaining 50 percent resolved via self-

D2-77
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service. The change to these systems improved the customer

experience by:

1. Integrating billing and other customer systems via a
modern desktop agent, allowing CSPs to assist customers more
efficiently and effectively.

2. Establishing new self-service payment options,
facilitating the customer to select a self-designated
timeframe for payment.

3. Providing new self-service dunning options.

4. Expanding call capacity, allowing both Tampa Electric
and Peoples to accept a higher volume of concurrent calls.
5. Reducing the overall time it takes a customer to
navigate the 1VR through improved speech recognition software
and menu structure.

6. Providing a new after-call customer survey.

Additionally, as part of the enhancement to the CCM, the
company implemented a virtual assistant (“VA”, “virtual
agent” or “chatbot”). The VA is a lifelike, conversational,
non-transactional chatbot providing a unique, interactive,
and personalized means for customers to find answers and get
assistance on the company’s website, 24 hours a day, 7 days
a week, 365 days a year. With the use of the VA, many

customers see quicker resolution times for the more basic

D2-78
16




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

688
D2-79

inquiries such as “how do 1 report an outage?” and “where can

I make a payment?”.

Public Website Enhancement
Please describe the enhancement made to the company’s public

website?

Peoples implemented a new Content Management System (““CMS™)
for the public website. This CMS replacement project replaced
outdated technology and allows for real-time updates to site
content. Peoples chose a CMS platform designed to meet the
needs of customers and accomplish Peoples” overall Customer

Experience Strategy.

What was the cost for the implementation of a new CMS for the

company’s public website?

The company made a capital investment of $809,863 in 2022 to

implement a new CMS to the company’s public website.

How did this change to the company’s public website improve

the customer experience?

The CMS system (1) reduced calls because customers are

empowered to self-serve online; (2) 1iIncreased customer

D2-79
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engagement; (3) increased Peoples” J.D. Power customer
satisfaction score; and (4) improved customer understanding

and trust.

Enhancement to the Digital Billing Experience.
Please describe the enhancement to the digital billing

experience.

The company enhanced the digital billing experience by adding
an i1nteractive billing solution that creates a more
personalized billing experience and i1Is expected to go-live iIn

May 2023.

What was the cost for this change to the digital billing

experience?

The company made a capital investment of $1.0 million in 2022
for implementing an interactive billing experience as part of

its digital billing experience.

How will this change to the digital billing experience improve

the customer experience?

This solution will allow the customer to choose what billing

information they deem relevant to view and will provide

D2-80
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detailed billing information. In other words, this solution
allows the customer to see as much, or as little, billing
data as they like. This will be a more expansive experience
than the current paper bill format. This interactive solution
will also provide opportunities for customer insights on
consumption patterns including (1) link to an online home
energy audit; (2) tips for handling high bills; and (3) energy

savings advice.

EXCELLENCE IN CUSTOMER SATISFACTION

Q.

What i1ndustry awards has Peoples received for i1ts customer

service?

In 2022, Peoples was recognized as one of the nation’s most
trusted utilities for the ninth time in Cogent/Escalent’s
Syndicated Utility Trusted Brand and Customer Engagement
Residential study. The company received the third-highest
Brand Trust Index score in the United States out of the 140
natural gas, electric and combination utilities that are

included iIn the study.

Cogent/Escalent also named Peoples a Trusted Business Partner
for the second year In a row, based on the Syndicated 2022
utility Trusted Brand and Customer Engagement Business study.

Peoples” Brand Trust Index and Engaged Customer Relationship

D2-81
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scores ranked highest out of 82 United States utilities
included In the business study. Document No. 2 of my exhibit

shows Peoples award history since 2013.

In its commitment to supporting Florida’s clean energy
future, the company also achieved high scores by
Cogent/Escalent in the Environmental Dedication and Customer
Effort Indexes of the Cogent Syndicated residential study.
Additionally, Cogent/Escalent recognized the company as an
Environmental Champion for the eighth consecutive year and

one of the easiest utilities to do business with In 2022.

Please describe the awards measuring customer
service/satisfaction that Peoples has received from J.D.

Power.

Peoples” J.D. Power ranking for residential customer overall
satisfaction has remained first in the South Midsize segment
for the past 10 years. Document No. 3 of my exhibit shows the
company’s customer satisfaction index scores since 2013. The
company has steadily improved from an overall satisfaction
score of 787 iIn 2017, to 886 at the end of 2021, and ended
2022 at 865. The company is also currently ranked first in
the nation out of 83 brands, as i1t has been for nine of the

past 10 years. For business customers, the company placed

D2-82
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first in our segment and the nation for 2022. This is the
sixth time iIn the past eight years that Peoples has been
ranked first in our segment, and the fourth year in a row
ranking Tfirst in the nation. The company’s overall
satisfaction score has also steadily increased from 832 in

2017 to 865 at the end of 2022.

Q. Has Peoples received any similar awards measuring customer

service?

A. Yes, iIn 2021, TECO Energy won Chartwell’s Best Practices
Silver Customer Service Award for the company’s Voice of the
Customer program and the work done since its launch in 2020.
The program seeks to gain a more holistic view of customers
across multiple journeys and interactions to understand gaps
In customer satisfaction and prioritize strategic initiatives
to improve the customer’s experience. Peoples” Voice of the
Customer program was also selected for presentation at the

2021 and 2023 Customer Service Week national conference.

MEASURING THE CUSTOMER EXPERIENCE

Q- How does Peoples measure 1ts performance 1iIn customer
experience?
A. Peoples measures its performance in customer experience based
D2-83

21




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

693
D2-84

on customer satisfaction scores as measured by J.D. Power and

by the level of customer complaints filed with the Commission.

How has the company performed iIn Commission customer

complaints?

Customer complaints filed with the Commission against Peoples
have decreased by approximately 43 percent from 101 total
complaints in 2012 to 58 complaints in 2022. The decrease iIn
complaints i1s driven largely by: (1) implementation of the
new billing system in 2017; (2) the new IVR system implemented
in 2021 with increased self-serve options; (3) customer
portal enhancements; (4) the customer notification and
preference management system; and (5) by Peoples” strong

customer focus and improved business operations.

The company 1i1s proud that it has had zero Commission
infractions over the last seven years. As part of 1its
commitment to quality customer service, Peoples contacts all
customers who file a formal or informal Commission complaint
to ensure these matters are resolved with the customer.
Additionally, Peoples uses these complaints as an opportunity
for continuous Improvement, either through employee training,

process or system changes, and improved customer education.

D2-84
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In general, how has the company’s performance in customer
experience trended since the last general base rate

proceeding?

Since the last general base rate proceeding in 2020, Peoples
has remained number one in overall satisfaction in the South
Midsize segment and in the industry for both residential and
business customers according to J.D. Power. In the
residential study, Peoples was the first brand to a achieve
a score over 800 in overall satisfaction In 2020 and remains

one of only two brands with a score above 800 in 2022.

CUSTOMER EXPERIENCE PROPOSED RATE BASE ADDITIONS
What is Peoples” capital budget for Customer Experience in

20247

As shown in Document No. 4 of my exhibit, the capital budget
for Customer Experience totals $3.6 million for 2024. The
projects reflected in this budget are also shown on Document

No. 4 of my exhibit.

How does Peoples determine i1ts capital budget for Customer

Experience?

Customer Experience identifies capital improvement

D2-85
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opportunities based on analysis of industry best practices,
customer feedback through our Voice of Customer program and
identification of points of customer concern and gaps 1in

customer satisfaction through customer journey mapping.

How does the company plan and manage its major capital

improvement projects for Customer Experience?

Customer Experience drafts a business case for each capital
project that identifies potential benefits to the
organization and to the customer and supports the capital
project’s priority ranking and cost. These capital projects
are then submitted through the company”s capital approval
process. Once approved, the capital projects are tracked
through Customer Experience’s capital project portfolio and
are reviewed monthly to ensure quality, timeline, and budget

are on track.

You previously explained the company’s rate base additions in
Customer Experience since the company’s last general base
rate proceeding in 2020 and why they were prudent and that
they continue to be used and useful to serve the company’s
customers. Now, please describe and explain the additions to
rate base iIn Customer Experience forecasted to occur in the

2024 projected test year. Why are each of these projects

D2-86
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prudent and how will they benefit the company and its

customers?

The major project included in the capital for the 2024
projected test vyear is the Customer Experience and
Digitalization project. This project will continue to focus
on iImprovements to meet customer expectations and will make
it easier for our customers to do business with Peoples. Two
main features of the Customer Experience and Digitalization
project i1nclude a Transactional Chatbot and Mobile
Application. These features are described below:

1. Transactional Chatbot: The transactional chatbot efforts
will enhance the existing chatbot search functionality and
will provide customers the ability to self-serve multiple
transactional requests including: (a) pay bills; (b) update
account information; (c) start/stop/transfer; and (d) report
outages. Transactional chatbot enhancements will 1iIncrease
the customers” self-service capabilities, providing the
customer with the flexibility of performing account related
transactions.

2. Mobile Application: The Mobile Application (“App”) will
deliver the core capabilities of the website experience
within a native, mobile-friendly package. This will include
items such as bill presentation, bill payment, outage

reporting, outage map, Start/Stop/Transfer, and chatbot. The

D2-87
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Mobile App will allow the customer to interact with Peoples”’
digital mediums more easily. This will allow the user to
stay logged 1into their account, more easily navigate
(relative to a web browser), leverage push notifications,

etc.

CUSTOMER EXPERIENCE O&M EXPENSE
What amount of O&M expenses did Customer Experience incur in

20227

The total 1In 2022 was $13.2 million. This total amount was
recorded in FERC Account 903 and the amounts are shown on MFR

Schedule G-2, page 14.

