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1. INTRODUCTION, QUALIFICATIONS, AND PURPOSE

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
Mastin J. Marz; J. Pollock, Incorporated, 1525 Lakevile Drive, Kingwood, Texas
77339.

WMAT IS YOUR OCCUPATION AND BY WHOM ARE YOU ENPLOYED?
| am an Energy Advisor and Senior Consultant for J. Pollock, Incorporated.

WHAT I8 YOUR EDUCATIONAL BACKGROUND?
| have a Bachelor of Arts in Political Science from the University of Akron, and a
Juris Doctor from the University of Akron, Schoot of Law.

EXPERIENCE.

| have 27 years of experience in the energy industry (both in gas and electricity
matters). This includes participation in various regulatory proceedings. More
information is provided in Appentix A.

PLEASE DESCRIBE YOUR PR

ON WHOSE BEHALF ARE YOU TESTIFYING IN TIIS PROCEEDING

| am testitying on behaf of the Fiaride Industrial Power Users Group (FIPUG).
Participting FIPUG members purchase eleckricity from Progress Energy Florida
(PEF).

WHAT IS THE PURPQGSE OF YOUR TESTIMONY?
| will adidress the following issues:
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s Adjustments to certain !cst'year operation and maintenance
{O8M) expenses;

« Incentive compensation; and
* PEF’'s proposed increase in the annual storm damage accrual.

ARE YOU FRING ANY EXHIMTS N CONNECTION WITH YOUR
TESTHMONY?

Yes. | am filing Exhiblts MJM-{ through MJWM-5. These exhibits were prepared
by me or under my dis

First, | am recommending adjusiments o the following Test year O&M expenses:

e $17.65 miltion for Fransmission and Distribution Qverhead Line
mainenance expenses;

»  $15 million for Production mainlenance expense.

These adjustments are essential to correct a severe “spike” in PEF's projected
O&M expenses. Specifically, test year transmission and distribution Q&K would
increase by 60% and 37%, rom, relative to actual/projecied expenses for
the period 2006 through 2009, under PEF’'s proposal. This includes 47%
(transmission) and 44% (distribution) increases from 2009 to 2010. Similarly,
steam and other generation mainienance expense would increase by 36%
relative to 2009 and by 57% relative 1o the average of the most recent four- year
pefiod. These increases are excessive and have not been supporied. Because
base rates established in this proocseding are likely to remain in effect for a period
weit beyond 2010, the recommended adjusiments are necessary {0 ensure that
rates are representative of what is likely to ocaur.
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Second, | am recommending $18.25 million of adjustments to exclude
incentive compensation that is specifically targeted to achieving financial goals.
This includes all of the executive/senior management incentive compensation
and 50% of the incentive compensation for other management and non-

- management employees. These costs benefit Progress (the holding compeny)

shareholders and should not be subsidized by PEF ratepayers.

Finally, PEF's proposed $10 million increase in annual contributions 10
the stonm reserve should be rejected because the current $133 million storm
reserve baiance is sufficient to cover all but the most serious of storm events.
PEF's proposal clearly violates the Commission’s existing framework, which is
predicated upon a multi-faceted approach to funding storm damage. This
approach does not rely solely on the storm reserve accrual to provide coverage
for storm damage. Even without any additional contributions, the storm reserve
is adequate to provide coverage for the estimated annual average {oss for the

next eight years. Thus, contributions should cease.
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2. TEST YEAR

WHAT TEST YEAR IS PROGRESS ENERGY FLORIDA {PEF) PROPOSING IN
THIS PROCEEDING?
PEF is praposing to use calendar year 2010 as its test year.

EXPLAIN THE CONCEPTY OF THE TESY YEAR.

A test year is a period of 12 months (sometimes but not always a calendar year)
used to measure the ulility's revenues and expenses for the purpose of seiting
base rates. in order to set rates that provide the utility a reasonable opportunity
to eam a reasonable retum on its used and useful investment in property and
equipment, the test year must be representative of and reflect the conditions
expected o exist during the period when new base rates are expecied 10 be in
effect. Thus, non-recurring and other satypical items (both on the revenue and
expense side of the equation) heed to be adjusted to reflect expected conditions.

1S PEF PROJECTING A COMWM’#ON OF THE GROWTH IN SALES THAT
HAS OCCURRED IN THE MOST RECENT 10-YEAR PERIGD?

No. PEF has experienced sales growth of 2.0% through 2008. in the short run,
2009 and 2010, PEF is projecling sales growth of only 0.1% sad 0.4%,
respectively. Long-term sales are projected to grow 1.7% per year. (Progress
Energy Florida, inc., Ten-Year Site Plan, Aprit 2009).
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DOES SLOWER PROJECYED GROWTH IN THE YESYT YEAR RAISE ANY
CONCERNS?

Yes. Base rates reflect a ulility’s test year costs divided by test year sales. The
higher the costs (i.e, the numerator) and/or the lower the sales (e, the
denominator), the higher the rates. All other things being equal, higher rates will
provide the ulility the opportunity for increased revenues and increased retns to
shareholders. Given that PEF is forecasting siower than normal sales growth
and substantial increases in certain O&M expenses, the Commission should
review the filing with some degree of skepticism.

ARE PROJECTED TEST YEAR SALES THE ONLY FACTOR THE
COMMISSION SHOULD CONSIDER IN SETVING RATES N THIS
PROCEEDING?

No. The Commission also needs to give consideration to the time frame that
new base rates may be expected to be in effect. That is, based on past history,
the rates set in this proceeding may very well remain in effect for a period out to
2014-2015. Setting rates based on depressed sales will create an enhanced
for PEF to 'increase its overall shareholder return and charge
ralepayers rates that are potentially unjust and unreasonable. Additionally, the
overall growth in expenses needs to be examined in detall to ensure that the
Mbmwemnns is representative of what may be incured over more

than one year.
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HAS THE COMPANY INDICATED HOW L.ONG IT ANTICIPATES THAY THE
PROPOSED RATES MAY BE IN EFFECT?

No. However, PEF's last fully litigated rate case was in 1993. (PEF Pefiion fo
increase Rates at 5). Because it m#y be some time before PEF's next full base
s, which form the basis

rate review, it is critical t0 ensure that test year projectio

for the proposed rates, are acourate.

