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PROCCEEDTINGS
(Transcript follows in sequence from

Volume 7.)

CHAIRMAN CARTER: Good morning to one and ail.

I gave you guys your late start at 9:31. So we'll kick
off. Yesterday we finished up with Witness DesChamps.
And now call your next witness.

MS. TRIPLETT: Yes, sir. PEF calls Sandra
Wyckoff, and I believe she's already been sworn
yesterday.

THE WITNESS: Yes, I have.

CHAIRMAN CARTER: Hang on before we get
started. Are there any other witnesses that'll be
testifying today that have not been sworn that are in
the room? Would you please stand and raise your right
hand.

(Witnesses collectively sworn.)

Thank you. Please be seated.

You may proceed.

MS. TRIPLETT: Thank you, sir.

SANDRA WYCKOFF
was called as a witness on behalf of Progress Energy
Florida and, having been duly sworn, testified as
follows:

DIRECT EXAMINATION

FLORIDA PURLIC SERVICE COMMISSION
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BY MS. TRIPLETT:

Q. Would you please introduce yourself to the
Commission and provide your address?

A, My name is Sandra Wyckoff. I'm the Director
of Finance for the service company of Progress Energy.
And my address is Post Office Box 1551, Raleigh, North
Carolina 27602.

Q. Thank you. And have you filed prefiled direct
testimony and exhibits in this proceeding?

A. Yes, I have.

Q. And do ycu have that with you today?

A, Yes, I do.

Q. Do you have any changes tc make to your
prefiled direct testimony?

4. I do not.

Q. If I asked you the same guestions in your
prefiled direct testimony today, would you give the same
answers that are in your prefiied testimony?

A. Yes, I would.

MS. TRIPLETT: Mr. Chair, we reguest that the
prefiled direct testimony be entered into the record as
if, as though it were read.

CHAIRMAN CARTER: The prefiled testimony of
the witness will be inserted intc the record as though

read.

FLORIDA PUBLIC SERVICE COMMISSION
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MS. TRIPLETT: Thank you.
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Petition for rate increase
by Progress Energy Florida, Inc.

DOCKET No. 090079-EI

DIRECT TESTIMONY OF
SANDRA S. WYCKOFF

INTRODUCTION AND SUMMARY,

Please state your name and business address.
My name is Sandra S. Wyckoff. My business address is Corporate Planning
Department, Progress Energy Service Company, LLC, P.O. Box 1551, PEB 19,

Raleigh, North Carolina 27602

By whom are you employed and in what capacity?
I am the Director of Service Company Finance for Progress Energy Service Company,

LLC (“Service Company™).

What are your duties and responsibilities with respect to Progress Energy
Florida?

As Director of Service Company Finance, I am responsible for planning, budgeting and
cost management for the Progress Energy Service Company, LLC. Progress Energy
provides A& G functions for all of its subsidiaries, including Progress Energy Florida,

in a centralized manner primarily through the Service Company.
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Please describe your educational background and professional experience.

I earned my Bachelor’s Degree in Accounting in 1981 at Lehigh University. During
the years 1981- 1984, T worked as an auditor for Coopers & Lybrand in the
Philadelphia, Pennsylvania and Houston, Texas offices. In 1984, I joined Carolina
Power & Light Company (CP&L) as an auditor in the Audit Services Department,
From 1987-1998, I worked in the Information Services Department in a number of
ﬁnanéial management and technology support management roles. In 1999, I joined
Strategic Resource Solutions Corp., a CP&L subsidiary, as Vice President - Controller
and became Vice President — Chief Financial Officer and Treasurer in 2000. From
2002 — 2005, I was Director — Corporate Accounting in the Progress Energy
Accounting Department. In 2005, I became Controller — Progress Ventures where [
served until 2007 when [ became Director — Coal in the Regulated Fuels Department.
In 2008, I took my current role as Director of Service Company Finance. [am a
Certified Public Accountant (*CPA”) licensed in North Carolina and am a member of

the American Institute of CPA’s.

What is the purpose of your direct testimony?

The purpose of my direct testimony is to support the reasonableness of the
Administrative.and General (“A&G”} portion of the Company’s Operational and
Maintenance (“O&M”) expenses exclusive-of Pension, Benefits, and Long-term
Incentive Compensation, which will be addressed in the testimony of Mr. Masceo

DesChamps.
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Q. Do you have any exhibits to your testimony?

A.  Yes. The following exhibits were either prepared under my supervision or under the
direction of the Service Company:

s Exhibit No.  (SSW-1), which is a list of the Minimum Filing Requirements (MFRs)
schedules that I sponsor or co-sponsor;

e Exhibit No. _ (SSW-2), which is an organizational chart of the Service Company; and

o Exhibit No.  (SSW-3), which is the Company’s Cost Allocation Manual.

All of these exhibits are true and accurate.

Q. Do you sponsor any schedules of the Company’s Minimum Filing Requirements
(“MFRs”)?

A.  Yes, I sponsor or co-sponsor the MFR schedules identified in Exhibit No.
(SSW-1) and they are true and accurate, subject to being updated in the course of this

proceeding

Please summarize your testimony.

The A&G functions for Progress Energy Florida are performed primarily through the
Service Company. A&G Expenses consist primarily of functions for financial services,
human resources, corporate communications, legal, regulatory affairs, audit and
compliance, real estate and facility services, information technology, and
telecommunications as well as corporate benefit costs. Progress Energy Florida has
forecasted that its A&G O&M expenses for 2010, exclusive of Pension, Benefits, and

Long-term Incentive Compensation, are within the Florida Public Service Commission

14721070.1
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(“Commission”) benchmark from the last base rate proceeding. Since that last base rate
proceeding, we have been serving more customers each year, while actively controlling
the cost for the customer. Based on these facts and others that are discussed more fully
in my testimony, the Company’s forecasted 2010 A&G costs are reasonable and should

be approved in this proceeding.

OVERVIEW OF THE SERVICE COMPANY.

Who administers the A&G functions for Progress Energy Florida?

Progress Energy Service Company LLC provides A&G functions in a centralized
manner for Progress Energy, Inc. (the parent company of Progress Energy Florida), and
all of its subsidiary companies, including Progress Energy Florida. As such the Service
Company charges must be limited to its “costs” of providing such services, and Service
Company cost allocation is designed to ensure that all costs are allocated fairly and

equitably and so that one company does not subsidize another.