What are the projected 0&M expenses for your area in 2023 and

20247

The totals iIn 2023 and 2024 are $14 million and $15 million,
respectively. The distribution of these amounts is also shown

on MFR Schedule G-2, page 14.

Why is the total projected amount of 2024 0O&M expense for

Customer Experience higher than the actual amount in 20227

The total in 2024 is $1.8 million higher than in 2022.

D2-88
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Approximately $770,000 of this increase are labor costs that
are budgeted on a trended basis, as described in the direct
testimony of company witness Donna L. Bluestone.
Approximately $440,000 of this increase are other costs that
were budgeted on a trended basis, as described In the direct
testimony of company witness Rachel B. Parsons. The remainder
of the increase consists of approximately $470,000 of not
trended labor costs and approximately $130,000 of not trended
other costs. These amounts are shown on MFR Schedule G-2,

page 14.

Why are not trended labor costs increasing by approximately

$470,000 from 2022 to 20247

The not trended labor costs are increasing as the company
adds 6 positions to the business operations support (““BOSS”)
team which i1s responsible for the scheduling, planning, and
dispatching of service work to all 14 service areas. Company
witness Timothy O’Connor describes these additions to the

BOSS team in his direct testimony.

Why are not trended other costs increasing from 2022 to 20247?

The 1ncrease 1s driven by the Customer Relationship

Management and Billing (“CRMB”) Asset Usage fee which

D2-89
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supports the continued use of our CRMB platform.

Q. Is the total amount of 2024 projected 0&M expense for Customer
Experience reasonable?

A Yes. The overall level of Customer Experience 0&M expense for
2024 is reasonable. The company remains focused on achieving
operational efficiencies to 1iInvest 1iIn more strategic
functions that will enhance the customer experience.

SUMMARY

Q- Please summarize your prepared direct testimony.

A. My direct testimony provides an overview of Customer

Experience. 1 describe the company’s capital budget process
for Customer Experience and capital projections for the 2024
projected test year. | demonstrate that Customer Experience’s
level of O&M expense in the company’s 2024 projected test

year 1s reasonable and prudent.

Peoples has a long history of delivering safe, clean,
reliable, and affordable natural gas while delivering high
value customer service, as measured through customer
satisfaction. Since Peoples” last general base rate

proceeding in 2020, the company has successfully continued to

D2-90
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invest in technology, people, and processes that enhances the
customer experience. These continued enhancements are
necessary to meet growing technology and customer
expectations. Since the company’s last general base rate
proceeding in 2020, the company has successfully (1) replaced
the IVR system and made enhancements to the CCM system that
increased customer engagement and improved customer; and (2)
implemented a new CMS for our public website, resulting in
increased customer engagement. The company also enhanced
billing and payment services and made many smaller process
and system improvements to better serve our customers.
Additionally, this year, the company will add an interactive
billing solution to create a more personalized billing

experience.

The company’s continually evolving strategy focused on
excellence i1n customer service, coupled with Peoples” goal of
providing customers with effortless customer experiences has
been foundational to the company’s continued success. These
efforts have resulted in the company’s J.D. Power ranking for
residential customer overall satisfaction remaining First in

the South Midsize segment for the past 10 years.

Does this conclude your prepared direct testimony?

D2-91
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1 CHAI RMAN FAY: And the exhibit, what exhibit
2 nunber do we have for M. Sparkman?

3 MR WAHLEN:. 13.

4 CHAI RMAN FAY: Okay. W thout objection show
S t hat entered.

6 (Wher eupon, Exhibit No. 13 was received into

7 evidence.)

8 MR. WAHLEN. And M. Means will take it from
9 hear .
10 CHAI RMAN FAY: And then that brings us to
11 M. O Connor?
12 MR WAHLEN: Yes, sir.
13 CHAI RVAN FAY: (kay.
14 MR. MEANS:. Peoples calls M. O Connor.
15 M5. CHRI STENSEN: Can we excuse M. Watson?
16 MR. MEANS: Oh, yes. Can you excuse M.
17 Wat son, M. Chairman?
18 CHAI RMAN FAY: M. Watson, we need you to sit
19 there all night.
20 THE WTNESS: | was hoping you woul dn't forget
21 me.
22 CHAI RMAN FAY:  Your counsel is taking care of
23 you. You are excused, M. Watson.
24 THE W TNESS: Thank you.
25 (Wtness excused.)
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com

Premier Reporting (850) 894-0828 Reported by: Debbie Krick
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1 CHAI RMAN FAY: Al right. Now we will nove to
2 M. O Connor.
3 M. Means, ready and he gets settl ed.
4 MR, MEANS: Thank you. Just |et him get
S settl ed.
6 \Whereupon,
7 TI MOTHY O CONNCR
8 was called as a witness, having been first duly sworn to
9 speak the truth, the whole truth, and nothing but the
10 truth, was exam ned and testified as foll ows:
11 EXAM NATI ON
12 BY MR MEANS:
13 Q Good evening, M. O Connor.
14 A Good eveni ng.
15 Q Can you please state your full nanme for the
16 record?
17 A My name is Tinothy O Connor.
18 Q And have you previously been sworn?
19 A Yes, | have.
20 Q Who i s your current enployer and what is your
21  business address?
22 A My enpl oyer is TECO Peoples Gas. Qur business
23 address is 702 North Franklin Street, Tanpa.
24 Q Did you prepare and cause to be filed in this
25 docket on April 4th, 2023, prepared direct testinony
112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com

Premier Reporting (850) 894-0828 Reported by: Debbie Krick
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1 consisting of 64 pages?

2 A Yes.

3 Q And did you prepare and cause to be filed in
4 this docket on July 20th, 2023, prepared rebutta

5 testinony consisting of 25 pages?

6 A Yes.

7 Q Do you have any additions or corrections to

8 your prepared direct or rebuttal testinony?

9 A No.
10 Q If I were to ask you the questions contai ned
11  in your prepared direct and rebuttal testinony today,

12 would your answers be the sane?

13 A Yes.

14 MR. MEANS: M. Chairnman, Peoples requests

15 that the prepared direct and rebuttal testinony of
16 M. O Connor be inserted into the record as though
17 read.

18 CHAI RMAN FAY: (Okay. Show the direct and

19 rebuttal testinony as though read entered.

20 (Whereupon, prefiled direct testinony of

21  Tinothy O Connor was inserted.)
22
23
24

25

112 W. 5th Avenue, Tallahassee, FL 32303 premier-reporting.com
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION
PREPARED DIRECT TESTIMONY
OF
TIMOTHY O”CONNOR

POSITION, QUALIFICATIONS, AND PURPOSE

Q-

Please state your name, address, occupation, and employer.

My name is Timothy O”Connor. My business address is 702 North
Franklin Street, Tampa, Florida 33602. I am employed by
Peoples Gas System, Inc. (““Peoples” or the ‘““company’) as Vice

President, Operations, Sustainability and External Affairs.

Please describe your duties and responsibilities in that

position.

I am responsible for all aspects of utility operations (“Gas
Operations™) for Peoples, which consists of the following
areas: gas operations, sustainable operations, business
operations support (““BOSS”), technical training, and external
affairs. 1 lead the team of people who operate and maintain
our transmission and distribution assets across the company’s
14 service areas. My duties 1include overseeing the
preparation of my area’s capital and operating budgets and

planning and directing the company’s operations and

D3-102
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maintenance activities to promote the delivery of safe,
efficient, and reliable natural gas services to our
customers. My duties also include overseeing the newest form
of sustainable energy in Florida, which 1s renewable natural
gas (“RNG”). Gas Operations” staffing includes technicians
and other fTunctional roles dedicated to customer service,
distribution maintenance, meter reading, locating,
compliance, and leak surveying, among other responsibilities.
I work closely with our Pipeline Safety and Engineering and
Construction teams. 1 am responsible for the safety,
training, and evaluation of our Operations team members and

external affairs team members.

Please summarize your educational background and business

experience.

I earned Bachelor of Science degrees in Finance and Economics
from New York University and a Master of Business

Administration degree from Fordham University.

I began my career in the energy industry in 2006 when 1 joined
Emera Maine (formerly Bangor Hydro-Electric Company), and
thereafter held numerous positions of Increasing
responsibility 1i1n Accounting, Strategy Development, and

Business Development with other subsidiaries of Emera

2 D3-103
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Incorporated (“Emera’).

I joined Peoples in November 2016 as Vice President of
Business Development, became the Director of Operations 1in

January 2021, and assumed my current role iIn January 2022.

What are the purposes of your prepared direct testimony in

this proceeding?

The purposes of my direct testimony are to:

(1) describe the functions of the company’s Gas Operations
and the factors influencing that part of the business.

(2) describe our Pipeline Safety team and compliance
activities.

(3) explain what Peoples i1s doing to improve and evolve Gas
Operations with changing conditions.

(4) detail how the company invests capital in Gas Operations
to promote safe, efficient, and reliable service to our
customers.

(5) demonstrate that the company’s proposed levels of
operations and maintenance (“0&M”) expenses for Gas
Operations and Pipeline Safety for the 2024 projected test
year are reasonable and prudent.

(6) summarize the company’s activities and plans to promote

sustainability.

3 D3-104
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I will also explain the company’s plans for a Work and Asset
Management (“WAM”) platform, our proposals to begin an
Advanced Metering Infrastructure (“AMI”’) pilot, and to
recover economic development expenses 1In accordance with
Florida Administrative Code (“FAC”) Rule 25-7.042, and I will
present information supporting MFR schedule Nos. 1-1, 1-2,

and 1-3.

Did you prepare an exhibit to support your prepared direct

testimony?