DESPITE THE SLOWER GROWTN, IS PEF PROJECTING SUBSTANTIAL
ES IN YEST YEAR O&M EXPENSES RELAVIVE TO PABT YEARS?
Yes. PEF's test year O&M expenses are dramatically higher than the

corresponding expenses for the period 2006 through 2009, as shown in the table

helow:
{$Miltions) ;

_- Function 20062009 Test Year | increase morsase

Production Maintenance

‘mm and Other $70.6 $i111 $40.6 57% L
| Transmission | st40;]  $224 s84| 60%]
| Distribution $48.4 $66.2 $17.8 37%
‘ - ’ i L ' ’ PRI PRS-

maintenance expenses are shown in the following
tables. As can be seen, for steam and other generation maintenance expense,
the fargest increase would occur from 2009 fo the test year ($29.3 million, or
38%). See, Exhibit MJM-2. This increase is even more remarkable given that
PEF is not projecting to add generation capacity in the test year.
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Steam and Other Production
Maintenance Expense

2008 2007 2008 2000 w10

A similar spike is projected in test year transmission and distribution O&M

expenses, as shown below.

Transmission & Distribution
Maintenance Expense

$50,000 -

$40,000 - . . —
. 2006 2007 2008 2000 2010

(Amounts from MFR Schedule C-6 Account Nos. 568-573. and 560-598).
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The test year spikes highlight the need for the Commission to carefully review the
overall expenses reflected in PEF’s test year.

DO YOU HAVE ANY OTHER CONCERNS REGARDING PEF'S 2010 VESY
YEAR BUDGET NUMBERS?

Yes. The 2010 budget was prepared in 2008 as part of a two-year budget.
(Direct Testimony of Peter Toomey at 14), | would not expect that the test year
expemswiﬁ-bemeadualexmnsesmMPEFWshmio. in my
experience, corporations go through an annual budget process for purposes of
establishing operating budgets for the upcoming year. Further, given the

. challenging economic times, it would be reasonabile for PEF to have semi-annual

or even quarterly reviews of the existing budget, with senior management putting
pressure on the various operating groups or dapastments to reduce expenditures
in order to maintain or increase overall eamings to sharehciders. In fact, Mark
Muthern—Chief Fimne?ai Officer of Progress Energy, Inc. (the parent of PEF), in
a presentation to analysts and investors made at Progress Energy inc.'s Analyst
and investor Day on February 27, 2009—indicated that there was significant “beit
tightening” efforts underway along with an effort 10 reduce 2009 budgets. Given
the current economic conditions, there wilt more than likely be a similer effort

directed at 2040 expenditures (see: hitp;//www.progress-

energy.com/investors/newsevents/webcasts/index.asp).
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WILL PEF BE ADDING GENERATION DURING AND AFYER YHE TESY YEAR
THAT WiLL CAUSE THE NEED FOR RAYE RELIEF?

No. PEF's next capacily addition is the up-rate at the Crystal River 3 Plant
planned for 2011. These costs will be recovered through the Nuclear Cost
Recovery clause and will not impact base rates. The next planned capacity
additions occur in 2014 and 2015, (Progress Energy Florida inc., Ten-Year Site
Pian, Aprit 2009 af 3.2).

IS IT LIKELY THAT THE BASE RATES MPLEMENTED IN THIS
PROCEEDING WILL REMAIN IN EFFECT BEYOND 20107

Yes. Given that there are no substantial generation additions impacting base
rates untit 2014, the proposed kWh sales levels reflected in the filing and PEF’s
history of rate requests, | believe that any rate change approved by the
Commission will likely remain in place for a minimum of three years, if not longer.
This makes it important that the sales (billing determinants) and expenses be set

at a level that will result in just and reasonable rates for a period beyond 2010.

WHAT ADJUSTMENTS SHOULD BE MADE TO TEST YEAR O&M EXPENSE?
in order to make the test year more representative, the following reductions

should be made to Q&M expenses:
o $3.75 million for FERC Account No. 571 — Transmission
Overhead Lines Maintenance;
«  $13.9 million for FERC Account 5§93 - Distribution Overhead Line
Maintenance;
12
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¢ $15 million adjustment to Steam and Other Generation
Maintenance expenses.

Each of the proposed adjustments is discussed in greater detail below.

WHATY ARE FERC ACCOUNT NOS. 571 AND 5937

FERC Account No. 571 is for the recording of expenses assockated with
maintenance of overhead transmission lines. FERC Account No. 583 is for the
recording of expenses associated with the maintenance of overhead distribution
lines. Included within the type of expenses {0 be recorded in the two accounts
are maintenance costs associated with tree trimming and vegetation rermoval and

management.

HOW MUCH HAS PEF INCLUDED IN THE RESPECTIVE ACCOUNTS FOR
THE 2010 TEST YEAR?
Exhibit MJM-1 shows budgeted amounts for the test year of $11.8 million in

Account 571 and $45.8 million for Account 593,

WHAT DO YOU RECOMMEND FOR THE TWO ACCOUNTS?
i recommend that these expenses be reduced by $3.75 million and $13.9 million,
respectively. This would result in adjusted expenses of $8.05 million and $31.9

miilion for Account 571 and Account 583, respectively.
WHAT REASON HAS THE COMPANY PROVADED FOR THE INCREASES IN

THOSE TWO ACCOUNTS?
PEF witness Joyner attributes the large increase to additional cost of vegetation

13
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management related to certain Commission initiatives pertaining to huwricane

preparation and storm hardening.

ARE HURRICANE PREPARATION AND STORM HARDENING INTHATWES
NEW UNDERTAKINGS?

No. The Commission established a ten-step program 10 encourage vegetation
management in 2006 following a series of tropical storms and huricanes that
struck Florida dusing the 2004 — 2005 time frame. In 2006, the Commission
“issued Order No. PSC.06-0351-PAA-El, requiring the investor-owned electric
utilities to file ptans and estimated implementation costs for ten ongoing storm
preparedness initiatives on or before June 1, 2006.” (Order No. PSC-06-0947-
PAA-El, Docket No. 060198-E1, November 13, 2006). By 2006, PEF had aiready
undertaken a review of its vegetation management palicy and implemented an
integrated vegetation management (IVM} program. The VM program was
approved by the Commission in late 2006. (id) Separately, in 2007, the
Commission approved PEF’'s storm hardening plan. (Order No. PSC-07-1021-
FOF-El Docket No. 070288-E|, December 28, 2007). As such, implementation of
both the VM program and storm hardening began well before 2010,

MANAGEMENT PROGRAM N 2006 SUGGEST FOR COSTS IN 20107

First, the oversll increase in costs associated with e VM program should
already be reflecied in actual tree trimming and vegetation menagement
expensas in both Accounts 571 and 593 as far back as 2006. Actual Account

14
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593 costs remained relatively constant from 2006 through 2008 up to and
including the budgeted 2009 expense, as shown on the table below. However,
PEF is projecting a substantial increase in 2010.

Account 693

$50,000

$45,000

$40,000 -

$35,000

{$in 000's)

$30,W =

$25M - 3 T T S -
2006 2007 2008 2009 2010

(MFR Schedule C-6).
Similarly, as shown in the table below, Account. 571 costs increased by $3.8
million (47%) from 2009 to 2010, and $4.5 million (62%}) higher than the 2006-
2009 average expenses, as shown in Exhibit MJM-1.