How is the Service Company organized?
See Exhibit No. _ (SSW-2). This is an organizational chart for Progress Energy

Service Company that identifies the Service Company’s functions,

What A&G services and products does the Service Company provide PEE?
The Service Company provides processing, reporting, and management oversight for a
variety of areas, including financial services, human resources, corporate

communications, legal, regulatory affairs, audit and compliance, real estate and facility

J4
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services, information technology, and telecommunications. Exhibit No. __ (SSW-2)
provides a listing of all Service Company departments and Exhibit No. ___ (SSW-3),
the Cost Allocation Manual, provides a detailed listing of all Service Company

products and services.

Why are these services and products provided to PEF through the Service
Company?

The consolidation of various corporate A&G functions eliminates duplicative resources
and reduces the cost of utility operations to the utility’s customers. The Service
Company provides these services primarily to Progress Energy Carolina (“PEC”) and
PEF. We refer to PEC and PEF as our “Client Companies.” The Service Company is
obligated to provide products and services that PEF and PEC need, much like any
company provides services to its ciients. The Client Companies look to the Service

Company to provide the A&G services listed above.

Do PEF’s customers benefit from the Service Company providing these services
and products to PEF?

Yes. The Service Company provides centralized management of financial services,
human resources, corporate communications, legal, regulatory affairs, audit and
compliance, real estate and facility services, information technology, and
telecommunications. This integration allows the combined companies to reduce the
number of redundant functions where staffing levels are relatively fixed and do not

vary directly with an increase or decrease in the number of employees or customers.
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The centralization of the Service Company benefits Progress Energy Florida’s
customers by providing greater efficiency, and thus lower costs than would otherwise

be the case if both Client Companies engaged in the same support activities separately.

How does the Service Company allocate the cost for services and products
provided to PEF?

There are two ways that a Client Company can be charged for services and products
provided by the Service Company. In the first instance, a product or service is
provided specifically to a Client Company to meet its specific needs. These costs are
charged directly to the Client Company. In the other instance, a product or service is
provided on an ongoing basis to both Client Companies and cannot be directly assigned
to a specific Client Company. These costs must therefore be allocated between the
Client Companies.

The costs of the Service Company are classified into various products and
services for each functional area. Prior to allocating costs, the Service Company will
assign or charge directly to a Client Company those costs associated with a product that
specifically benefits a particular Client Company or that a particular Client Company
caused the Service Company to incur. For example, if the Service Company performs -
an IT project fqr Progress Energy Florida or incurs costs to improve Progress Energy
Florida’s vehicle fleet, the Service Company will assign the costs of these projects (or
“products’”) directly to Progress Energy Florida.

Any costs that are not directly assignable to a particular Client Company are

‘allocated to the various affiliates that use the service or product based on specific pre-
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defined metrics as outlined in the Cost Allocation Manual (“CAM?”). These metrics are
objective formulas for allocating costs on such basis as may be appropriate to the kind
of cost, service, or product involved. From time to time, the Service Company may
make changes to the metrics to better allocate costs.

The Service Company, during the annual budget and planning cycle, updates the
data used for computing the metrics to ensure that the costs are properly allocated
between the affiliates. For example, assignment of human resources costs using a
Headcount Ratio would require an update for current headcount. The Service
Company evaluates and updates its computations at least once every year.

The policies, procedures, methodologies, and metrics are described in detail in

Exhibit No. __ (SSW-3).

What steps are taken to ensure that PEF pays only for the services and products it
receives from the Service Company?
The Service Company maintains accounting systems that provide the ability to assign
costs to the category of service to which they relate. Separate charge codes are defined
and used for costs that are directly assignable to a Client Company. The systems
enable the costs of services to be charged directly to the Client Company for which
they were perfqrmed, or, when appropriate, accumulated in such a manner that they can
be distributed or allocated to the Client Companies using the appropriate pre-defined,
approved methodology.

The Service Company prepares and submits a bill to each Client Company for

services rendered on a monthly basis. The bills itemize the cost of each service billed
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to the Client Company. The management of each Client Company is responsible for
reviewing the billing report to assess the accuracy and appropriateness of the charge.
During the annual planning process, the Service Company and the Client Companies
negotiate an agreeable financial target within which work is prioritized by way of
collaboration with the Client Companies.

In addition to the monthly billing and review process, the Company’s Audit
Services Department conducts periodic audits of the Service Company administration
and accounting processes. The audits include examinations of the accounting system,
source documents, allocation methods and billings to determine if services are

authorized and properly accounted for.

Are the services and products provided by the Service Company to PEF necessary
for PEF to provide its customers with reliable, efficient electric service?

Yes. PEF is a corporation, and like every corporation, it requires certain services, like
legal, IT, and financial services, to function and efficiently do what must be done to
achieve the corporate purpose. Organizations such as the Financial Services
organization ensure that all GAAP requirements and SEC filings are in accordance with
current laws and guidelines. Likewise, the legal and regulatory organizations ensure
compliance with regulatory requirements. Because PEF is a regulated utility, a
regulatory organization like the one included in the Service Company is also necessary

to make the required filings with PEF’s various regulatory entities.
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The Service Company consolidates these various corporate functions and
eliminates duplicative resources. This consolidation reduces PEF’s cost of providing

reliable, efficient electric service to its customers.

ADMINISTRATIVE AND GENERAL EXPENSES.

Please provide an overview of PEF’s 2010 A&G expenses.
The components of A&G expense provided by the Service Company, exclusive of

Pension and Benefits, can be found in MFR C-6.

How do these A& G expenses compare to the Commission benchmark?
A&G expenses, exclusive of Pension, Benefits, and Long-term Incentive

Compensation, are approximately $12.6M lower than benchmark.

What cost management efficiencies were achieved in A&G expenses?

A&G expenses excluding Pension, Benefits, and Long-term Incentive Compensation
have increased at a factor of 11.8% compared to the benchmark multiplier of 14.7%
reflecting efficiency gains compared to benchmark. Additionally, various software,
such as consolidated financial systems and supply chain systems, placed in service as .
part of the integration work resulting from the merger have reached the end of their
depreciable life. The assets continue to be used and provide benefit even though they
have reached the end of their depreciable life thereby resulting in ongoing favorable

Service Company depreciation expense.