Yes. Exhibit No. TO-1, entitled “Exhibit of Timothy
0”Connor™”, was prepared under my direction and supervision,
and accompanies my prepared direct testimony. My exhibit

consists of these four documents entitled:

Document No. 1 List of Minimum Filing Requirements
(“*MFR”) Sponsored or Co-Sponsored by
Timothy O”Connor

Document No. 2 Map of Peoples” Operations Service Areas

Document No. 3 Reliability, Resiliency, and Efficiency
(“‘RRE”) Project’s Actual and Projected
Capital Expenditures by Type

Document No. 4 Customer Growth by Service Area

4 D3-105
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The contents of my exhibit were derived from the business
records of the company and are true and correct to the best

of my information and belief.

GAS OPERATIONS

Q.

Please describe the company’s Gas Operations and the basic

operating functions performed.

Peoples currently serves over 470,000 customers 1in 39
counties across Florida. The company’s Gas Operations team
serves customers in three territories (North, Central and
South) divided into 14 service areas. A map showing these
territories and service areas is included as Document No. 2

of my exhibit.

Gas Operations has four basic operating functions: (1)
customer service; (2) distribution maintenance; (3) damage
prevention and emergency response; and (4) compliance. Safety
considerations permeate all functions the company performs

and will be discussed later In my direct testimony.

What customer service functions does Gas Operations perform?

The company’s commitment to exceptional customer service is

second only to its commitment to safety. Members of Gas

° D3-106
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Operations perform all customer service fTield activities,
including 1installing new meters, meter changeouts, meter
reading, meter investigations, account turn-ons, account
turn-offs, dunning disconnects, dunning reconnects, and meter
and other trouble iInvestigations. Our fTield personnel often
interact personally with our customers as our Tield
activities require us to interact with home and business
owners. Although electric utilities are increasingly digital
and remote, our gas field activities require our technicians
to be on-site to serve our customers. Peoples is proud to do
this and value this opportunity to interact directly with our

customers.

Please explain the distribution maintenance activities

performed by Gas Operations.

Gas Operations is responsible for the safe and efficient
operation and maintenance of the company’s gas distribution
system, which consists of gas mains, laterals, and service
lines, and equipment such as meters, regulators, and pressure
monitoring equipment. Gas Operations performs routine
pipeline and meter maintenance, and monitors and maintains
system integrity. Activities iInclude: leak repair, equipment
replacement, cathodic protection, valve maintenance, valve

relocation related to road construction, regulator and meter

6 D3-107
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replacement on large volume meter installations, cleaning and
painting above ground facilities, adjusting pipe clearances

for construction by others, and various other items.

What damage prevention and gas emergency response functions

are performed by Gas Operations?

Peoples” transmission and distribution systems operate and
serve customers across the major metropolitan areas of
Florida and are buried in rights-of-way, easements, and
private property. The significant amount of new commercial
and residential development 1i1n Florida 1involves equally
significant excavation activity to build and expand roads and
other infrastructure. Gas Operations 1is responsible for
locating our system infrastructure related to this excavation
activity. For 2022, this represented a significant volume of
“locates” of over 600,000 tickets submitted through the
Sunshine State One Call 811 System (“Sunshine 811 System™).
Gas Operations is also responsible for emergency response due
to damages to our pipeline system caused by excavation
activities, regardless of whether the company was called
through the Sunshine 811 System beforehand or not. For 2022,
this represented nearly 1,800 damages requiring emergency
response. Both the volume of locates and emergency responses

are significant non-discretionary work requirements for our

7 D3-108
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team. Later in my direct testimony, 1 will demonstrate the
considerable efforts Peoples has made to reduce the number of
damaged facilities and to improve public safety surrounding

damage prevention activities.

What pipeline safety compliance activities are performed by

the Gas Operations team?

Peoples is subject to pipeline safety regulations promulgated
by the federal government and the State of Florida. The most
significant compliance requirements are contained 1In
regulations adopted by the Transportation Administration and
the Pipeline and Hazardous Materials Safety Administration
(““PHMSA™) . These compliance requirements  for local
distribution companies (’LDCs”) transporting natural gas
include regulations on iIntegrity management, 1incident
management and communications, engineering design, operator
qualifications, pipeline inspections and testing, records

retention, and others.

The Gas Operations team performs many activities to comply
with these federal and state requirements including leak and
atmospheric corrosion surveys, continuing surveillance
surveys, cathodic protection, odorant tests, and regulator,

valve, and meter inspections. These activities also require

8 D3-109
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significant records management. The Gas Operations team
members perform hundreds of thousands of compliance

inspection schedules annually.

What work 1is performed by the Gas Operations Technical

Training team?

The Gas Operations Technical Training (“Technical Training”)
team is responsible for providing apprentices and experienced
utility technicians with PHMSA required operator
qualification (“0Q”) training and testing, which ensures that
Gas Operations team members are competent to perform specific
natural gas-related tasks. The frequency of required task-
level training depends on the complexity and associated
hazards of the task and ranges from annually to triennially.
The 1nstruction provided by the Technical Training team
addresses the 52 covered tasks needed so technicians can
comply with operator qualifications associated with their job
duties. In addition to the covered tasks, there are 68 tasks
not covered by the Apprentice program but are administered by

the 0Q coordinators for our teams.

Peoples uses our company-run training center, a simulated
community with a fully functional natural gas system called

GasWorX, and a standardized training program with classroom

9 D3-110




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

717
D3-111

instruction and field experience to train all apprentices.

New hires begin as apprentices and progress through six levels
of classroom and field study to attain operator
qualifications. This career development program is a talent
attraction tool for new team members to learn and develop
critical skills and contribute to the safe and reliable
operation of our system. Training a team member so he or she
can respond to all gas system operational needs (i.e., be

“on-call”), takes a minimum of approximately 18 months.

Training our team members does not stop when they achieve
operator status. Our Gas Operations team members undergo
routine, periodic training to reinforce our safe work
practices, and learn about how to use new technology and

comply with new safety and damage prevention requirements.

The Technical Training team currently consists of one

manager, two supervisors and six trainers.

How does the BOSS team support the activities of Gas

Operations and the company?

The BOSS team supports Gas Operations and serves as the

interface with our Customer Experience team that is shared

10 D3-111
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with Tampa Electric. The responsibilities of the BOSS team
are to manage the Gas Operations requirements resulting from
our customer service, billing, and credit and collections
activities. This includes meter reading, meter management,
collections, customer follow-ups, service dispatching, data
analytics and reporting, and other operational controls.
Through the BOSS team, Peoples 1is able to standardize
Operations” practices across all 14 service areas and

effectively interface with Customer Experience.

The company also has a Centralized Dispatch team that 1is
included within the BOSS team. This team s responsible for
the scheduling, planning, and dispatching of service work to
all 14 service areas. This centralized function benefits
customers by providing a dedicated focus to the customer,
consistent dispatch and processing of work assignments, and

knowledge of each customer’s usage and activities.

The BOSS team currently consists of one manager, two

supervisors, 10 dispatchers and four customer specialists.

What are the responsibilities of the Sustainable Operations

team i1In Gas Operations?

The Sustainable Operations team iIn Gas Operations supports

11 D3-112
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our existing and planned RNG facilities as part of Peoples”’
overall operations. RNG is an emerging, Important business
segment and represents a different operational profile than
our conventional pipeline system. The company utilizes
contractors to design, construct, and operate these
facilities. The Sustainable Operations team iIs responsible
for managing these outside resources to meet our safety,
compliance, maintenance, and operational requirements for
these sustainable assets. The team is also responsible for
coordinating with Peoples” gas supply and Dbusiness
development, engineering and construction, safety, and other
teams. The company anticipates three RNG facilities will be
online and operational in 2023. Although Peoples” obligations
and commitments are different for each project and with each
counterparty, we have responsibilities to ensure the gas
quality meets appropriate pipeline standards and that the RNG

facility and pipeline equipment are operating appropriately.

The Sustainable Operations group iIs a new team established in

2021 and consists of three team members.

What Tfunctions does the company’s external affairs group

perform?

The external affairs group is responsible for maintaining the

12 D3-113
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company’s relationships with Qlocal governments, community
groups, trade associations, and non-profits. The external
affairs group reports to me and supports Gas Operations and
other parts of the company by managing a wide range of

relationships, opportunities, and issues.

As of 2023, the company has 119 franchise agreements with
various cities, towns, and municipalities that are managed by
this team. This team is also actively engaged with nearly
100 economic development organizations, chambers, non-
profits, associations, and Boards of Directors in numerous
counties and regions to support future growth across Florida.
As the largest LDC in Florida, this team leads the company’s
engagement in natural gas industry groups and associations
such as the American Gas Association (“AGA”), the Southern
Gas Association (“SGA”) and the Florida Natural Gas
Association (“FNGA”) to fTacilitate industry and peer best
practices and communications. Covering fTive defined regions
of Florida (North Florida, Central Florida, Tampa Bay,
Southwest Florida & Southeast Florida), this team maintains
relationships with key stakeholders, political office
holders, and customers. In storm situations, the external
affairs team participates as members of the Emergency
Operations Centers (“EOCs”), where they provide updates to

and assist key stakeholders and communities with our team’s

13 D3-114
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preparation and response to a significant event.

Lastly, the external affairs team educates and advocates for
natural gas and our customers across the state. They are
often the fTirst In our organization to learn of emerging
issues, opportunities, and challenges and to effectively
communicate externally and internally to best position the

company .

In 2021, the company moved resources from a shared service
basis with Tampa Electric and formed a dedicated team for
Peoples. Creating a dedicated and geographically diverse
external affairs team focused on Peoples, its customers, and
the communities it serves is part of the evolution of the
company described by company witness Helen J. Wesley’s direct

testimony.

Please describe how many team members work in Gas Operations.