Transmission Overhead Line Expense -
Account §71

$14,000
$12,000 -
$10,000
$8,000
$6,000 -
$4,000 -

1$ in 200S)
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Given that the IVM program was approved and implemented in 2008, a
substantial cost increase should not only now be reflected in the test year
expenses. In fact, comparing actual 16 budgeted expenses on MFR C-6 for the
two accounts, it is ciear that there has aiready been a substantial increase in
costs for maintenance of overhead fnes beginning in 2007.

This spike in overhead kne expense creates a separate question. Did
PEFimp&ementtleMhzweademmmmningmam
following Commission approval in 20077 I so, there should not be a spike in
overhead line maintenance in the 2010 test year. The cost increases associated
with those programs should be reflected in PEF's actual 2008 and 2009 budget
expenses. Thus, the projected increase in ¥est year costs cannol be explained
by the IVM and storm hardening programs. Therefore, | recommend that 2009
levels be used for the test year expenses for Accounts 571 and 593. This would
reduce O&M expenses by $3.75 million for Account 571 and $13.9 million for

Account 593.

WHAT ARE THE STEAM AND OTHER PRODUCTION MAMNTENANCE
COSTS ON A TOTAL COMPANY BASIS REFLECTED IN THE HLING?

As shown on Schedule MFR C—B the 2010 test year Steam and Other
Production Maintenance expenses are $111.1 million,

16
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WHY ARE YOU PROPOS%NG TO ADJUST PRODUCTION MAINTENANCE
EXPENSES?

The test year steam and other generation mantenance expenses are overstated.
Comparning the 2010 tesl year expense fo the 2009 budgeted numbers, PEF is
projecting & $29.3 million or a 36% increase. The comresponding four-year
average (2006-2009) increase is $40.6 milion or 57% as shown on Exhibit
MJN.2. The following table highlights the overall increase in production
maimeaanee eXpENSes Year Over yesr.

Maintenance Expense

WHAY IS CONTRIBUTING TO THESE SUBSTANTIAL INCREABES?

PEF witness Sorrick identifies an accelerated outage at Crystal River 4 (CR4), for
major boiler and turbine maindenance that will cost $8.3 million. Thus, it accounts
for 28% of the projected increase in Steam Generation Maintenance expense.

17

J.POLLOCK

INCORPORATED




WAS THE CR4 QUTAGE ORIGINALLY SCHED?

LED FOR THE TEST YEAR?
No. The CR4 outage was moved to 2010 from a later time period (sometime
after 2010). (Direct Yestimony of David Sorrick at 27).

DOES THE CR4 OUTAGE OCCUR ANNUALLY?

No. PEF has acknowiedged that this parlicular outage occurs svery nine years:

The type of work that will be performed during the boiler outage
includes scaliolding the boiler, inspecting #he boiller and repaifing
be performed during the Wrbine outage, which is typically
performed every 9 years, Includes the inspection and repairs of
the infernal and extematl steam components. Therefore, these
outages have been scheduled to be perfonmed during the spring
of 2010 at the same time the FGD and SCRs will be installed.
PEF would normally schedule these maintenance outages in the
normal course of its operations but PEF decided to accelerate
them 10 capture synergies in outage costs with the outage for the
FGD and SCR work as well as minimize lost generation instead of
taking an additional outage. (PEF Response to OFC inferrogalory
No. 260)

IS IT APPROPRIATE TO REFLECT THE FULL COST OF THIS OUTAGE FOR
RATEMAKING PURPOSES?

No. Even asm that the outage should be recognized, the full cost should
not be included in setiing rates in this case. Doing so assumes that PEF would
incur the full outage cost annually instead of once every nine years. Thus, PEF
would over-recover its costs. At most, only 11.1% (one-ninth) of the CR4 outage
costs shouid be recognized for ratemaking purposes.

18
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ARE THERE OTHER EXPENSE INCREASES REFLECTED IN THE 2010 TEST
YEAR BUDGET? |

Yes. There are also additional planned outages at certain of the combined cycle
end combustion turbine plants increasing overall O8M costs. Mr. Sorrick also
points to increased costs at the Hines Power Block and overhauls and increased
staffing for the repowered Bartow faciity. Finally, there is also a $5.3 million

increase for emerging equipment issues and other repairs.

ARE THERE ANY OTHER QUESTIONABLE COSTS?

Yes. PEF has included a $5.3 million dollar expense for “emerging equipment”
costs and other items. In reviewing the Testimony of Company witness Sorrick
and PEF's Response to OPC interrogatory No. 260, | conclude that the amount
is a contingency put in to preserve options. In response to OPC Interrogatory
No. 260, PEF indicates that “This funding would be used for forced outage
repairs or to take advantage of opportunities to enhance the fleet.” From this
statement | can only conclude that the amount is a “contingency expense” —

something placed in the budget in case expense estimates are 00 low.

WHAT ADJUSTMENTS SHOULD BE MADE TO PRODUCTION
ICE EXPENSES?
| recommend that an overall $15 milion reduction be made to the combined

Steam and Other Generation maintenance expense. The adjustment represents
an approximate 50% reduction in PEF's projected increase in these expenses
from 2010 over 2009. Even at the lower recommended level, it would still

19
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represent a 17% increase over PEF’'s 2009 budget and a 368% increase over the
four- year average (2006-2010) expense. Exhibit MJM-3 highlights the various
levels of Steam and Other Generation expenses.
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3. INCENTIVE COMPENSATION

WHAT I8 MEANT BY INCENTIVE COMPENSATION?

incentive compensation is the additional compensation paid to employees to
encourage certain behavior and/or results. It is paid as a reward for the
individual and business group achieving pre-established goals and objectives.
Payment is discretionary and contingent on the employeehusiness unit
achieving the goals.

1S PEF PROPOSING TO RECOVER COSTS INCURRED UNDER VARIOUS
INCENTIVE COMPENSATION PROGRAMS IN BASE RATES?

Yes. in this proceeding, PEF .has proposed to include a total of $33.9 million of
incentive compensation in labor costs as a test year expense. (MFR Schedule
C-35).

WHY IS INCENYTIVE COMPENSATION AN ISSUE IN SETTING RATES?

Not all incentive compensation is beneficial to ratepayers. As | discuss beiow,
ncentive compensation based on achieving ceriain operational goals may be a
reasonable and necessary expense, which may benefit ratepayers. However,

tion that is targeted to achieve certain financial goals is only
for the benefit of shareholders and provides litie # any benefit 1o ratepayers.
Thus, the latler expenses should not be chargad 10 ratepayers.

21
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SHOULD PEF BE ALLOWED FULL RECOVERY OF ALL PROJECTED
INCENTIVE COMPENSATION PAYMENTYTS?