10
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Furthermore, efficiencies gained throughout the Service Company include
renegotiating contracts with telecommunication service providers, in-sourcing fiber
network monitoring services and radio/microwave tower maintenance services,
standardization of the desktop hardware/software/operating systems enterprise-wide,
and optimizing productivity at the Technology Service desk. All of these activities
have contributed to the resulting 2010 budget being below the benchmark.

The Service Company, on an on-going basis, also reviews the impact of expenses
such as property and liability insurance. Market forces, such as larger claims and
catastrophic lbsses that occur in the insurance market, are a substantial driver of
premiums. Premiums are partially a result of insurance limits and deductibles, but are
also based on a risk profile. The Service Company regularly reviews the corporation’s
risk profile and actively works to manage that profile to ensure premiums are kept at
the lowest possible level. Other actions, such as increasing self-insurance levels and
reducing maximum payout limits, where prudent to do so, have helpeﬂ to mitigate
upward pressure by market forces. The Service Company also participates in industry
benchmarking to ensure that insurance premiums are reasonable and equitable across
the market.

Finally, we have placed increased focus on cost reduction in the areas surrounding
general administrative expenses. We are focused on continuous business excellence in
a systematic effort to achieve sustainable efficiency and productivity gains every year.
This involves such things as streamlining work processes, taking advantage of new

technology, and eliminating waste and low-value activities.

11
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Are PEF’s total projected A&G Operation and Maintenance expenses for 2010

reasonable?

Yes. Our total A&G expenses, exclusive of Pension, Benefits, and Long-term
Incentive Compensation, are lower than the Commission benchmark. We believe this
demonstrates that we have operated efficiently and in a cost-effective manner. We are

serving more customers now than in 2006, while actively controlling the cost for the

customer.

Moreover, all costs are allocated on a fair and equitable manner to Progress
Energy Florida. The Service Company engages in rigorous cost control, subjecting
proposed expenditures to close scrutiny, internal challenge, and active management

oversight. The Company has taken and continues to take appropriate steps to control

and properly allocate A&G costs.

Does this conclude your testimony?

Yes.

000954
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BY MS. TRIPLETT:
Q. Ms. Wyckoff, do you have a summary ¢f your
prefiled direct testimony?
A. Yes, I do.
Q. Would you please provide that to the
Commission?
CHAIRMAN CARTER: Before you begin, to
Ms. Wyckoff and to the other witnesses that are here
this morning that I just swore in, you'll have five
minutes as you do your summary of your testimony. There
will be three lights down in front of you, and the green
light you'll have basically two and a half minutes to
go. The amber light, when the amber light comes on;,
you'll have two minutes left. When the red light comes
on, you'll have 30 seconds left. Okay? Everybody got
that?
Okay. You may proceed.
THE WITNESS: Good morning, Commissioners.
As I said, I am the Director of Service
Company Finance for Progress Energy Service Company. In
this role, I am responsible for planning, budgeting and
cost management for the Progress Energy Service Company.
Progress Energy provides administrative and
general functions for all <f its subsidiaries, including

Progress Energy Florida, in a centralized manner

FLORIDA PUBLIC SERVICE COMMISSION
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primarily through the service company.

I am supporting the reasonableness of the
administrative and general portion of the company's
operations and maintenance expense exclusive of pension
and benefits and long-term compensation, which was
addressed in the testimony of Mr. Masceo DesChamps, and
the storm reserve, which will be addressed in the
testimony of Mr. Peter Toomey.

As previously stated, the RA&G functions for
Progress Energy Florida are performed primarily through
the service company. A&G expense consists primarily of,
of functions for financial services, human resources,
corporate communications, legal, regulatory affairs,
audit and compliance, real estate and facility services,
information technology and telecommunications, as well
as corporate benefit costs.

The company has taken and continues to take
appropriate steps to contreol and properly allocate A&G
costs. Based on these facts and others that are
discussed more fully in my testimony, the company
forecasted 2010 A&G costs are reasonable and should be
approved in this proceeding.

This concludes my summary, and I am happy to
answer any questions that you may have.

CHAIRMAN CARTER: OQutstanding on timing.

FLORIDA PUBLIC SERVICE COMMISSION
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Great job.
THE WITNESS: Thank you.
MS. TRIPLETT: And we would tender the witness
for cross-examination.
CHAIRMAN CARTER: Good morning, Mr. Rehwinkel.
MR. REHWINKEL: Good morning. No questions
for this witness.
CHAIRMAN CARTER: Good morning, Ms. Bradley.
MS. BRADLEY: Good morning. No questions.
CHAIRMAN CARTER: Good morning, Ms. Kaufman.
MS. KAUFMAN: Good morning, Mr. Chairman. I
do have some guestions.
CHAIRMAN CARTER: I know you do. I fully
expected you to have some.
MS. RAUFMAN: Thank you.
CHAIRMAN CARTER: Welcome.
MS. KAUFMAN: Thank you.
CROSS EXAMINATION
BY MS. KAUFMAN:
Q. Good morning, Ms. Wyckoff.
A. Good morning.
Q. I'm Vicki Kaufman. I'm here on behalf of the
Florida Industrial Power Users Group.
You are employed by Progress Energy Service

Corporation; correct?

FLORIBA PUBLIC 3ERVICE COMMISSION

957




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A Progress Energy Service Company. Yes.
Q. Company. Excuse me. And you say on Page 4,
Line 15 -- not Page 4. You say early in your testimony

that, that the service company provides administration
and general services for all of its subsidiaries; is
that right?

A, That is correct.

Q. Okay. And it 1is a, the service company is a

subsidiary to the parent, Progress Energy; is that

right?
A, Progress Energy, Inc. Yes.
Q. Okay. And the services that the service

company provides are shown in your Exhibit SSW-2;
correct?

A. Correct.

Q. S50 all cf the services that are listed there
are provided as needed to all of Progress Eneragy,
Inc.'s, subsidiaries; right?

A, Yes, ma'am.

Q. Ckay. B2Am I correct that Progress Energy,
Inc., has about 70 subsidiaries?

A, I doen't, I do not know the specific number of
subsidiaries that Progress Energy, Inc., has.

Q. You have a chart in your Exhibit SSW-3 that,

that, I think it begins on Page 4 of SSW-3.

FLORIDA PUBLIC SERVICE COMMISSICN
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A, Yes. That's correct.