As of December 31, 2022, the Gas Operations Organization,
including External Affairs, employed 401 team members.
Peoples employs 100, 142, and 125 team members, respectively,
in our North, Central, and South Territories which are split
into 14 service areas. They provide gas service to

approximately 138,000, 172,000, and 158,000 customers 1in
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those areas, respectively. The company’s Gas Operations
organization employs nine team members in 1its Technical
Training team, 16 in Business Operations Support, three in

Sustainable Operations and six iIn External Affairs.

Does Gas Operations use contractor resources to supplement

the work done by employed team members?

Yes. Given our team’s obligation to safely operate our
pipeline system and provide the aforementioned customer
service, distribution maintenance, damage prevention and
emergency response and compliance activities, contractors are
used to supplement our internal resources. Our approach 1is
dependent on workload volumes and needs, availability of
contractors and cost. Later in my direct testimony, 1 will
explain how the company uses contractors to support Gas
Operations and how the recent challenging labor market
conditions have influenced the company’s use of contractors

in Gas Operations.

How has Peoples performed in Gas Operations?

Peoples i1s proud of our record. Our team members provide
safe, reliable, and affordable service to our customers each

day and with industry-leading performance. Peoples” witness

15 D3-116
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Karen K. Sparkman will testify regarding Peoples” leading
customer service over the last decade, as exemplified by its
J.D. Power top ranking for residential customer overall
satisfaction In the South Midsize segment for the past 10
years. Our continual focus on serving our customers shows how

well our Gas Operations team members are performing.

How did Peoples perform in responding to the service areas

impacted by Hurricane lan?

Emergency Preparedness and Response i1s a key function of the
utility to provide safe and reliable service through life
safety, incident stabilization, and property conservation.
In 2022, Hurricane lan tested the organization’s capabilities
when it made landfall on September 28th as a Category Four
hurricane through Charlotte Harbor, on the Iline between

Peoples” Sarasota and Ft. Myers service areas.

The company’s response started well ahead of landfall.
Starting five days before landfall, the company activated
Incident Command and initiated checklists for preparedness
and response. The company’s preparedness effort includes
customer relationship management; safety management; system
response and upstream supply; declaration of extraordinary

circumstances; logistics, mutual aid disclosures; contractor

16 D3-117




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

724
D3-118

preparedness; Peoples” resource management; excavations;
mobilization of support staff and Incident Management Teams;
and site preparation of critical facilities and construction

sites.

Per Peoples” training and procedures, the company’s response
started with assessments, mobilizing resources, and
logistical support as soon as it was safe to begin those
activities. Over the next two weeks, the Damage Assessment
teams completed approximately 28,000 damage assessments and
10 bridge crossings, over 1,200 miles of main were evaluated
with the MobileGuard Mobile Leak Survey, and approximately 90
emergency leaks were repaired while Logistics, Planning, and

Finance teams worked to support the staff and operations.

Once the assessments and Immediate repairs were completed,
the company began demobilization. During this extensive
effort, there were zero at-fault accidents or injuries of
Peoples” team members and zero pipeline safety incidents. The
system showed resiliency, and after the Incident Support team
demobilized, the company’s efforts continued through the
public awareness plan to support damage prevention,

construction, and operations to continue to recover.

Consistent with the Peoples” Pipeline Safety Management

17 D3-118




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

725
D3-119

System and Emergency Preparedness Plan, the company completed
an after-action review once normal operations were resumed.
The company is actively incorporating lessons learned into
the business to enhance an already robust emergency response
capability. The incremental costs associated with Peoples®
response to Hurricane lan are shown in Document No. 7 of
company witness Rachel B. Parsons” direct testimony and

exhibit.

How did the Fort Myers system perform during and after

Hurricane lan?

Given that Hurricane lan was a Category 4 hurricane, Peoples
prepared for extensive damage to the area where the storm had
the potential to impact our pipeline system. During such a
storm, damage to buildings can rip our equipment out of place,
uprooted trees can hit our pipelines, water and flooding can
potentially immerse our infrastructure, and during recovery,
electric power pole repair and other excavation can damage

lines.

Hurricane lan demonstrated the resilience of Peoples” system.
At the peak, the company had approximately 700 customers
without service, but many were not at their residences or

businesses. Within two weeks, the company had restored most

18 D3-119
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customers who were able to receive service and, for some areas
like Fort Myers Beach, our teams were ready to resume service
once the local infrastructure was back in place. Furthermore,
there were many customers who had home generation fueled by
natural gas that were able to maintain hot water and cook
food while they waited for the local electric companies to

restore power.

Given the increasing number of customers, compliance and
customer service levels, does Peoples require additional team

members to meet expected work requirements?

Yes. For all the areas of Gas Operations previously detailed,
additional resources are required to meet future work
requirements and to maintain safe and reliable operations to
serve our customers. As shown on MFR schedule G-2, pages
19c-19e, this amounts to 38 additional positions in 2023 and
36 additional positions iIn 2024, many of which are
replacements for vacant positions. As | will discuss later
in my direct testimony, these new positions are needed to
perform the iIncremental level of work activities driven by
Florida’s remarkable growth, and to comply with increasingly
stringent compliance requirements and evolving risks across

pipeline safety, damage prevention and emergency management.
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SAFETY OPERATIONS

Q-

What role does safety play at Peoples?

The safety of Peoples” team members, contractors, customers,
and the public 1s paramount. The company seeks to set the
standard for LDCs in Florida and beyond. As the largest gas
utility in Florida, we seek to lead by example with safe and
reliable operations and a sharp focus on customer service.
Peoples expects its contractors to follow the company’s
safety and customer service standards and devotes resources

to ensure that they do.

Peoples” goal is to prevent all serious injuries related to
our business considering our customers, the public, our team
members, and contractors. We pursue this goal by strict
adherence to the industry standard Pipeline Safety Management
System (““PSMS’”) approach established by American Petroleum

Institute®s Recommend Practice 1173.

The PSMS has 10 key elements that define essential
requirements for a complete safety program that are risk based
and leadership driven. Peoples began implementation of PSMS
in 2016 and continues to develop i1ts systems, processes, and
culture around PSMS, through a “Plan, Do, Check and Act”

cycle. Implementing the PSMS involves a concerted team effort

20 D3-121
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by our team members and outside service providers.

Please describe the company’s Pipeline Safety team.

The company’s safety teams operate under the leadership of
the company’s Vice President of Pipeline Safety and
Regulatory Affairs. Pipeline Safety is included in my direct
testimony because that team works seamlessly with Gas
Operations, and I am personally familiar with the company’s

safety programs and activities.

The Safety Operations team has two groups. The first focuses
on environmental safety and compliance, contractor safety,
and Occupational Safety and Health Administration (“OSHA™)
workplace safety. The second focuses on damage prevention and
public awareness, pipeline safety compliance, and emergency

management.

Please describe how many team members work in Safety

Operations.

At the end of 2022, Safety Operations consisted of a total of

35 team members.

What safety regulations impact how Peoples conducts business?

21 D3-122
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As an LDC, Peoples is subject to federal and state regulations
to promote the safety and reliability of the transportation

of natural gas for our customers.

The PHMSA, which i1s part of the United States Department of
Transportation, develops and enforces regulations for the
safe, reliable, and environmentally sound operation of
America’s 2.6 million miles of gas pipeline and the nearly
1.0 million daily shipments of hazardous materials by land,

sea, and air.

The Florida Public Service Commission (“Commission’) annually
inspects Peoples” compliance with the requirements under 49
C.F.R. & 191 and 192 and Chapter 25-12 of the Florida

Administrative Code.

As an employer, Peoples 1s subject to workplace safety
regulations imposed by OSHA, and environmental regulations
enacted by federal and state environmental regulatory

agencies.

The company understands that following applicable safety and
other regulations i1s one of i1ts fundamental obligations and
works diligently to meet and exceed the compliance

requirements under these laws.
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In general, how do these regulations and compliance

requirements influence the company’s costs of doing business?

While complying with federal and state safety including
damage prevention and other regulations which promote the
safety of our customers and the public, these compliance
requirements affect the company’s costs to construct assets

and its level of 0&M expenses.

Regulations may specify that the company install new pieces
of equipment or design and construct facilities to a certain
standard. On the O0&M side, Peoples begins dedicating
resources to federal and state compliance as soon as new rules
or rule amendments are noticed for adoption. Peoples monitors
rule development and amendment activity to assess their
potential impacts on the company’s gas system and operations,
and to provide Input as appropriate so the costs and benefits
of new rules and rule amendments to 1ts customers are properly

considered.

For example, a recent Rupture Mitigation Valve (“RMV”) Rule
requires process iImprovements over the entire lifecycle of
the pipeline. The RMV rule was issued April 4, 2022 and became
effective October 5, 2022. It requires new capital assets

(valves and telemetry) to be designed and installed for
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pipeline facilities fitting certain PHMSA criteria. The RMV
rule also imposes requirements for construction standards and
how valves and telemetry must be operated and maintained.
This federal rule change is compelling Peoples to update its
design and construction standards, operation and maintenance
practices, gas control room procedures, testing protocols,

and training programs.

Peoples considers this safety compliance work to be important
and valuable In the pursuit of safety, but it does iIncrease
the costs the company 1incurs to construct, operate, and

maintain its distribution system.

How has Peoples performed in the safety area?

Peoples is proud of its safety record.

The company’s OSHA 1injury rate for team members and
contractors 1i1s an 1industry low. 1Its OSHA 1incident rate
declined from 1.22 in 2020 to 1.13 in 2022. Its avoidable
vehicle incident rate declined from 2.26 in 2020 to 1.84 in

2022.

Peoples was awarded the Industry Leader Accident Prevention

Award from the American Gas Association for a “DART” (days
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away, restricted, or transferred) incidence rate below the

industry average in 2022.

Peoples received Gold Shovel Standard Certification for its
use of underground damage prevention best practices and has
required the same of its strategic partners. The company

continues to have excellent PHMSA compliance results.