No. Incentive compensation that is based on achieving certain financial goals of
Progress, the parent of PEF, should be disallowed on the basis that it benefits
only shareholders not ratepayers. Therefore, | recommend the following
disaliowances related to incentive compensation:

s $2.6 million of incentive compensation budgeted for executives
and senior management (execulives).

o $15.6 million (or 50%) of the incentive compensation applicable 0
other management and non-management.
My recommendation would result in an overall reduction in inocentive

compensation of $18.25 million from the level shown on Schedule MFR C-35.
See, Exhibit MJM-4. |

WHAT IS THE BASIS FOR YOUR RECOMMENDATION?

All of the executive/senior management incentive compensation is contingent
and based upon the eamings (operating income or eamings per share (EPS)) of
Progress. In the case of other management and non-management employees,
at least 50% of the incentive compensation is based upon Progress achieving
ceriain level of EPS.

WHAT INCENTIVE COMPENSATION PLANS DOES PEF OFFER 11§
EMPLOYEES? |

PEF has several incentive compensation plans: (1) the Executive incentive Pian
(EIP), which applies to Executives, (2) the Senior Management Performance

22
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Sub-Share Plan, which applies to senior managers, (3) the Management
Incentive Compensation Plan (MICP), which applies to other managers, and (4)
the Employee Cash incentive Plaﬂ (ECIP), which applies 10 all other employees.

HOW DO EACH OF THE VARIOUS INCENTIVE COMPENSATION PLANS
WORK?

Under the EIP, the incentive payment is at the discretion of the Organization and
Operations Committee of the Board of Directors of Progress (Commitiee), with
the potential award pool 1o be funded from up 10 1% of the epemm«mof
Progress, the parert of PEF. (PEF Respense to OPC Request to Prockice No.
116).

Under the Senior Management F’erférmanoe Sub-Share Pian, senior
managers may receive stock awards. The level of the stock award payout is tied
to a combination of the totai sharehoider retum and the rate of growth in the
ongoing eamings per share of Progress during the performance period. Both of
these measures are based on the financial resulis of Progress.

Under the MICP, payout is based in part on EPS of Progress and upon
“legal entity” EBITDA ( this measure looks at Earmix
Depreciation and Amortization the “legal entity,” the operating company, such as
PEF or Progress Carolina, as applicable;). (PEF Response to OPC Request fo
Prochice No. 116).

Finally, under the ECIP, any payout is based upon two equally weighted
components. One component is based upon an EPS target for Progress, with an
additional percentage allowable t0 all employees at the CEQ’s disoretion. (id.)

boiefo interest, Taxes,
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The other half of the payout is tied to business unit goals and the individual's
performance in helping the business unit achieve the goals. Individuals may
receive up o iSO% of their targeted award, depending upon performance i both
categories. (i) To the extent that only the minimum targeted EPS goal for
Progress is met, any payment under the Progress benchmark portion of the
award would be zero. Further, to the extent the minisnum EPS goel for Progress
mmmm,mwmmmmmmsmmﬁs
EPS goal not be paid, but the overai business unit portion of the award, referred
to as the Operational Excellence portion of the award, may aiso be reduced by
up to 15% (/d.).

WHAT PORTION OF THE TEST YEAR INCENTIVE COMPENSATION IS
RELATED TO MANAGEMENT AND NON-EXECUTIVE COMPENS.

Totat incentive compensation reflected on MFR Schedule C-35 is $33.9 milion,
of which $2.6 million is for executive incentive compensation and $31.3 million is
for incentive compensation for management and non-executive employees. This
is shown in Exhibit MJM-4.

HOW IS PEF TREATING THE INCENTIVE AWARDS FOR PURPOSES OF
PEF has assumed that the total payout for 2010 will-be its &l budgeted amount
of $33.9 miliion across all empioyee classes and has sougit 10 include that fuil
amount in the setting of rates. (MFR Schedule C-35).
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1S THE PAYMENT OF THE INCENTWE COMPENSATION
UNDER ANY OF THE PLANS?

No. With the exception of the ECHP, the other programs are discretionary and
contingent upon the 'eaming-s target(s) being met. Under the ECIP, at least one
ha¥f of the potentiat payout is contingent on the EPS minimum target for the year
being exceeded, and as {0 the remaining portion of the payout, it is contingent
upon the employee’s performance and that of the business unit in achieving the
business unit goals.

WHY IS THE CONTINGENT NATURE OF TME PAYMENT AN IMPORTANT
CONSIDERATION IN THE RATE SETTING PROCESS?

PEF is assuming that alt goals and objectives will be met, and it wilt make the
payments. By definition, a contingent payment is one that may not be required.
incentive compensation by definition is not guaranteed. As such, the inclusion of
100% of the potential incentive compensation doilars simply provides & fund that

management may choose to use {0 boost eamings.

DOES YHE CONTINGENT NATURE OF THE PAYMENT ALSO JUSTFY A
Yes. Because the payment is contingent, it is not known and measwrable. As a
general rule, uniess an expense is subject known or measwurable itshdddnotbe
allowed. In this case, the total level of payment cannot be known untit efter the
end of the pesformance period for which any payment is o be made.
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HOW DO YOU RECOMMEND THAT THE INCENTIVE COMPENSATION FOR

SENIOR EXECUTIVE MANAGEMENY BE TREATED FOR RATEMAKING

PURPOSES?

All of the compensation paid to executives under the EIP and the Performance
Sub-Share Plan should be exciuded from the caiculation of operating expenses
and rates. All of that compensation is predicaled upon the eamings of the parent
company, Progress, and not tied to the results of the operating company, PEF.
Therefore, none of these costs should be bome by ratepayers. This results in a
disallowance of $2.6 million.

PENSATION FOR
OTHER MANAGEMENT AND NON-MANAGEMENT EMPLOYEES BE
TREATED FOR RATEMAKING PURPOSES?

HOW DO YOU RECOMMEND THAT THE INCENTIVE CO

| recommend that 50% of the Wial incentive compensation for management and
non-management emiployees in the amount of $15.6 million be removed from
labor expense. Incentive compensation under the MICP is based on a
combination of the EPS of Progress and upon “legal entity” (which appears to be
a reference to the operating company for which the empioyee works) EBITDA.
(PEF Response fo OPC Request to Produce No. 116). Each of these items
benefits shareholders. Similary, 50% of any award under the ECIP is based
upon Progress achieving a minimum EPS level. Absent ngfoss achieving that
minimum level, a payout under the ECIP would be 50% or more lower than the
target maximum award jevel. To the extent that the reward is for enhancing
sharsholkier returns, the payment is much more in he nature of a profit sharng
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between sharehokders and management To the exient that employees are
being paid for enhancing vaiue to shareholders, it is shareholders that should
bear the overall responsibility of such costs.