Q. And 1s this a, what we might call an
organizational chart of the parent company?

A. Yes. This is the legal entity structure for
Progress Energy, Inc., as of December 31st, 2007.

Q. And if we went through and counted up the
companies, we would know how many subsidiaries the
parent has?

A. That would be correct. 1 just haven't done
that.

Q. Okay. Would you accept, subject to check,
that it's around 707

A. Subject to check. And I would also say that
this chart is, is now a year and a half ocutdated. So
the subsidiaries may have changed since then.

Q. You filed your testimony on March 20th, 2009;

correct?
A, Yes. That's correct.
Q. Is there a reason that you didn't provide a

correct organizational chart?

A. Well, we did provide it as part of discovery.
But the chart that is in this exhibit is part of the
cost allocation manual, it's just a standard part of
that manual, and that's published on an annual basis.

And what we provided as my exhibit was the most recent

FLORIDA PUBLIC SERVICE COMMISSION
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copy of the cost allocation manual at the time we filed
my Lestimony.

Q. But what you're telling us today is that this
chart is not accurate.

A. I don't know that for a fact, but it, it may
not be because of changes that have happened in
subsidiaries since.

Q. Am I correct that Progress Energy Florida
provides a number of nonregulated services?

A, I, T understand that they do, but I don't have
direct knowledge of those.

Q. Would it be Mr. Toomey, is he the better
witness to ask about those nonregulated services?

A. Yes. Yes, ma'am, he would be.

Q. Now you are the person to ask about the cost
allocation manual though; correct?

A. Yes, I am.

Q. Okay. And you talk about that I guess

beginning on Page 8.

A. Of my testimony?

Q. Yes, ma'am.

A. Okay.

Q. Actually the question and answer begin on the

prior page.

A. Okay.

FLORIDA PUBLIC SERVICE COMMISSION
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Q. And as I understand it, that manual is what
the company uses to allocate costs among its
subsidiaries for the services the service company
provides as well as other services.

A, That is correct. It provides the basis for

which we base our allocations.

Q. Now how often 1s the cost allcoccation manual
updated?

A, It's updated annually.

Q. Okay. So the one that is attached to your

testimony, what, what was the, what is the date of that?

A, I do not see a specific date on this. But I
know that it's typically revised on an annual basis,
typically in the March, April kind of time frame. So I
would expect that this would have been done in the
March, April of 2008 time frame.

Q. So it would be correct, I guess, that there is
a more current version of this?

A, Yes. Yes, ma'am, there is.

Q. This cost allocation manual, is this manual
something that the Commission approves?

A. I do not believe that the Florida Commission
approves this cost allocation manual, but I don't, I do
not know that for a fact.

Q. If you'll turn to the manual, SSW-3, Page 2 of
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69, and at the top it says "Introduction and Corporate
Cverview."
A. I'm sorry. Could you tell me -- the cost

allocation manual?

Q. Right. I'm sorry.

A SSW -- oh, I'm sorry. Page 2. Yes. I was
looking at -- Page 2 of the exhibit. I was looking at
Page 2 of the manual. I'm sorry.

Q. Okay. So we're on the page that says

"Introduction and Corporate Overview"?

A. Yes, ma'am.

Q. If you go down to the second full paragraph
there, it says, "The purpose of this cost allocation
manual is to provide guidelines tc company personnel.”
Dc you see that?

A. Yes, I do.

Q. Now when you use the term, or when the manual
uses the term "guidelines," does that mean that
deviation from the allocation principle set forth in
here is permitted?

A, I am not aware of any deviations from these
guidelines permitted. Or, I'm sorry, I'm not aware of
any deviations from these guidelines.

Q. But does the way that the company has phrased

that paragraph there mean that deviaticns are

FLORIDA PUBLIC SERVICE COMMISSION




10

11

12

13

14

15

16

17

18

19

20

21

22

23

25

963

permissible?

A. You could infer that from the way that it's
written. But as I said, I'm not aware of any
deviations.

Q. How would —-- if there was a question about
cost allocation and an employee or someone 1n your group
wanted to perform the allocation in a different manner
than it's set forth in the manual, what would they have
to deo?

A, If someone wanted to look at -- well, let, let
me step back and, and mention, when we are charging our
cost to the client companies or our subsidiaries, the
first thing that we do is direct charge. We direct
charge as much as we possibly can. And then those costs
which we —-—

MS. RAUFMAN: Mr. Chairman, I'm sorry to
interrupt Ms. Wyckoff. I think I asked a different
question than the one that she was answering. She's
going to explain how costs are allocated.

CHAIRMAN CARTER: Restate your question.
Restate your gquestion.

THE WITNESS: Well, I want to --

CHATRMAN CARTER: Hang on.

THE WITNESS: Ckay.

CHAIRMAN CARTER: Restate your question.
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BY MS. KAUFMAN:

Q. Ms. Wyckoff, I'm, I'm not asking you how the
costs are allocated. I'm simply asking you that if it's
determined that a different allocation than what's set
out in these guidelines 1is going to be used, how —- is
there an approval process for that deviation, or how
would that come about?

A. Yes. There -- if we want to make changes to
the allocation approaches that are documented within the
cost allocation model, there is a review and approval
process, both internally within the company, and then
the North Carolina commission requires us to have
approval for any changes to our allocation methodology.
So that would -- because we serve multi jurisdictions,
we would have to have that approval as well.

Q. Does the Florida Commission require any such
approval that you're aware of?

A. Not that I'm aware of.

Q. Did personnel from the service company wWork on
this rate case?

A. Yes, ma'am.

Q. How many pecple from the service company
worked on this rate case, if you know?

A. I do not know specifically.

Q. Do you, do you have a ballpark idea?
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A. There were quite a few in that the accounting,
the people that worked on this from the accounting
department are within the service company. I am within
the service company, Mr. DesChamps is within the service
company, our regulatory planning functicn and our legal
functions are all within the service company.

Q. Do you know if any overtime was put in as
regard, 1in regard to this rate case?

A. I'm certain that there were many overtime
hours worked. I'm not certain if there were paid
overtime hours in that many of our, many of the people
that I mentioned are exempt employees and would not be
eligible for overtime.

Q. Well, were there employees eligible for
overtime who incurred overtime working on the rate case?

A. I do neot know that.

Q. Is, is there another witness that might have
that information?

A. It's —— I suppese it's something that we
could, could look at. I don't know if Mr. Toomey would
have that knowledge. But I'm not familiar with exactly
who 1is exempt and who is not exempt in order tc make a
determination if there was paid overtime made.

Q. And I guess from your prior answers you

wouldn't know how many hours service company employees
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spent on the rate case filing and participating here?
A, No, ma'am. I do not know. I do not have that
knowledge.