EXTERNAL FORCES AND THE EVOLUTION OF GAS OPERATIONS

Q-

What external forces are significantly influencing the

activities of Gas Operations?

The major forces influencing the activities of Gas Operations
are: (1) the remarkable population growth of Florida, (2) the
challenging market dynamics for internal and external labor,
(3) iIncreasing safety compliance obligations, (4) iIncreasing
damage prevention activities, and (5) growing customer demand
for, and opportunities to support, compressed natural gas

(““CNG’), liquefied natural gas (“LNG”), and RNG customers.

GROWTH OF FLORIDA

Q-

A.

How does Peoples describe the recent growth of Florida?

As noted by witness Wesley and supported by company witness

Dr. Richard K. Harper, Florida’s growth has been remarkable,

25 D3-126




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

733
D3-127

especially over the past few years. Florida’s population
growth means more new home construction; more hotels,
hospitals, stores, and restaurants; new and expanded roads
and other construction; and more gas-fired electricity
generation. As Florida grows, Peoples must invest iIn new
mains, laterals, service lines, and meters; hire team members
to operate and maintain a growing system; and spend money
building, upgrading, and moving the company’s gas
distribution iInfrastructure to accommodate Florida’s growth

and construction.

What impact has the recent growth of Florida had on the

company’s Gas Operations?

Florida’s growth 1is providing Peoples the opportunity to
serve more customers and grow the size of the distribution
system and resources we use to serve them. As our system
expands, the company must increase the resources we spend on
safety compliance and the different functions performed by
Gas Operations. It also has increased the work that must be
done to accommodate third-party construction activities such
as new residential and commercial construction and road
construction. Identifying the location of our gas
infrastructure before building contractors, road contractors

and landowners dig is an important and growing part of the
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work done in Gas Operations.

Has Florida grown uniformly across Peoples”’ service area?

No. The percentage of customer growth by service area as
provided in Document No. 4 of my exhibit, showcases the
remarkable growth of Florida. For 2021 and 2022 respectively,
Jacksonville has grown 12.9 percent and 11.9 percent;
Southwest Florida has grown 11.6 percent and 12.1 percent;
and Sarasota has grown 8 percent and 8.4 percent. For those
three service areas, the overall growth for 2018-2022 has
been 57.9 percent, 53.7 percent, and 35.2 percent. These
percentage increases underscore our higher growth areas. The
company continues to see growth in other service areas, but
not at the same levels as illustrated above. Dade-Broward,
Tampa and Orlando represent three of our largest service
areas. For 2021 and 2022 respectively, Dade Broward has grown
1.1 percent and 0.7 percent, Tampa has grown 3.1 percent and
2.7 percent, and Orlando has grown 2.6 percent and 2.1
percent. For those three service areas, the overall growth
for 2018-2022 has been 3 percent, 12.9 percent, and 9.5

percent, respectively.

Do you have data that reflects the impact of Florida’s growth

on Gas Operations?
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Since 2020, Gas Operations 1s experiencing an increased
workload in all areas, which I have highlighted in key areas
below:

(1) Customer growth has increased from 425,990 customers at
the end of 2020 to 467,975 at the end of 2022 and i1s expected
to be 496,812 by the end of 2024. This increase of 70,822
customers in this time frame drives higher customer service
volumes to Gas Operations. Our teams have more customers to
serve which can include new meter sets, meter reading,
maintenance and 1investigations, leak responses, customer
inquiries, meter compliance requirements and all activities
required to serve our customers and operate the system safely
and properly.

(2) In 2020, the company’s distribution system consisted of
approximately 14,175 miles of mains. Those numbers increased
to approximately 14,880 by the end of 2022 and are expected
to grow to 15,494 by the end of 2024.

(3) Locate ticket requests have increased from approximately
535,000 at the end of 2020 to approximately 618,000 at the
end of 2022 and are expected to exceed 700,000 by the end of
2024. This iIncrease of over 50,000 tickets annually in this
time frame drives higher locate activity iIn every service
area. The Sunshine 811 System process requires Peoples to
respond to locate tickets within two business days. Coupled

with the remarkable business, roadway and construction growth
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in Florida, the volume of locate tickets is a significant
resource driver to Peoples. Furthermore, the expected
infrastructure iInvestments for Florida related to the
Inflation Reduction Act will add to this already high growth
environment.

(4) Damages to the distribution system have iIncreased from
1,500 at the end of 2020 to 1,800 at the end of 2022 and are
expected to be 2,000 by the end of 2024. This increase of
approximately 100 damages each year in this time frame drives
higher emergency response activity in each service area. With
our ever-expanding geographic service area to cover,
responding to damages quickly is becoming more challenging
without more resources. The emergency response time
percentage under 60 minutes was 98.5 percent at the end of
2020, 98 percent at the end of 2021 and 98 percent at the end
of 2022. The general industry standard i1s no less than 98.5
percent. The increase iIn damages, the greater mileage to cover
per technician, and the impact of Florida’s population growth
on traffic and roads is slowing our response times. Given
where some team members live within a service area, It is
sometimes physically impossible to safely travel to a damaged
line 1In under 60 minutes. Lastly, given that a technician
must be prepared for any situation In an emergency response
scenario, only fTully trained, operationally qualified team

members are on-call and able to respond. [In other words, a
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new apprentice will not have the adequate training necessary
to respond to emergency scenarios and as a result are unable
to immediately contribute to the growing emergency response

resourcing need related to damages.

How 1s Gas Operations responding to this growing level of

work activity?

Due to our growing customer base and increased compliance,
locate, emergency response and other operational needs, Gas
Operations is 1increasing our trained workforce while
selectively engaging contractors. Through this process,
Peoples is also actively working to ensure we have qualified
personnel available in locations to meet the 60 minutes

response time.

Total headcount in Gas Operations at the end of 2022 was 395.
For 2021 and 2022, total headcount was 360 and 395,
respectively. For 2023 through 2024, the total headcount is
expected to be 433 and 466, respectively. Including budgeted
vacancy allowances of five percent, the net headcount
reflected iIn the 2023 and 2024 budgets i1s expected to be 413
and 445, respectively. MFR schedule G-2, pages 19c-19e shows

the position breakdown for 2023 and 2024 for these iIncreases.
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In 2023, 39 total new positions are planned, not including

any vacancy assumption:

(1) 32 positions are planned for various field personnel -
supervisors, utility technicians, line locators, apprentices,
corrosion technicians and utility coordinators,

(2) six positions are planned for dispatchers and support
specialists within the BOSS team, and

(3) one position is planned for an external affairs analyst.

For budgeting purposes, a five percent vacancy assumption was
used on the total 39 positions planned, thereby reducing the

total 2023 planned positions to a net of 37.

In 2024, 33 total new positions are planned, not including

any vacancy assumption:

(1) 30 positions are planned for various field personnel —
supervisors, utility technicians, line locators, apprentices,
corrosion technicians and utility coordinators,

(2) Two positions are planned for technical trainers, and
(3) One position 1is planned for a damage prevention

supervisor.

For budgeting purposes, a five percent vacancy assumption was
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used on the total 33 positions planned, thereby reducing the

total 2024 planned positions to a net of 31.

CHALLENGING LABOR MARKETS

Q.

Have you found 1t challenging to meet the internal and

external labor needs for Gas Operations?

Yes. Since 2020, the Ilabor market 1in Florida 1is more
competitive, and as a result Peoples has experienced
challenges 1in attracting and retaining qualified team
members. In this more competitive labor environment,
candidates are seeking higher wages, flexible work
arrangements, rapid career promotion and other job
opportunities that have made it more difficult to attract
workers for field operations roles as well as other key roles

within the company.

Although Florida 1s an attractive place to live and work, the
gas industry employs fewer workers when compared to electric
utilities in Florida, so the number of fully trained people
available to work in the gas industry is not as large here as
it 1s in other states. The company finds i1t difficult to
recruit trained gas iIndustry workers from northern states
where gas loads and penetration are greater, because the

prevailing wage rates where they are working are higher than
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our wage scales. These challenges are explained more fully

by company witness Donna L. Bluestone in her direct testimony.

What 1mpact has the challenging labor market had on Gas

Operations?

The challenging labor market has impacted Gas Operations by:
(1) iIncreasing activities aimed at recruitment, training, and
retention, (2) regular review of our wage rates to determine
their competitiveness, and (3) balancing our use and

associated costs with contractors.

RECRUITMENT, TRAINING AND RETENTION

Total team members iIn Gas Operations have increased from 360
in 2021 to 395 i1n 2022, with planned additions of 38 in 2023
and 33 for 2024. These iIncreases are necessary due to the
growth of the pipeline system and our obligation to serve
customers safely and reliably. The iIncreases are also due to
some reduction in the number of contractors by bringing some

positions In house.

In addition to the impact of the challenging labor market
related to hiring new team members, the development timeframe
required to ensure new hires are sufficiently trained and

obtain operator qualifications results in a lag before team
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members can TfTully participate in the required work. For
example, a new apprentice with no prior gas utility experience
cannot perform any tasks for a minimum of three months as
they acquire operator qualifications. It takes a minimum of
approximately 18 months for the same apprentice to acquire
sufficient operator qualifications to perform on-call duties.
What this means is that although Peoples is adding to our
team members, the impact on the increasing workforce is not

realized immediately and will lag for a period.

Lastly, the company has been challenged in i1ts ability to
retain team members over the long-term. Due to this
competitive environment and the necessary onboarding and
training requirements to ensure a proficient and skilled
workforce, Peoples 1is experiencing higher turnover and
attrition. While this i1s unfortunate, the company knows that
it 1s a phenomenon affecting others in the utility sector as
geographic migration for similar roles but at higher pay

continues.