COMPENSATION WHEN SETTING RATES?

Yes. The Public Utility Commission of Texas (PUCT) has disallewed the portion
of incentive compensation tied 1o cormorate financial objectives. {See, Application
of AEP Texas Centrat Company for Authority to Change Rates, PUCT Docket
No. 28840, Final Order issued August 15, 2005 at paragraphs 164-170.)

Specifically, in the AEP Central case, the PUCT pemmitted inclusion of the
incentive compensation to the extent that it was tied 10 operational factors. To
the extent the compensation was the result of financial measures, the psyment
was viewed as beneficial to shareholders and not ratepayers. in permitting some
recovery of incentive compensation, the PUCT concluded:

Theﬂmmalmamsareofmremedhhbomﬁtto
sharehoiders, and the operating measures are of more immediate
benefit to ratepayers.

incentives t0 achisve operstional measures are necessary and

reasonable to provide T&D utility services, but those 10 achieve

financial measures are not. (id et 169-170)

Likewise, the Wyoming Public Service Commission in an Application of
PacifiCorp for a reteit increase chose to disaliow 50% of incentive compensation
because business unit and corporate incentives are primarily for the benefit of
sharehioiders. (in the Metier of the Application of PacifiCorp. for a Retail Electric
Utility Rate increase of $41.8 Miliion per Year, 232 P.U.R. 4" at 295 (2004).
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HAS THIS COMMISSION RECENTLY ADDRESSED THE ISSUE OF
INCENTIVE COMPENSAYION THAT MAY BE INCLUDED IN THE
CALCULATION OF RATES?
Yes. In the recent Tampa Electric Company (TECO) rate case, the Commission
exciuded from incentive compensation that portion of incentive compensation for
senior officers that is related to TECO's parent company’s earnings, stating:
We aiso find, however, that the incentive compensation should be
directly tiedl to the resuits of TECO and not 1o the diversified
interest of its parent Company TECO Energy. (in m: Yempa
Electric Company, FP8C Order No. PSC-09-0283-FOF-Et at 58),
In the case of PEF, a large portion of incentive compensation for alf levels of
employment is tied directly to the earnings of the parent company, Progress. and
not the results of PEF or upon measures that benefit ralepayers of PEF.

IN CONCLUSION, WHAT IS AN APPROPRIATE DISALLOWANCE FOR
INCENTIVE COMPENSATION FOR  EXCLUSION FROM OPERATING
EXPENSES?

Ali of the incentive compensation included in the fest year for executive
management and one half of the incentive compensation for other management
and non<nanagement employees should be excluded from the caloulation of the
rates in this procesding, resulling in a fotal reduction of $18.25 milion to
incentive compensation shown on MFR Schedule C-35.
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4. STORM RESERVE ACCRUAL

Backaround

WHAY IS A STORM RESERVE?

Under Rule 25-6.0143, Florida Administrative Code, eleciric utiities are aliowed
to establish a “separate subaccount . . . that portion of Account No. 228.1, which
is designated o cover storm-related damages 10 the ulility's own property or
property leased from others that is not covered by insurance.” (Direct Testimony
of Company witness Peter Toomey, at 25).

WHAT IS THE CURRENT STORM RESERVE LEVEL?
The balance in the reserve is approximately $133 million. This takes into
account Tropical Storm Fay expenses of approximately $10 milkion, which had

not been charged to the storm reserve as of last March.

HOW DID YO CALCULATE THAT AMOUNT?

PEF Responrse to OPC interrogatory 153 shows a reserve of $140 million as of
March 2008 without any reduction for Tropicat Storm Fay. PEF’'s Responses 10
OPC Interrogatory 109 and 355 indicate that amounts for Tropical Storm Fay of
approximately $10 milion had not yet been charged 1o the storm reserve.
Reducing the March 31 balance by the $10 milion and adding $480,000 per
month produces a balance of approximately $133 milion as of July 31, 2009.
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HOW IS THE STORM RESERVE FUNDED?

It has been funded by ratepayer contributions through the agreed upon
continuation of a surcharge designed to recover the costs of the 2004 hurricane
season (Order No. PSC-06-0772-PAA-E!, Docket No. 041712-E} September 18,
2006) and through ratepayer contributions that the Commission authorizes in
sefting base rates. Ratepayers currently contribute $6 million per year to the

siorm reserve.

DOES YME

HAVE A FRAMEWORK FOR STORM
RESTORATION COST RECOVERY?

Yes. According to the recent order in the TECO rate case, the following is the
fraraework in which the Commission addresses the storm restoration cost issue:

We have established a regulatory framework consisting of three
major components: (1) an annual storn accrual, adiusted over
ﬂme as circumstances change; (2) a siomm reserve adequate to
accommodate most, but not all storm years; and, (3) a provision
for uﬁﬁes to seek recovery of costs #hat go beyond the storm
reserve. (In re Tampa Electric Company, FPSC Order No. PSC-
09-0283-FOF-El at 17).

WHO ULTIMATELY ASSUMES THE RISK OF LOSS FROM STORM DAMAGE
UNDER THE EXISTNG | FRAMEWORK?
PEF's customers uitimately bear all of the risk of losses due to hurricanes and

other storms:

. . . under the curent approach %o the recovery of storm
restoration costs, the risk associated with- a lower reserve leve!
(i.e., the possibility of storn resiorstion costs exceeding the
Reserve, leading to subsequent customer charges) and the risk
associated with a higher reserve level (i.e., paying charges now
for storm restoration costs that do not materialiize) is completely

30

J.POLLOCK

INCORPORATED



~1 O N e W D e

o0

10
1

12
13
14
15
16
17
18

19

20

21

22
23
24

25

bome by FPL's customers. The customers represented in this
proceeding have made clear that they would rather pay to fund the
Reserve 1o a lower level now and risk future rate volatility than pay
to fund the Reserve to a higher level before future storm
rastoration costs have been incurred. (in re Florida Power & Light
Company, FPSC Order No. PSC-06-0464-FOF-E|, af paragraph
57).

As such, PEF is at litle or no rsk for recovering storm restoration costs
regardiess of the amount in the storm reserve. Put simply, from a ratepayer
perspective, the guestion is when to pay for the cost of restoration — before or

after the damage ocours.

IS PEF PROPOSING AN INCREASE IN THE ANNUAL ACCRUALS FOR ITS
STORM RESERVE?

Yes. PEF is proposing a $10 million increase in annual contributions. This
would raise the current annual accrual from $6 million to $16 million per year.
This is a- significant increaée given that PEF currently has a $133 miltion storm

reserve.

HAS PEF SOUGHT TO ESTABLISH A TARGET RESERVE BALANCE?

No. i appears that PEF is propesing o accrue dollars for the storm reserve in
perpetuity.