MS. KAUFMAN: Thank you, Mr. Chairman.

CHAIRMAN CARTER: Thank you.

Ms. Ewvans.

MS. EVANS: No questions.

CHATIRMAN CARTER: Thank you.

Mr, Lavia.

MR. LAVIA: Good morning, Mr. Chairman. No
questions.

CHAIRMAN CARTER: Good morning.

Staff?

MR. SA&LOR: Mr. Chairman, in lieu ¢f cross,
it is my understanding that the parties have stipulated
to Exhibits 33 and 34, and I would like to have those
moved into the record at the appropriate time.

CHAIRMAN CARTER: lLet's hang on. Let's --
okay. Okay, everybody, listen up. 33 and 34 in lieu of
cross. Are there any objections? Any of the
Intervenors, any objections? From the company, any
objections?

MS. TRIPLETT: Sorry. No, sir.

CHAIRMAN CARTER: Okay. Without objection,

show it done. Exhibits 33 and 34 entered into evidence
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in lieu of staff's cross.

(Exhibits 33 and 34 identified for the record

and admitted into the record.)
Anything further from staff?

MR. SAYLOR: No, sir.

CHAIRMAN CARTER: Commissioners? Redirect?

MS. TRIPLETT: No, sir.
CHAIRMAN CARTER: Okay. One second.

Commissioner Skop.

COMMISSIONER SKOP: Thank you, Mr. Chairman.

One moment here. Good morning. Actually give me one

second.

(Pause.)

Just with respect to the service company in

terms of the allocations for personnel, those are

properly allocated so that one entity is not receiving

the benefit that's allocated to another entity; is that

correct?

THE WITNESS: That's correct. The whaole
premise is that we don't have subsidization by one
company of ancother company.

COMMISSIONER SKOP: All right. Thank you.

CHAIRMAN CARTER: Okay. Exhibits?

MS., TRIPLETT: Yes, sir. We would move 74,

and 76 into evidence.
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CHAIRMAN CARTER:

Without objecticn, show

(Exhibits 74,

Are there any objections?
it done.

75 and 76 marked for

identification and admitted into the record.)

Anything further for this witness on direct

from any of the parties?
Thank you.
day.

MS. TRIPLETT:

be dismissed from the rest of the proceeding?

You may be excused.

Okay.

Have a great

And, Mr. Chair, may Ms. Wyckoff

She will

not be Jjoining us for rebuttal.

CHAIRMAN CARTER:

the whole party?
THE WITNESS:

SO.

CHAIRMAN CARTER:

great day.
THE WITNESS:

MS. TRIPLETT:

CHATRMAN CARTER:

MR. BURNETT:

CHAIRMAN CARTER:

You're ncot going to stay for

I'd love to, but I don't think

You are excused. Have a

Thank vyou.
Thank you, sir.

Call your next witness.
We call Ben Crisp.

Yes, sir.

Mr. Ben Crisp.

You may proceed.

JOHN B. CRISP

was called as a witness

on behalf of Progress Energy

FLORIDA PUBLIC SERVICE COMMISSION
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Florida and, having been duly sworn, testified as
follows:

DIRECT EXAMINATION
BY MR. WALLS:

Q. Good morning, Mr. Crisp. Will you please
introduce yourself to the Commission and provide your
address?

A, Good morning. My name is John Benjamin Crisp.

CHAIRMAN CARTER: Hang on a sec. Are both of
your microphones on? They're both on? Okay. Get a
little more volume. Let's try it again.

THE WITNESS: Good merning. My name is John
Benjamin Crisp. My business address is 6565 38th Avenue
North, St. Petersburg, Florida 33710.
BY MR. WALLS:

0. and, Mr. Crisp, who do you work for and what
is your position?

A, I work for Progress Energy Florida. My
position is Director of System Planning and Regulatory

Performance.

Q. Have you filed direct testimony and exhibits
in this proceeding?

A. Yes.

Q. And do you have your prefiled direct testimony

and exhibits with you today?
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A. Yes.

Q. Do you have any changes to make to your
prefiled direct testimony?

A, No.

Q. If I asked you the same guestions in your

prefiled direct testimony today, would you give the same

answers that are in your prefiled testimony?
A. Yes.

MR. WALLS: We request that the prefiled
direct testimony of Mr. Ben Crisp be entered into the
record as if it was read today.

CHAIRMAN CARTER: The prefiled testimony of
the witness will be inserted into the record as though

read.

FLORIDA PUBLIC SERVICE COMMISSION
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In re: Petition for increase in rates by Progress Energy Florida
Docket No. 090079-E1

DIRECT TESTIMONY OF
JOHN B. CRISP

| Introduction and Purpose.

Q. Please state your name and business address. .
A My name is John Benjamin (Ben) Crisp. My business address is 6565 38

Avenue North, St. Petersburg, Florida 33710.

Q. By whom are you employed and in what position?
A I am employed by Progress Energy Florida, Inc. (“PEF” or the “Company) as the

Director of System Planning and Regulatory Performance for PEF.

Q. Please describe your duties and responsibilities.

A. My responsibilities include the development and implementation of energy
system expansion plans and generation asset optimization plans for PEF. These
expansion and optimization plans, otherwise known as integrated resource plans
(“IRPs™), iﬁclude detailed review and analysis of system load forecasts, and the
corresponding determination of supply-side and demand-side resources available
to meet the.load requirements identified in the system load forecasts. The supply
side and demand side resources include assets currently available on the existing

system, and assets potentially available to the Company over its planning horizon.

14721739.1
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Q. ‘What is the purpose of your testimony?

A The purpose of my testimony is to describe the development and results of PEF’s

00

These analyses result in recommended action to the Company’s management for

asset changes or additions that fulfill the Company’s obligation to serve.

Please summarize your educational background and employment experience.
I attended the Georgia Institute of Technology in Atlanta, Georgia, where I
received a Bachelor of Science degree in Industrial and Systems Engineering. I
have over twenty (20) years of electric utility experience in generation,
transmission, and fuels planning, load forecasting, generation clonstruction, power
plant operations, system operations, fuels and power trading, and energy
efficiency systems.