COMPETITIVE COMPENSATION

The starting hourly wage rate for an apprentice 1In Gas
Operations was $16 in 2020 and has risen to $20 in 2022.
Peoples anticipates needing to continue increasing wage rates

in 2023 and 2024 to attract and retain qualified team members.
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Witness Bluestone”s direct testimony will provide more detail

on labor rates and compensation.

USE OF CONTRACTORS

The company’s obligation to provide a safe and reliable
natural gas distribution system is largely dependent upon
non-discretionary job activities. Accordingly, Peoples must
ensure the labor needs related to operations, compliance,
safety, maintenance, customer service and emergency response
activities do not go unmet. Peoples can secure the services
of fully qualified gas technicians by contracting outside
service providers. While these contractors are more costly on
a per-hour basis, use of contractors allows the company to
meet 1ts immediate needs and to quickly adjust the size of
its total work force, 1iIncluding both team members and
contractors, to meet 1ts operational, performance and

geographic needs.

What actions is Gas Operations taking to mitigate the impact

of current labor market conditions?

Gas Operations collaborates with the company®s Human
Resources group to hire team members to meet our needs. The
actions taken to mitigate market conditions include: 1)

providing market competitive wages and benefits to our team
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members, 2) increasing the volume of new apprentices through
our GasWorx apprentice program for future workload needs, and
3) reducing the need for some contractors by increasing

internal teams.

Witness Bluestone’s direct testimony details the company’s
efforts to adjust wages and benefits to align with market
conditions. To attract and retain new team members, the
company must be competitive in the marketplace by offering a

strong compensation package.

In 2022, the company worked diligently to recruit for our
apprentice classes. The company recruited three new
apprentice classes, the most completed in any year, and
trained 38 new apprentices to meet our higher workload and to
reduce the usage of contractors. This iIs not an immediate
cost savings between internal and external costs due to the

amount of time required to train new team members.

SAFETY COMPLIANCE
Q. Please describe how the company’s safety compliance

requirements are increasing.

A Recent PHMSA regulation changes include enhanced requirements

in the categories of integrity management, management of
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change, rupture detection, valve installations, leak
management, safety reporting requirements, environmental
standards and procedures, and pipeline assessment
requirements. Looking ahead, Peoples i1s facing changes from
the PIPES 2020 Act, MegaRule RIN1, RIN2, and RIN3, and RMV
Rule, and rulemaking is expected to arise from the 2024 PHMSA
reauthorization. Company witness Christian C. Richard
provides greater detail of these compliance requirements in

his direct testimony.

Why did the company add to the Pipeline Safety team in 20227?

In 2022, the company added 11 team members to Safety

Operations for the following business reasons:

The company added six members (including a supervisor and
manager) to i1ts Damage Prevention team due to the rise 1iIn
construction activity in the state and the resulting increase
in locate tickets and damages. These new team members work
in the field iIn different locations around the company’s
service territory and dedicate their efforts to preventing

underground pipeline damages

Peoples added one Emergency Management Manager, who 1is

dedicated to planning our response to and responding to
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emergencies, iIncluding Blarge customer outages and severe
weather events. Improving the resiliency of utility
infrastructure and promoting prompt response by utilities to
severe weather events 1s becoming a more important public
policy goal i1n Florida. Additionally, the expansion of our
system results iIn the need for a position that focuses on

emergency management.

As our capital program has expanded, so has the number of
contractors employed and therefore the need for more safety
supervision of those contractors. The company added three
coordinators assigned geographically across the state to our
Contractor Safety team. Peoples works with 150 contractor
crews to meet the construction demands of its growing system.
Our Contractor Safety team is responsible for collaborating
with contractors and conducting field inspections to ensure
compliance with safety programs and safe construction

practices.

The company added a Compliance Analyst to the
PHMSA/Commission Compliance team to manage the hundreds of
thousands of compliance activities and the almost 30
compliance inspections which occur annually while pursuing

process improvements in the compliance function.
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How is Peoples adding to the Safety Operations team in 20237

The company 1is adding one additional team member to its
Quality Assurance and Pipeline Safety Management team to
accommodate pending regulatory requirements and safety risk
mitigation efforts. This position Is needed to support the
growing regulatory workload (e.g., Management of Change) and
the Corrective and Preventive Action Program (“CAPA”) we are

developing.

Does the company plan to add to the Safety Operations team iIn

20247

Yes. The company plans to add five members to its Pipeline

Safety team in 2024 for the following purposes:

(1) one additional team member to our occupational safety
team to advance safety training across our growing internal

and external workforce.

(2) one additional team member to the Pipeline Safety
Compliance team to be the subject matter expert on existing
and impending safety compliance regulations. This person is
needed to ensure the company complies with the rapidly

changing and increasingly complex pipeline safety regulations
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I previously described in my direct testimony. This highly
technical position will advance safety of the system through
compliance and participate iIn the design of our compliance

systems to maximize efficiency, compliance, and safety.

(3) add two members to the Emergency Management team. With
14 service areas across the state and a growing customer base,
these roles will enhance Peoples” ability to plan for and
respond to hurricanes and other emergency events across the
state. Developing and executing drills and mock storm events
is critical to prepare team members to properly prepare and
respond to an emergency event. These mock events will be
coordinated and executed with local and state municipal
emergency services. Peoples needs to expand its team to

properly coordinate and execute these activities.

(4) add one new team member to i1ts environmental team. Peoples
currently employs one dedicated environmental specialist who:
(a) helps the company meet environmental permitting
requirements, (b) coordinates environmental safety programs,
and (c) responds to environmental near misses or iIncidents.
By expanding our environmental team, the company will be
positioned for the future to enhance environmental efforts iIn
the areas of methane emission reduction, program management

and environmental remediation.
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DAMAGE PREVENTION

Q-

Please describe the challenges and operational requirements

of damage prevention and emergency response.

In response to excavation activities and locating requests
through the Sunshine 811 System, the company responded to
approximately 535,000 underground facility “locates” in 2020.
This number grew to approximately 618,000 in 2022 and is
expected to increase to more than 700,000 in 2024. These
locate requests are made by third-party excavators and the
company must respond within two business days. These locate
requests require a technician or a contractor to confirm the
location of our facilities and for those locates that are 1in
the vicinity of our distribution pipeline system, physically
mark the gas lines, with yellow paint or flags, to help

prevent excavators from damaging an underground pipeline.

It 1s important to emphasize the impact of the volume of
locates on our business. The approximate 618,000 Ilocate
requests in 2022 represents a monthly average of around 51,500
locate requests. Given the two-business day response
requirement, this volume can represent 20-30 locate tickets

per day for our locators or technicians.

Peoples suffered approximately 1,500, 1,700 and 1,800
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underground facility damages by third parties in 2020, 2021,
and 2022, respectively. Of the damages in 2022, approximately
80 percent were caused by the excavator that either failed to
call the Sunshine 811 System call center to request a ticket
or did not adhere to damage prevention requirements defined

in Chapter 556 as required by law.

Emphasis on the volume of damages is 1Important as the
approximately 1,800 damages in 2022 represents about five
damages per business day. Damages are not scheduled or
planned. When a damage occurs, our team must stop work to
respond to the damage. The company does not staff positions
to be on standby for possible damages. Our teams must be

ready to respond as needed.

These locate and damage prevention activities are a priority
and responsibility of Peoples” Operations and Pipeline Safety
teams, and ensuring adequate resources exist to perform these
duties is an essential responsibility to the communities of
Florida. Appropriate rates to support these costs are
beneficial to customers in the interest of public safety,

liability, and reliability of gas service.

What actions has the company taken to reduce underground

damages by third parties?
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Peoples has implemented numerous damage prevention
initiatives to mitigate the risks associated with damages to
our pipeline system. These initiatives started iIn 2021 and
include: (1)re-organized Gas Operations supervisors and team
members to be dedicated to locate and gas emergency response
activities for areas with high volumes of locate tickets, (2)
initially piloted, then expanded broadly, process improvement
efforts led by an external process consultant, (3) expanded
the number of Pipeline Safety Damage Prevention team members
dedicated to the field and proactive intervention with third-
party contractors to prevent damages, (4) obtained
certification as a Gold Shovel Gas Operator and required
Peoples” contractors to obtain this certification, ensuring
we are Tollowing damage prevention best practices, and (5)
focused efforts on engaging with leadership of high-risk
excavators who use mechanized equipment that can damage

underground natural gas pipeline with serious consequences.

Peoples also continues to work with state and local
jurisdictions on strengthening enforcement activities to
deter future excavation violations. Based on available data,
improved communication, education, and enforcement could
drive greater utilization of the Sunshine 811 System. By
reducing excavation activities that are not preceded by a

locate call, the company can better prevent damages.
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Have these five initiatives iIncreased costs for Peoples and

why are they good for customers?

Yes. These initiatives have iIncreased O&M and capital costs.
These cost increases were incurred as a result of staffing
requirements to properly respond to the increasing ticket
volume. These cost increases are prudent and iIn the best
interest of customers as they enhance public safety, lower
methane emissions with every prevented damage, reduce
liability for Peoples, and prevent costly and disruptive

customer outages.

SUSTAINABILITY OPPORTUNITIES

Q-

What opportunities does Peoples see to support CNG, LNG, and
RNG in Florida?

Peoples sees growing opportunities in all three areas.
Company witness Lew Rutkin, Jr. describes these growing
opportunities, and what Peoples i1s doing to support customers

who seek them, in his prepared direct testimony.
How have the activities of the Gas Operations area been

affected by the work witness Rutkin and his team have been

doing in the CNG, LNG, and RNG areas?
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As discussed earlier in my direct testimony, the company has
added three members in the Gas Operations area to operate the
facilities used to support the three RNG facilities discussed
by witness Rutkin in his direct testimony. In support of the
RNG facilities, Sustainable Operations evaluates, procures,
and manages contractors to perform O&M services and other

obligations.