PEF'S PROPOSED $10 MILLION ANNUAL INCREASE IN STORM
RESERVE ACCRUALS DE APPROVED?
No. PEF has not supperted a $10 million increase. Further, since the curent

$133 million storm resersve is sufficient to cover all but the most severe storms, all
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contributions to the storm reserve should cease.

WHAT IS THE BASIS FOR YOUR RECOMWI’!ON?

Under the Cormwnission’s framework, the storm reserve accrual and reserve
balance are designed to provide coverage for some, but not alt storms.
However, the Huricane loss and ReMe Perdormance Analyses (Swkudy)
presented by PEF witness Hasris takes into accoun all manner and strength of
storms. (Direct Testimony of Steven P. Haris, Exhibit __ (SPH-1)). in other

. words, it assumes that the storm reserve should be adequate to cover damage

from all storms. Thus, the cwrent $133 million reserve balance covers alf
Category 1 humicanes and most, but not the most destructive, Category 2
storms. Thus, it is sufficient to cover eight consecutive years in which the

expected annuat loss (EAL) chargeable to the storm reserve ocows.

WHY IS PEF SEEKING A $10 MILLION INCREASE IN STORM DAMAGE

ACCRUALS?

The. proposed increase is based on the “expected, average annual recoverabie
storm loss” derived in the Study (Direct Testimony of Feter Toomey at 25).
Specifically, PEF withess Toomey concludes that the additional $10 million
annual acoruat will produce a mean reserve balance of $152 million at the end of

five years. (/d.)
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PO THE S5TUDY AND THE TESTIMONY OF PEF WITNESS HARRIS
EXPLICITLY SUPPORYT AN INCREASE IN THE ANNUAL CONTRIBUTIONS?
No. PEF witness Haris, the sponsor of the Study, stated in his testimony that
PEF asked that he review its storm loss exposure and reserve performance and
assess the impact of four varying accrual levels on the reserve performance.
Those accrual levels are $6 million, $16 million, $25 million and $35 million.
Further, Mr. Harris specifically states that his role

....was not to recomnend an annual level of accrual or target

reserve level. Rather, | presented probabilities fo PEF regerding

reserve performance based on various levels of annual accrual.

(Direct Testimony of Steven P. Harris at 9).
WHAT TYPE OF STORMS ARE INCLUDED IN THE STUDY PRESENTED BY
MR.. HARRIS?
Mr. Maris quantifies the EAL using a long-term (100 year) analysis of storm
damage. His analysis includes alt storms, including the most severe storm to
affect PEF’s service territory, the 1921 Category 3 hurricane that made landfall in
Pinellas County. The EAL for all levels of storm.s is approximately $20 million per
year, with a $16.4 million average expected charge to the reserve. (id. at 6).
Over the last three years, PEF has charged less than $13 million (in total) to the
resarve, as shown in Exhibit MJM-5. This equates 0 a three-year average of
$4.3 million.

WHAY 18 THE LIKELIHOOD THAT PEF WOULD INCUR DAMAGE N £XCESS
OF YHE CURRENT $133 MILLION RESERVE BALANCE?
Table 3-1 of Exhibit No. __ (SPH-1) in the Study provides Aggregate Damage
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Excedance Probabilities for various damage levels up to and in excess of $310
mitlion. According to the Study, there is a 3.3% probability that there will be
damage in any one year that exceeds the cusrent reserve level of $133 million.
in other words, & storm inflicting damage in an amount of approximately $130

million s likely %o occur onoe every 33 years.

WHAT RESULYS DOES THE STUDY SHOW FOR CATEGORY 1 AND 2
HURRICANES?

The most destructive Category 1 storm would cause damage of slightly less than
$50 million (/d., Exhibit No._ (SPH-1) at 19). The damage from the most costly
Category 2 storm would cause damage of slightly in excess of $140 million and

require an additional $10 million to cover the estimated costs to restore service.

IS IT NECESSARY TO SET THE STORM RESERVE ACCRUAL TO COVER
THE COSTS OF ALL TROPICAL STORMS OR HURRICANES REGARDLESS
OF THE LEVEL OF SUCH STORM?
No., The storm reserve and-assocéa_téd accrual are only part of the framework for
reoever'mg-:sm restoration costs. The Commission has demonsiraied its ability
and willingness to promptly consider and act upon & utility request to recover
storm costs. As such, the storm reserve need not cover all storms. To do so
would impose an unnecessary added burden on ratepayers.

Rather, what is needed is a reasonable accrusi and e reasonable reserve
designed to cover the expected damage from the more common (but not alt)
storm events. In this instance, PEF is seeking to establish the reserve at a level
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designed to provide for coverage for all storms damage. Such a “‘worst case”
approach is only necessary if the storm reserve and associated accrual are the
only means by which a utility is able to oblain coverage for damages om
storms.

HOW ARE RATEPAYERS AFFECTED BY THE PROPOSED $10 MILLION
PER YEAR INCREASE IN FIONS TO FHE STORM RESERVE?

Ratepayers will see higher rates.

DO RATEPAYERS BENEFIT FROM HIGHER CONTRIBUTIONS TO FAND
THE RESERVE?

No. As explained above, the current $6 million contribution and the current siorm
reserve of $133 million are more than sufficient to cover all but the most severe
storms. In contrast, the increase wilt benefit PEF by increasing its cash flow.
Finally, the risk of non-recovery for storm damage restoration costs will remain
with ratepayers, so that if a catastrophic storm or storms strike PEF's service
temitory, ratepayers will be surcharged in an amount to permit PEF 1o recover the

costs of service restoration in excess of the Storm reserve amoumt.

RATEPAYERS?

No. The only explanation provided by PEF Wilness Harris suggests that the §18
miltion accrual may provide for rate stability. However, given the curremnt reserve
halance and recent history, it is not nacassary 0 raise rales to achieve rate
stability.
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S AN INCREASE IN THE RESERVE NECESSARY TO MAINTAIN THE
STATUS QUO?

No. The ewrent reserve balance is sufficient to cover alt Category 1 hurricanes
{at current levels, even two such hurricanes in one year), as well as all but the
most severe Category 2 hurricanes. In fact, N“EAE chargeable 1o ¥he reserve
each year, the reserve balance is sufficient to provide coverage for eight years.

Thus, it is not necessary {0 continue the current funding level.

WHAY IS THE IMPACT ON THE STORM RESERVE IF ACCRUALS ARE
SYOPPED?

Over time, the levei of the reserve will decline. However, absent a direct strike in
the most popuiated portion of PEF’s service territory, or the once in every 33-
year storm occurence causing over $130 million in damage, the current reserve
balance is sufficient té cover the EAL for the next eight years. If iosses remain at
the levels experienced over the 2006-2008 period, the current reserve is more
than capable of supporting storm recovery for 30 years, without any further
ratepayer contributions.