I have worked for both regulated and non-regulated utilities in a variety of
management positions. My management responsibilities with PEF have included
system dispatch, load and energy forecasting, integrated resource planning, and
energy efficiency programs. In my current management position, and in previous
management positions, I have provided testimony to several different state utility
regulatory bodies, including the Florida Public Service Commission (“FPSC” or

the “Commission™), on issues involving load forecasts and the most effective

means for utilities to meet their obligation to serve the respective load forecast.

load forecast used in the preparation of this rate case. As I use the term "load

14721739.1
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forecast” in my testimony, it means the Company's individual projections of

customers, energy sales, and coincident peak demand.

Q.  Have you prepared any exhibits to your testimony?

A, Yes, I have prepared or supervised the preparation of several exhibits, as follows:

s Exhibit No. _ (JBC-1), a list of the Minimum Filing Requirements
(MFRs) schedules 1 sponsor or co-sponsor;

o [Exhibit No. ___ (JBC-2), Customer, Energy Sales & Seasonal Demand
Forecast;

s ExhibitNo. __ (JBC-3), Forecast Process Flow Chart;

o ExhibitNo. __ (JBC-4), PEF Energy and Customer Forecasting Models;

s ExhibitNo. __ (JBC-5), U.S. & Florida Economic Assumptions — 2006 -
2010; and

¢ ExhibitNo. ___(JBC-6), PEF Historic & Projected Growth Rates.

These exhibits are true and accurate.

What Minimum Filing Requirements (“MFRs”) schedules do you sponsor?
[ sponsor all or portions of the MFR schedules identified in Exhibit No.
(JBC-1). I have reviewed them and they are true and accurate, subject to being

updated during the course of this proceeding.

II. Load Forecast.

Q. What is the purpose of a load forecast?

14721739.1
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A The load forecast is used in both the Company’s planning and budget processes.
The load forecast enables the Company to estimate the likely number of customers it
will serve in the future, the amount of electric energy it will sell to those customers,
and the time(s) at which the customers demand for electric energy will be greatest.
PEF must estimate or project how much energy its customers (old and new) will
consume in ﬁe future and when that consumption is likely to take place to serve

customers in a cost-effective and reliable manner.

Q. When did the Company prepare its load forecast?

A, The Company prepared its current load forecast in late September and early October
2008. This forecast replaced a load forecast prepared earlier in 2008. The current
load forecast accounts for the impact of current economic conditions on the
Company’s anticipated future customer, energy, and peak demand by including the
most recent economic and demographic inputs available. The current load forecast
was used to develop the revenue forecast and resulting 2009 and 2010 Company
budgets. It serves as the basis for the development of the Company’s MFRs. It will
also be used for the Company’s long-range forecast for resource planning studies
and other similar purposes. The Company's current load forecast (customers, energy
sales, and demand) for 2009 and the test year (2010) is reflected in Exhibit No.

(JBC-2).

III. Forecast Methodology.
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Q. Please provide us with an overview of the forecasting methodology used to

develop the load forecast.

A. There are four main steps in the development of a load forecast: (1) the assembly of

the forecast assumptions, (2) the derivation of forecast model parameters, (3) the
calculation of the forecast, and (4) adjustments to the forecast based upon the
educated judgment of the forecaster. These steps are reflected in Exhibit No.
(JBC-3).

o Assembly of the Forecast Assumptions. The first step in any forecasting
procedure is to assemble a set of assumptions upon which the forecast is based. The
assumptions describe the forecaster’s educated prediction about how the future will
unfold with respect to influences upon company energy sales, customer growth, and
system peak. In developing these assumptions, the forecaster relies in part on the
opinions of professional economists at Economy.Com, the University of Florida’s
Bureau of Economic and Business Research (“BEBR™), as well as other sources.
Each of these groups develops forecasts of national and regional economic and
demographic data. These forecasts are purchased by the Company. Other
assumptions are derived from historical data like normal weather conditions. The
assumptions utilized in the Company’s current September-October load forecast are
set forth in Schedule F-8 of the MFRs. It is important to note that in all cases the
assumptiong made are based upon a “most-likely” forecast. Forecasted values of
these forecast assumptions become inputs to the forecast models that lead to

customer, energy and peak demand projections.
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0975



10

11

12

13

14

15

16

17

18

19

20

21

22

23

000976

* Derivation of Forecast Parameters. Next, based on the assumptions, the
forecaster derives the parameters for the forecast model. The parameters of a
forecast model quantify the statistical relationship between the economic and
demographic environment impacting a utility service area and the latest energy
usage (and customer growth) patterns of its customers. These parameters are
updated each time a forecast is produced to ensure that the resulting forecasts reflect
current energy consumption patterns in the Company’s service territory. In addition,
when deriving model parameters the forecaster incorporates (to the extent possible)
historical data from the ten most recent years into the model sample.
* Development of the Forecast. The forecaster then proceeds to develop the new
forecast. The Company’s load forecast actually consists of three separate forecasts
as follows:

- acustomer forecast

- an energy sales forecast

- acoincident-peak demand forecast (primarily used for resource

planning purposes)

Customer forecast — The Company’s customer forecast (i.e., the number of
customers it expects to serve during the forecast period) is developed primarily from |
county population projections produced by the University of Florida's Bureau of
Economic a.nd Business Research. In a service area like PEF’s, where nearly 98.4
percent of the Company’s customers are residential and commercial customers,
these population projections serve as the best predictor of the Company's total

customers. This is because an increasing service area population translates directly
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average KWh energy usage per customer, driver variables such as weather and
economic conditions are utilized to capture the statistical relationship to changes in
kWh consumption per customer. This approach enables the forecaster to incorporate
the most recent historical data as well as the most current outlook on the economy.
The modeling specifications for each retail class energy model (and residential and
commercial custormer models) are set forth in Exhibit No. ___ (JBC4).

The results of this customer and energy sales forecast are shown in Exhibit
No. _ (IBC-2). This forecast is used to develop the revenue forecast that is
incorporated into the Company’s 2009 and 2010 budgeting process. It also serves as
the basis for the 2010 revenue forecast in this rate proceeding.

Two additional procedures are required before the final billing determinants |
are created for input into the Company’s financial model. The first procedure
transforms the monthly energy forecast from a “billing month™ basis to a “calendar
month” basis. This involves forecasting the amount of “unbilled retail energy” in a
calendar morith and allocating it down to each retail revenue class. The forecast of
monthly retail unbilled energy is derived using ten years of historical monthly
averages of “billed energy generated in prior month” divided by “total billed in
current month.” Each retail class receives its respective share of total retail unbilled
energy sales according to the percentage share it makes up of total retail billed
month energy sales.