GAS OPERATIONS CAPITAL PROJECTS

Q-

What kinds of potential capital projects are identified by

Gas Operations?

Most potential capital projects i1dentified by Gas Operations
serve to promote the reliability, resiliency, and efficiency
(““RRE”) of our gas distribution system. Through the course of
operating our distribution systems, members of our Gas
Operations team become aware of facilities that need to be
replaced (beyond the replacement of Cast Iron/Bare Steel or
Problematic Plastic Pipe), improved or relocated to maintain
the safe and reliable operation of the system. We work with
the company’s engineering, construction, and technology team
on larger capital projects with Jlonger planning and
implementation schedules. Projects also 1include pipeline
installations to loop our system to ensure no significant

customer base 1i1s dependent on only one feed of gas. As
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previously discussed, with the significant volume of damaged
facilities Peoples experiences, ensuring reliable and looped
systems provides for the ability to respond more safely to a
damaged facility. Witness Richard describes the process for
identifying, evaluating, budgeting, and implementing major

RRE projects in his direct testimony.

What dollar value of RRE projects were identified as needed

by Gas Operations for 2022 to 20247

Gas Operations 1i1dentified the need for a total of
approximately $144.5 million of RRE projects for that period.
Of that total, approximately $43.5 million was spent in 2022,
and approximately $37 million and $64 million are projected
to be spent in 2023 and 2024, respectively. A schedule showing
the actual and projected capital expenditures by type for

these three years i1s iIncluded as Document No. 3 of my exhibit.

The process the company uses to plan, budget and construct
capital projects is explained by witness Richard In his direct
testimony. The actual and projected spending amounts shown
for 2022, 2023, and 2024 for Gas Operations RRE projects
reflect projects that are needed, have been or will be
constructed, are prudent and should be included in rate base

for the 2024 projected test year.
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What categories of projects are included in the RRE project

totals for 2022, 2023 and 20247?

The categories of projects included in those amounts include
cathodic protection, distribution system iImprovements,
improvements to property, main replacements, meters and
regulators, non-construction, service line replacements,
technology projects and transportation vehicles. The work

associated with each of these categories is explained below.

Cathodic Protection - replacement, retirement, or addition of

cathodic protection on existing gas mains and services. The
company spent $3.3 million in 2022 and projects to spend $2.5

million and $2.6 million in 2023 and 2024, respectively.

Distribution System Improvements - replacement, retirement,

or addition of gas mains related to the enhancement of the
gas distribution system’s reliability. The company spent $5.4
million in 2022 and projects to spend $3.0 million and $3.5

million In 2023 and 2024, respectively.

Improvements to Property - permanent alteration, repair, or

addition to a property that enhances its value, iIncreases iIts
useful life, or allows for new use. $2.4 million was spent in

2022 with $3.0 million and $12.1 million projected to be spent

47 D3-148
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in 2023 and 2024, respectively. For 2022, our Miami service
area building required improvements to renew permits with the
city. For 2024, the company projects $1.1 million for
improvements to our GasWorx facility and $8.0 million for a
new or Jlarge renovation for our Orlando office. General
building repairs and costs were $1.9 million in 2022 and are
projected to be $3.0 million and $3.0 million in 2023 and

2024, respectively.

Main Replacements - replacement or retirement of short

sections of existing gas mains iIn an emergency or unplanned
event where there is not time to plan, design, permit, or
schedule the work. The company spent $17.6 million in 2022
with $15.0 million and $16.8 million projected to be spent in

2023 and 2024, respectively.

Meters and Regulators — replacement, retirement, or addition

of metering and regulation equipment to maintain reliability,
accurate gas monitoring and compliance with applicable
requirements. The company spent $0 in 2022 and projects $0
for 2023. The company projects to spend $7.8 million in 2024.
Due to the continued shortage of small commercial meters, the
company is unable to complete periodic change outs (“PC0s™)
for 2022 and 2023. Peoples i1s expecting meter supply to become

available by 2024 and have reflected the costs of working
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through any backlog and the 2024 scheduled PCOs.

Non-Construction — tools, tooling, machinery, or equipment

used to install or maintain company assets, power equipment
and tools, gauges, instruments, devices, or systems used to
inspect, test, calibrate, or measure parameters. The company
spent $1.4 million in 2022 and projects to spend $1.5 million
and $2.1 million in 2023 and 2024, respectively.

Service Line Replacements - replacement of a portion or entire

service lines of existing gas services In an emergency or
unplanned event where there i1s not time to plan, design,
permit, and schedule the work. The company spent $7.6 million
in 2022 and projects to spend $6.8 million and $7.7 million

in 2023 and 2024, respectively.

Technology Projects — primarily purchase of computers,

printers, and related equipment. The company spent
approximately $500,000 in 2022 and projects to spend
approximately $600,000 and $400,000 in 2023 and 2024,

respectively.

Transportation Vehicles - purchase of vehicles. The company

spent $5.2 million in 2022 and projects to spend $4.8 million
and $8.3 million in 2023 and 2024, respectively. Capital

49 D3-150
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totals in 2022 and 2023 reflect lower average annual amounts
due to ongoing market constraints that have slowed the

company’s ability to source new vehicles.

OPERATIONS AND MAINTENANCE EXPENSES

Q.

What is the amount of 0&M expenses by functional FERC account

incurred In 2022 that you are supporting?

In 2022, the company recorded a total of $36.9 million in
FERC Accounts 413, 871, 874, 878, 879, 880, 881, 886, 887,
892, 893, 894 and 902. The amount for each account is shown

on MFR schedule G-2, pages 12a-19a.

What is the projected 0&M expenses for these FERC accounts in

2023 and 2024?

The totals in 2023 and 2024 are $37.6 million and $42.5
million, respectively. The distribution of these amounts 1is

also shown on MFR schedule G-2, pages 12a-19a.

Why is the total projected amount of 2024 0O&M expenses for

these FERC accounts higher than the actual amount In 20227

The total in 2024 is $5.6 million higher than in 2022. $2.0

million of this iIncrease is related to labor costs that were

=0 D3-151
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budgeted on a trended basis as described iIn the direct
testimony of witness Bluestone. $1.9 million of this iIncrease
are other costs that were budgeted on a trended basis as
described i1n the direct testimony of witness Parsons. The
remainder of the increase consists of $3.5 million of payroll
not trended costs reflected on MFR schedule G-2, pages 19c-
19e that is offset by other not trended costs with a $1.8

million decrease.

Why are payroll not trended costs increasing $3.5 million

from 2022 to 20247

Payroll not trended costs are increasing due to the position
increases reflected on MFR schedule G-2, page 19c-19e for
these respective FERC accounts, to meet the needs discussed

earlier In my direct testimony.

Why are not trended other costs decreasing $1.8 million from

2022 to 20247

Due to the company’s financial challenges in 2023 described
in the direct testimony of witness Wesley, Peoples reduced
contractor costs iIn FERC Account 874 by eliminating
contractors for locators, leak surveys and other activities.

This is not a sustainable solution in the long-term and will

o1 D3-152
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be addressed through the continued balancing of internal
resources and contractors. In Account 413, the 0&M expenses
related to Uleased CNG stations decreased approximately
$355,000 from 2022 to 2024 due to a customer exercising
purchase options on two stations in 2022. In addition, as
discussed iIn the direct testimony of witnesses Richard and
Parsons, the company is proposing to decrease its annual
expense for Transmission Integrity Management Program costs

in FERC Account 887 by approximately $439,000.

Is the total amount of projected 2024 0&M expenses for the

FERC accounts you are supporting reasonable?

Yes. The total projected 0&M expenses for 2024 for Gas
Operations represents the costs to safely operate our gas
distribution system 1iIn service of our customers and the
public, meet all compliance requirements, protect the public
and our system from outside damages and equip our team members
with appropriate training and development to perform their

duties.
Besides the O0&M expense 1In the FERC accounts you have

supported above, is there any other O&M expense item you would

like to discuss?

52 D3-153
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A. Yes. The company included 0&M expense related to the Alliance

RNG project in FERC Account 930.2. The company projected that
this project would be in-service in February 2023 and commence
operations at that time. The other not trended expenses in
2023 of $3.2 million and in 2024 of $4.0 million reflected on
MFR schedule G-2, page 19b, represent the expected costs to
operate the facility. Costs included are the outside services
cost for O&M services, property taxes, royalties on revenues
and other costs related to operating the facility. As
described in the direct testimony of witness Rutkin, the
Alliance RNG facility will deliver environmental, economic,

and reliability benefits to our customers and to Florida.

OTHER TOPICS:

WORK AND ASSET MANAGEMENT

Q- Please provide a brief description of the WAM system Peoples

is implementing.

A. As discussed in further detail iIn witness Richard’s direct

testimony, the WAM system is a central technology platform
used by most utilities to track all aspects of an asset’s
life 1including planning, design, construction, use and
retirement and provide for safe operations. WAM is intended
to enable better work planning and execution, centralized

management of assets, enhanced customer service and system
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safety. The WAM system will result i1n efficiency

improvements, enable growth, and reduce risk.

How will implementation of WAM change the way of work in Gas

and Safety Operations?

WAM will change the way iIn which each team member iIn these
areas performs work. The company currently uses multiple
systems to schedule, dispatch, complete, and report on all
activities performed by the operations department. WAM will
consolidate these activities 1iInto a single platform.
Although the actual compliance, maintenance, customer
service, and emergency response activities will not change,
WAM will change how these activities are managed. Individual
field operations team members will complete WAM training and
be required to manage all work through WAM. Ultimately, WAM
will provide opportunities for 1increased efficiency and
productivity, however, as is usually the case when new systems
are introduced, it will take time to fully implement and
realize the benefits of WAM. Implementing a central work and
asset management system will improve the efficiency of the
Gas Operations team members and streamline their functions.
Currently, Operations team members must use the fTollowing
systems iIn conducting their work: (1) Inspection Manager for

compliance activities; (2) PragmaCad for service and
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emergency orders; (3) ad-hoc work tracking for distribution
services; (4) a Leak Management System (LMS) to track leak
remediation; and (5) Irthnet, a state-operated ticket system
for locate response. The consolidation of these work orders
into one system over time will create ease of training, ease

of use, and efficiency of resource management.