SHOULD THE COMPANY REVISE ITS STORM RESERVE ANALYSIS IN THE
NEXT RATE CASE?

Yes. Since the present analysis addresses ali manner of storms up fo and
that in any subsequent study presenied, alternative levels of storm demage are
considered. | am suggesting that any subsequent study should look at the
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reserve performance taking into account only Category 1 siorms and also
potentially Category 2 storms. This approach gives recognition to the framework
for addressing stonn restoration costs — that being that the accrual and reserve
balance is designed to cover most but not the most destructive storms.

PLEASE SUMMARIZE YOUR RECOMMENDATIONS.
The storm reserve acorual should be suspended as of the effeclive date of any

new rates approved in this proceeding. The current reserve balance is sufficient
to provide for coverage of the EAL and also provides coverage for all Category 1
storms. A revised study should be submilted when PEF next files a rate
increase, or seeks to re<instiute the storm reserve accrual and collection that
shows what an appropriate reserve farget is assuming coverage of most
{Category 1 and 2 storms) instead of ali level of storms.

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes, it does.
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PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
Martin J. Marz; J. Pollock, iIncomporated, 1525 Lakevilie Drive, Kingwood, Texas
77339.

WHAT IS YOUR OCCUPATION AND BY WHOM ARE YOU EMPLOYED?
I am an Energy Advisor and Senior Consuitant for J. Pollock, Incorporated.

PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND EXPERIENCE.
| have a Bachelor of Arts degree in Political Science from the University of Akron,
end & Jurs Docfor from the University of Akron School of Law.

| have been involved in the energy industry since 1880, and have been
involved in many major reguiatory changes that have occurred in the natural gas
and power industry, beginning with Order No. 436 and its progeny and extending
through Order No. 636 as well as matters impacting the electric industry, from
Order 888 and the Califomia Energy crisis in 2000-2001. Before joining J.
Poflock Inc. in July 2007, | was employed by BP in Houston, Texas, where |
worked for the natural gas and power trading and marketing aperations as Senlor
Attormney, as a Trade Regulation Manager (Compliance) and as a Director of State
Reguiatory Affairs. While with BP, | was invelved in all or part of the following:

*« The California and Pacific Northwest energy compimint

procesdings dealing with the price spike in electric prices
in 2000-2001, Docket EL0O-85;
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Transcontinental Gas Pipeline Rate Proceeding
(incremental rates and deveiopment of a pooling pint at
Mobile Bay);

FERC market and market behavior investigations,
inciuding the wash trading matters (FERC and Texas),
price spikes in Texas in 2003 and Northeast in jate 20083;

Presentation before the FERC addressing Price Reporting
and Market Transparency issues, 2004;

Califomia gas reguiatory matters;

Obtaining ficenses for BP Energy to seil power at retail in
Texas, Hinois, New Jersey and Calfomnia;

Cogeneration comtract negotisions where BP Energy
would be both the supplier of natural gas and the
purchaser of power off take;

Obtaining and maintaining market based rate authority;
Producer issues, and contracts;

ISDA, Bl and natural gas contract negotiations;

Cross border transactions (UJ.S. Canada);

Training on reguiatory issues,

Development execution of state regulatory policy in the gas
and power arena.

Prior to BP my work sxperience included the following:

State reguietory matters on behalf of a local distribution
company;
Intemnational arbiteation involving an international purchase
and seles agreement tied to the Pre-Bulld portion of the
ANGST,

Contract maiters. in gas and power sales and purchase

agreements;

Development, filing and handliing pipeline rate maiters,
including a major pigeline 636 filing and setiement,
Purchase Gas Adjustment proceedings (Cokmibia Gas
Transmission Fraud and Abuse pmudnos). m-pay

FEF&C and kansmrssoon equdtnhm prooseding at the
FERC;
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o State regulatory matters, inchuding electric fuel recovery
proceedings, investligation into the reasonableness of
captive coal operations, electric rate cases, including cost
of service, rate of retum and rate design, local gas
distribution company rate matters, both for the LDC and
fhe consumer interests, purchase gas adiisiment or gas
cost recovery filings.

In my capacity as a lawyer, | was responsible for and engaged in pipeline and
electric rate proceedings and certificate proceedings at the state and federal
level; the development of policy and positions and regulatory strategy; and the
negotiation of power and gas purchase and sales coniracts, including financial
agreements ind.pmduoer agreements on behalf of marketers, producers,
pipelines, local distribution companies, a state public ulility commission and a
consurner advocate's office. Separstely, | was involved in contract nes
and drafting on behalf of energy marketers, pipelines and distribution companies.

Most recently | have testified at the Florida Public Service Commission,
and !} was a presenter at two FERC conferences, Price Discovery in Natural Gas
Markets, Docket PLO3-3-005 June 25, 2005 and Enhanced Reporting of Natural
Gas Storage inventory information AD04-10-000, September 8, 2004

PLEASE DESCRIBE J. POLLOCK, INC _

J. Pollock assists clients 10 procure and manage energy in both reguisted and
competitive markets. The J. Pollock team also advises clients on energy and
regulatory issues. Our clients include commercial, industriial and institutional
energy consumers. Currently, J. Pollock has offices in St. Louis, Missouri and

Austin and Houston, Texas.
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Docket No. 090079-Et
Exhibit MIW-1

2010 Percent
mw mw Avm_ increase to
(13 m m m 59 m m m
1 571  Overhead Lines - Transmission $7,072 $7.041 $6.932 $8,056 $11.810 $7.275 4860% 62.33%

2 503  Overhead Lines - Distribution $31,190  $30,541 $29.318  $31,852  $45,838 $30,830 43.91%  48.58%

Source: MER Schedule C-8



Docket No. OS0UT9-H1

Test Year Muirtenance Expense
Exchitit MJIM-2
PROGRESS ENERGY FLORIDA
Prosduction meﬁxpeme- Mw Projected
2010 Percent
S " Exponses Budgeted Expenves _Average hcrease to
Line Descaiption 08 _ _aw__om —zn _._m_._.m_m o9 Averame
L) ¢4 3 % N fﬂ
1  Sieam Generation $40 978 $46.034 $42 104 $48.772 $58 219 $44.4T2 20.60% 32.20%
2  Nmclear Generation $31,306 $34076  $32,043  $37,068  $33.009 $34,073 0.11%  11.55%
3 Ofher Generation $15500  $21875 $34246  $33088 832311 $20.100 38.19% 100.43%
4 Total Generstion $87.703  $101.685 $400293 $119808 $149,1%9 $104.844 2A48%  42.52%

5 Steam and Other Generation $56,487 $87,609 $76,350 $81,840 $111,130 $70572  3579%  57.47%

Source: MFR Schedule C-6



Docket No. 080679-El
Test Year Maintenance Expense .
Exhibit MJM-3

PROGRESS ENERGY FLORIDA
Steam and Other Generation Maintenance Expense
Recommended Test Year Level