The second procedure required to finalize the billing determinants takes the
calendar month revenue class energy and customer projections and disaggregates

them to the major rate class level. This is made possible by determining the revenue
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class to rate class proportions for the most recent calendar year available. Allocating
the forecast to this more detailed level allows monthly revenues to be generated in
the PEF revenue model. For rate classes that have a “billing KW charge as part of
its billing determinant, a historic load factor is also developed at this time which,
when applied to the rate class projection of energy, derives the class projection of -
billing KW. Customer, energy and billing KW projections are shown in MFR E-15.

Coincident Peak Demand Forecast — The coincident peak demand forecast
(used for resource planning as opposed to revenue forecasts) is developed using a
disaggregation technique followed by econometrically modeling several of the
disaggregated components. The disaggregation technique separates monthly system
demand into four major components: potential firm retail demand, nondispatchable
and dispatchable direct load control (MW) capability, sales for resale demand, and
Company use. Each of the peak demand components is then separately forecast and
added arithmetically to the next or, in the case of demand side management
(“DSM™), subtracted, to arrive at total system firm peak demand.
 Forecaster’s Judgment. Finally, after all of the) parts of the load forecast are
complete, the forecaster evaluates the cumulative modeling results and makes
adjustments as appropriate based on his or her professional judgment, as well as
such adjustments as may be reasonably necessary to capture the impact of events
that the mo&el is unable to capture.

For example, econometric models develop parameters (“beta coefficients™)
that are applied to projections of “driver” variables that are purchased from an

economic forecasting firm and may be three or more months old. Occasionally,

10
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into a greater number of homes and commercial establishments to service these
homes. An annual econometric model is used to measure the historical relationship
between service area population and residential customer growth. The resulting
parameter becomes a “multiplier” that, when applied to the population growth
forecast, results in a projection of new residential customers. Once the residential
customer forecast is finalized, it is used as the “driving” variable in the commercial
customer regression model. The customer forecasts for the remaining retail sectors
are forecast using trend analysis because of their relatively stable historical patterns.
In producing the customer forecast, the Company used the most recent
BEBR update from July 2008 together with the September 2008 Economy.com
update for the State of Florida. PEF observed in this data declining year-over-year
customer growth reflecting the economic downturn experienced in the Florida
economy after 2006 and continuing through 2008. As a result of this data, PEF
adjusted its load forecast and currently projects flat to weak retail customer growth
for 2009 and 2010.
Energy Sales Forecast — The Company’s energy sales forecast is developed using
monthly econometric models. These short-term models project monthly energy
sales by revenue class (residential, commercial, industrial, street lighting and public
authority) and require the forecaster to have a thorough understanding of each
variable to l'l)e projected (i.e., residential customer growth or average residential use
per customer) and the influences or events that create monthly variation or
movement in those variables. Sales are regressed using “driver” variables that best

explain monthly fluctuations over a sample period. For example, in order to project

1977
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economic events unfold very rapidly and sometimes out-of-date projections are used

in the models. Even historical economic data get revised by government agencies

.and can paint a picture that differs subtly from what is reflected in the original

economic data. When this occurs, the forecaster will incorporate the latest
information he or she understands is influencing company sales or customer growth
levels. Other times, events such as rate migrations may require special adjustments
to the rate schedule level forecast that cannot possibly be captured by an

econometric model.

Is the forecasting methodology used to develop the load forecast consistent with
PEF’s load forecasting policy and practice?

Yes, it is. PEF followed its standard forecasting methodology in developing its load
forecast. This forecasting methodology has been used for years at PEF to forecast
load with substantially accurate past results when actual load is compared to prior
forecasts, excluding anomalous, unpredictable events such as the post-9/11 and
current global financial crises. PEF’s load forecasting methodology is also
consistent with generally accepted, utility industry standard methodologies for load
forecasts. As a result, PEF is confident that its load forecast is a reasonably accurate

projection of future load in 2009 and 2010.

Load Forecast Summary.

‘What conclusions can be drawn from PEF's load forecast?

11

14721739.1




10

11

12

13

14

15

16

17

18

19

20

21

22

23

004

A. PEF expects that its customer base, energy sales, and peak demand will grow at flat

to weak growth rates for 2009 and 2010. With the decline in the housing market,
restrictions on credit, and difficulties in the financial and retail sales industries, the
Florida economy has been adversely impacted and witnessed slower to reduced
growth and increasing unemployment. As a result of these economic conditions,
PEF’s customer growth declined and energy sales slowed in the late 2006 to 2008
time period. Similar economic conditions are expected in 2009 with a gradual
improvement in economic conditions in 2010. Accordingly, the forecast shows
weak retail customer growth for 2009 (+0.1%) and 2010 (+0.6%). Retail energy
growth projections gradually improve in 2010 (+0.4%) follo;ving a period of falling
retail energy sales in 2008 and 2009. The forecast does not call for a more normal
level of net new customer growth and energy sales until after 2010.

The U.S. and Florida economies are not expected to retum to more normal
rates of expansion until 2010. A list of U.S. and Florida economic variables with
historic and projected growth rates is shown in Exhibit No. __ (JBC-5). Asyou
can see from Exhibit No.  (JBC-5), several of these economic indicators call for
higher average rates of change in 2010 compared to 2008 and 2009. PEF weather
normalized retail energy sales reflect this same pattern and will return to an
increasing growth pattern only in 2010. PEF historic and projected growth rates for
weather nofmalized billed sales and customers are shown in ExhibitNo. _ (JBC-

6). y
Q. What are the resulting impacts on PEF?

12
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A. PEF’s sluggish retail sales growth in 2010 following a period of recession means

that retail sales are not adequately covering PEF’s fixed costs of serving its
customers. PEF’s retail sales growth will not return to pre-recessionary levels in
2010, in fact, PEF’s expected retail megawatt-hour (“MWh”) sales in 2010 are
below PEF’s retail sales in 2005, the year of its last base rate proceeding, by in
excess of 350,000 MWh. At the same time, PEF expects to serve over 66,000 more
customers in 2010 than PEF served in 2005. PEF’s total number of customers has
increased each year since 2005, even during 2008, although not at the levels PEF
expected back in 2005. More customers on the system means more cost to serve
them by providing the capacity and energy production, and transmission,
distribution, and customer account assets and services, to meet the needs of their
households and businesses. With declining sales in 2008 and expected flat to slower
growth in retail sales in 2009 and 2010, PEF’s expected retail sales simply are not
covering the fixed costs to serve PEF’s additional customers.