How will WAM impact field personnel iIn Gas Operations?

Field personnel iIn Gas Operations will experience significant
changes i1n the way in which they perform their duties. 1
have provided the summary below to detail key changes:

(1) Each team member will utilize an i1Pad to manage and
complete all daily work requirements. Each vehicle has been
outfitted to accommodate an iPad for optimal use.

(2) WAM i1s a single platform replacing numerous legacy systems
so a Tield technician will 1mmediately recognize a more
streamlined work management experience. Rather than logging
on to multiple systems for all types of job duties, TfTield
technicians will log only into WAM and see all that they need
for each day.

(3) New technicians will experience an easier learning curve
by only learning the WAM system and not the multiple legacy
systems.

(4) WAM will be an interactive system with work orders mapped

o5 D3-156
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and locations highlighted in map view for ease of use. All
activity will be electronic and will eliminate paper records.
(5) With this single platform, scheduling and planning of
work orders will be improved.

(6) A technician’s time will be recorded through WAM as jobs

are completed.

What impact will WAM have on Gas and Safety Operations 0&M

expenses in the 2024 projected test year and thereafter?

Implementing a new system as expansive as WAM takes time
because 1t will result i1n significant changes to how team
members carry out their work. In the short-term, there will
likely be disruptions, errors and other challenges as team
members adapt to the new system. However, this system will
provide an opportunity for mid-term and long-term efficiency
gains to offset the volume of work the Gas Operations team
continues to experience. Central WAM systems, like the one
Peoples 1is implementing, are industry standard for gas

utilities.

Is the level of Gas Operations and Pipeline Safety O0&M

expenses in the 2024 projected test year reasonable?

Yes. The O&M associated with the Pipeline Safety team is
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reasonable as i1t supports the effectiveness of our PSMS which
in turn ensures the safety of the pipeline, our team members,
our customers, contractors, and the public. Peoples has been
thoughtful and pointed i1n expanding these teams as system
expansion, customer growth, compliance requirements and
damage prevention challenges have all placed pressure on our
existing resources. It is essential to authorize the proposed
resources in the 2024 Test Year for the Pipeline Safety team
for Peoples to deliver continued excellent safety performance
and mitigate the potential for an event that could severely

impact the communities we serve.

ADVANCED METERING INFRASTRUCTURE

Does Peoples propose to begin using AMI?

Yes. As part of i1ts request in this case, the company seeks
approval to begin an AMI pilot program in the 2024 projected
test year (“AMI Pilot”). AMI systems provide granular usage
information to utilities and customers. An AMI system has
three major components: (1) smart meters (and associated
communication modules); (2) a communication network; and (3)
AMI back-office information technology (IT) systems to manage
the two-way communications enabled by AMI. To date, only a
small number of gas utilities have deployed AMI technology,

but AMI is widely used across the electric utility industry.

o7 D3-158
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Describe Peoples” proposed AMI Pilot.

Peoples” proposed AMI Pilot is a research and development
pilot to support the evaluation of system-wide deployment of
AMI infrastructure in a future case. The purpose of the AMI
Pilot 1s intended to test and gain information and data on
the deployment, use, benefits, and cost savings associated
with AMI two-way communications. As part of the AMI Pilot,
Peoples will also test and gather data on (1) the corrosion
resistance and life of new smart meters and associated
assemblies and (2) the ability of Peoples” back-office system
to support and utilize the Tull potential of two-way
communication smart meters. The AMI Pilot is proposed as a
one-year roll-out (i.e., installation) of the meters and a
subsequent three-year evaluation period in which the
performance of the meters and their correlative benefits will

be assessed.

How many meters will be included in the AMI Pilot and what

are the intended benefits?

Peoples intends to replace 5,000 meters in Hillsborough
County. This replacement effort will provide a sufficient
sample size to assess the functionalities and benefits of the

meters without undue burden or cost to our system and

S D3-159
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customers. In HilIsborough County, Peoples serves
approximately 70,000 customers, of which the 5,000 meters in

the AMI Pilot represents seven percent.

An added rationale for conducting the AMI Pilot in our Tampa
service area i1s the potential to connect to existing Tampa
Electric technology infrastructure. Tampa Electric already
uses AMI technology and Peoples is evaluating opportunities

to access their existing network to support our pilot.

The AMI Pilot will allow Peoples the opportunity to assess
technology that provides automated remote meter reading, both
on an hourly and daily basis. This technology is used widely
within the electric industry and uses digital technology to
improve utility service. Specifically, the AMI Pilot should
allow for the evaluation of cost reduction, remote leak and
outage detection, potential remote disconnection,
improvements related to billing accuracy, and the opportunity
to enhance the customer experience with individual energy

data and usage information.

What are the total capital and O&M costs for the AMI Pilot iIn

the 2024 projected test year?

For the 2024 projected test year, Peoples has included $2.2

59 D3-160
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million in capital expenditures and approximately $100,000 in

0&M expenditures for the AMI Pilot.

ECONOMIC DEVELOPMENT EXPENSES

What amount of economic development expenses was spent by the

company in 20227

The economic development expense spent by Peoples 1n 2022 was

$321,612.

What level of economic development expense is Peoples asking
the Commission to approve for the company based on its 2024

projected test year?

The company has budgeted $367,920 of economic development

expense In the 2024 projected test year.

What economic development activities will the company perform

at this level of spending?

It is well understood that utilities are critical to economic
development throughout Florida. Natural gas provides
affordable, reliable, and safe energy that supports economic
development for customers and businesses. The increased

expenditures related to economic development, which are

60 D3-161




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

768
D3-162

recoverable pursuant to Rule 25-7.042 F.A.C, enhance and
support many Tacets of economic development in the major
metropolitan and rural areas served by the company. We support
the economic vitality of Florida through funding these
economic development activities that improve the quality of
life for all Floridians, including support to small and
minority-owned businesses, attracting new jobs and businesses

to Florida, and promoting Florida’s goods and services.

Q. Why i1s this level of economic development expense In the 2024

projected test year reasonable and prudent?

A. Gas utilities like Peoples are vital to Florida’s economic

development activities. We <can construct the energy
infrastructure needed to attract new businesses to Florida
and to help existing businesses expand. The company’s
proposed level of spending for economic development
activities will allow Peoples to work with local governments
and economic development organizations to promote business
growth in Florida. The amount proposed by Peoples in the 2024
projected test year complies with the F.A.C. Rule, 1is

reasonable and should be approved.

MFR SCHEDULES

Q.- Please describe the MFR 1 schedules you are sponsoring.
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I am sponsoring MFR schedulles I1-1, I1-2, and 1-3. Each schedule

is described below:

MFR schedule 1-1 requires the listing of iInterruptions in
service affecting the lesser of 10 percent of customers, or
500 or more customer meters, In a service area. As indicated
on the schedule, there have been two iInterruptions that meet
this requirement. In the first instance, 505 customers were
interrupted for approximately 72 hours due to damage by a
third-party contractor. In the second instance, 823 customers
were interrupted for approximately 48 hours due to Hurricane
lan. Both outages were caused by forces beyond the company’s
control, and the company restored service In a reasonable

time given the circumstances.

MFR schedule 1-2 requires a summary of notices Peoples has
received from the Commission with respect to rule violations
during the period since the last general base rate proceeding
in 2020, but not to exceed five years. As shown on the
schedule between January 1, 2020, and December 31, 2022,
Peoples received eight such notices representing 14

violations.

MFR schedule 1-3 requires a listing of meters with a rated

capacity of: (1) 250 cubic feet / hour (““cfh”) or less which
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are not included in an approved statistical sampling plan;(2)
between 251 cfh and 2500 cfh; and (3) over 2500 cfh that have
not been tested for accuracy within 120 months of the 2022

historic base year-end.

In 2022, the company did not perform testing for a portion of
the meters required due to limitations on meter supply. Meter
supply of these sizes is limited throughout the United States.
LDCs across the country are experiencing this impact. The
company has actively engaged the Commission to provide
updates on 2022 meter levels still to be tested as well as
2023 meter testing. The Gas Operations Capital Projects

section of my direct testimony includes more information on

this item.
SUMMARY
Q- Please summarize your prepared direct testimony.
A. At Peoples, the delivery of safe, reliable, affordable

natural gas is at the core of what we do and who we are. The
safety of our distribution system for our customers and the
public i1s our top priority and always will be. Peoples strives
to provide the best possible customer experience while
meeting every obligation to operate a compliant, efficient

pipeline system. Natural gas remains in high demand as an
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energy option to homeowners and businesses and Peoples seeks
to ensure adequate rates to allow for this demand to be met.
As a gas distribution company, our technicians are often the
friendly face that physically interacts with our customers
for new service or maintenance. Our technicians are the
professionals who respond to a damaged line or leak call. Our
technicians and our teams enjoy this aspect of our business
where we can listen and learn from our customers while seeking
to provide the best service possible. Peoples does all of
this while continually seeking improvements and efficiency to
deliver our service while ensuring that the company’s
proposed levels of O0&M expenses TfTor Gas Operations and
Pipeline Safety for the 2024 projected test year are
reasonable and prudent. As Florida continues to grow, Gas
Operations is privileged to support Florida’s growth and
serve our new and current customers In a prudent and cost-

effective manner.

Does this conclude your prepared direct testimony?

Yes.
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