50

$ in 000's

20063009 2009 Budget 2010 Test Year FIPUG Adjusted
Average Test Year

2006-2009 Average $70,572
2009 Budget - $81,840
2010 Teost Year $111,130
Recommended Adjustment $15,000
FIPUG Adjusted Test Year $96,120

' H " BT & fa dg ddtes
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Deocket No. 090079-El

incentive Compensation
Exhibit MJIM-4
PR@GRESS ENERGY FLORIDA
)
1 Total incentive Compensation from Schedule MFR C-35 $33,886,020

2  Minus Senior Executive Compensation* $2,619,190
3  Incentive Compensaton Management / Non-Management Employees $31,266,830
4  50% of Management/Non-Management Incentive Compensation $15,633,415

5 Disallowance (Line 2 + Line 4) $18,252 605

* From Response to OPC Interrogatory 39b Confidential. Note the cited amount is not
confidential




Pocket No. 080079-El
Stoimn Reserve
Exhibit MJM-5

PROGRESS ENERGY FLORIDA

b} A s 4 3 4 B L
ST IR SA7 SESSAVEFS FNBWS Y T SN S ¥ 3.

Amount
Charged to
Reserve
Line Year Storm {§000)
) @) @A)
1 2006 Alberto $1,025
2 2006 Emesto _ $1,008
3 2007 Tomado ' $1,055
4 2008 Fay $9.870
5 Total $12,958
6 Annual Average $4,319

Sowrce: PEF Response to OPC interrogatory Set 3 No. 109



Docket No. 090079-El
Test Year Maintenance Expense
Exhibit MJM-1

PROGRESS ENERGY FLORIDA
Actual and Budgeted Overhead Lines Maintenance Expense
(Dollar Amounts in $000)

2010 Percent
Actual Expenses Budgeted Expenses _ Average increass to
Line Account  Masintenance Description 2006 2007 2008 2009 2010 2008 - 2009 2009 Average
) (2) (3) 4 () (6) M {8
1 571  Overhead Lines - Transmission $7,072 $7.041 $6,932  $8,086 $11.810 $7275 4680% 62.33%
2 593  Overhead Lines - Distribution $31,190 $30,541  $20,818  §$31,852  $45,838 $30,850 4391%  48.58%

Source: MFR Schedule C-8
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Docket No. 09C079-El
Test Year Maintenance Expense

Exhibit MUM-2
PROGRESS ENERGY FLORIDA
Production Maintenance Expense Actual vs. Projected
2010 Percent
Actusl Expenses Budgeted Expenses Average increase to

Line Description 2006 2007 2008 2009 2010 2006 - 2009 2009 Average

(1) 2 3 4 5) (€) 7) (8)
1  Steam Generation $40,978 $46,034 $42.104 $48,772 $58,819 $44 472 20.60% 32.26%
2  Nuclear Generation $31,306 $34,076 $32,943 $37,0966 $38,009 $34,073 0.11%  11.55%
3  Other Generation $15,508 $21,575 $34,248 $33,068 $52,311 $26,100 58.19% 100.43%
4  Total Generation $87,793 $101,685 $100,293 5119806 $149,13¢9 $104,844 24.48% 42,52%
5 Steam and Other Generation $56,487 $67,609 $76,350 $81,840 $111,130 $70,572 35.79% 57 47%

Source: MFR Schedule C-6
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Yest Year Maintenance Expense
Exhibit MJM-3

PROGRESS ENERGY FLORIDA
Steam and Other Generation Maintenance Expense
R ed Test Year Level

U5

EICTOLILE T IR <FEY. AN

S in 000's
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2006-200% 2009 Budget 2010 Test Year FiPUG Adjusted
Average Test Year

N B WN -

2006-2009 Average $70,572
2009 Budget $81,840
2010 Test Year $111,130
Recommended Adjustment $15,000
FIPUG Adjusted Test Year $96,130
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Incentive Compensation
Exhibit MIJM-4
PROGRESS ENERGY FLGREBA
Line _ Rem _ Amount
(1)
1 Total Incentive Compensation from Schedule MFR C-35 $33,886,020
2 Minus Senior Executive Compensation* - $2,619,190

3 incentive Compensaton.Management / Non-Management Employees $31,266,830
4  50% of Management/Non-Management incentive Compensation $15,633,415

5 Disallowance (Line 2 + Line 4) $18,252,605

* From Response to OPC Interrogatory 39b Confidential. Note the cited amount is not
confidential.
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Storm Ressrve
Exhibit MOM-5

ROGRESS ENERGY FLORIDA

388 L€

3" b, o 2 i

IRIE - ¥ E
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Amount
Charged to
Reserve
Line Year Storm ($800)
(4} 2) 3)
1 2006 A#beno $1.025
2 2006 Ernesto $1,008
3 2007 Tornado $1,085
4 2008 Fay $9,870
5 Total $12,958
6 Annual Average $4,319

Source: PEF Response to OPC interrogatory Set 3 No. 109




1 HEREBY CERTIFY that a true and correct copy of the foregoing Florida Industrial

Power Users Group’s Testimony and Exhibit of Martin J. Marz has been served by First Class

United States Mail this 10™ day of August, 2009, to the following:

Robert Scheffel Wright/John T. LaVia III
Young van Assenderp, P.A.
Florida Retail Federation
225 South Adams Street, Suite 200
Talahassee, Florida 32301
swri viaw.net

Richard D. Melson

705 Piedmont Drive
Tallahassee, Florida 32312
rick@rmelsonlaw.com

Cecilia Bradley

Office of Attorney General

The Capitol, PLO1

Tallahassee, Florida 32399-1050
cecilia. bradlev@myfloridalegal.com

James W. Brew/F. Alvin Taylor
Brickfield Law Firm PCS Phosphate —
White Springs

1025 Thomas Jefferson Street, NW
Eighth Floor, West Tower
Washington, D.C. 20007-5201
jay.brew(@bbrslaw.com

Katherine E. Fleming

Senior Attormey

Florida Public Service Commission
2540 Shumard Oak Blvd.
Tallahassee, FL 32399-0850
keflemin@psc.state.fl.us
ckiancke@psc.state.fl.us
esayler(@psc.state.fl.us

J.R. Kelly/Charles Rehwinkel
Office of Public Counsel

111 W. Madison Street, Room 812
Tallahassee, Florida 32399-1400

Rehwinkel Charles@leg.state.fl.us

J. Michael Walis/Dianne M. Tripplett
Carlton Fields Law Firm

Post Office Box 3239

Tampa, Florida 33601-3239
DTriplett@CarltonFields.com

s/ Vicki Gordon Kaufman
Vicki Gordon Kaufinan