An illustration of this impact is the cost to meet peak demand. Peak load
forecasts are driven by the number of customers. Having more customers on the

system means more households and businesses that must have fixed production,

transmission, and distribution assets in place to serve their needs at the time of their

peak demand on the system. This is true even though they buy less energy on a
yearly basié today than they did in the past — which is the case for PEF’s customers
when the yearly retail sales for the period 2008 to 2010 are compared to the yearly
retail sales in 2005 and 2006. Despite PEF’s customers” reduced energy purchases

today continuing through 2010 compared to their energy purchases in these prior

13
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periods, their peak demand requirements have increased from the beginning of the
period to 2010, and remained relatively constant throughout that time period.
Indeed, on February 6, 2009, PEF customer demand established a new system
winter peak both before and after weather adjustment to the peak load.

The Company must meet the peak demands of this increased number of
customers on its system and exceed those peak demands with required reserves to
provide customers with reliable electric service. This obligation to reliably meet its
customers’ peak demand needs requires the Company to invest in the fixed assets
necessary to provide customers peak load service and maintain them, regardless of

the level of their yearly energy purchases.

Q. Does this conclude your testimony?

A. Yes.

14
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BY MR. WALLS:

Q. Mr. Crisp, do you have a summary of your
prefiled direct testimony?

A I do.

Q. Will you please summarize your prefiled direct
testimony for the Commission?

A. Yes. Good morning, Commissioners. I'm the
Director of System Flanning and Regulatory Performance
for Progress Energy Florida. My direct testimeny
describes the development and results of PEF's locad
ferecast used in the preparation of this rate case.

The term "load forecast" means the company's
individual projections cof customers, energy sales and
coincident peak demand. The load forecast enables the
company to estimate the likely number of customers it
will serve in the future, the amount of energy it wiil
sell to those customers, and the times at which
custemers’' demand for electric energy will be greatest.

PEF must estimate or project how much energy
its customers will consume in the future and when that
consumption is likely to take place.

The current load forecast prepared in late
September, early October was used to develop the revenue
forecast and resuiting 2009 and 2010 company budgets.

It serves as the basis for the development of the
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company's MFRs.

PEF followed its standard forecasting
methodology in developing its lcad forecast. This
forecasting methodology is consistent with generally
accepted utility industry standard methodologies for
load forecasts.

Our load forecast shows retail megawatt hour
sales in 2010 are 350,000 megawatt hours below PEF's
retail sales in 2005, the year of our last base rate
proceediling.

At the same time, PEF expects to serve over
66,000 more customers in 2010 than we served in 2005.
More customers on the system means more cost to serve
them. PEF's customers' peak demand requirements have
increased from the beginning of the period to 2010.
Indeed, PEF customer demand established a new system
winter peak this February.

The company must meet the peak demands and
exceed those peak demands with required reserves to
provide customers with reliable electric service. This
obligation reguires the company to invest in the fixed
assets necessary to provide customers peak load service
and maintain them. With declining sales in 2008 and
flat to slow load growth in retail sales in 2009 and

2010, however, PEF's expected retail sales simply are
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not covering the fixed costs to serve additional
customers.

This concludes my summary, and I'm happy to
answer any questions you may have.

CHAIRMAN CARTER: Great timing.

MR, WALLS: We tender Mr. Crisp for cross.

CHAIRMAN CARTER: Mr. Rehwinkel, you're
recognized.

MR. REHWINKEL: Yes. Just briefly.

CROSS EXAMINATION

BY MR. REHWINKEL:

Q. Good morning, Mr. Crisp.
A, Good morning, sir.
Q. My name is Charles Rehwinkel with the Cffice

cf Puklic Counsel, and I just have a couple of gquestions
for you.

Just so I understand what your direct
testimony does not do, there's no part of your direct
testimony, is there, sir, that supports the depreciation
study that is filed by Mr. Robinscon and the company; is
that correct?

A. That's correct.

MR. REHWINKEL: Thank you. That's the only

question I have.

CHAIRMAN CARTER: Thank you, Mr. Rehwinkel.
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Ms. Bradley.
MS. BRADLEY: No guestions.
CHAIRMAN CARTER: Good morning, Mr. Brew.
MR. BREW: Good morning, Mr. Chairman.
CROSS EXAMINATION
BY MR. BREW:
Q. Good morning, Mr. Crisp. I'll be brief as
well.
You mentioned in your summary and in your
testimony that the load forecasts that you use are also,

flow into what you use for planning purposes; is that

right?
A. That's correct.
Q. And yesterday during my discussion with

Mr. Oliver he pushed a question to you, so I'll follow

up on it. Part of your responsibilities include system
planning and integrating the effects of demand response
into your planning models?

A. That's correct.

Q. Okay. Can you tell me whether or not the
company takes into account demand response as a resource
for transmission planning purposes?

A. Yes, sir, we do.

Q. Okay. Thank you.

On your Exhibit JBC-2, on Page 2 of 2, you
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show your projected monthly megawatt coincident demands.
Do yocu see that?

A, Yes, 1 do.

Q. And one of the ceclumns is labeled Firm.
That's firm demand?

A, That's correct.

Q. And T take it from that that nonfirm demand is

not included in that calculation?

a. That's correct.
Q. Okay. And so for planning purposes, you don't
take —-- you don't include nonfirm demancd in your system

planning calculations of the peak reguirements needed,
that you need to build for?

A, The way -- let me answer the question with an
explanation cof how it's calculated. We calculate the
firm demand ccmponent for system peaks and project those
for ten years. Then we remove the nonfirm components,
including direct load control, demand-side management,
energy efficiency conservation and all the other
products, to come up with a firm demand product.

Q. Okay. And that would include your
interruptible load; right?

A. That's correct.

Q. Now from your, your current Ten-Year Site

Plan, I think you have about 300 megawatts of
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interruptible load; is that right?

A. That's correct.

Q. So if all of that load switched to firm
service, the company would need to plan for an
additional 300 megawatts in your planning studies?

A. Not at this point in time. Since the load
forecasts are dropping, the, we are in a position where
we have adequate reserves at this point. 5So those
300 megawatts would likely not require any additional
generation to cover that load.

Q. My questicn was a little bit different. Let
me try again. If those 300 megawatts shifted to firm
locad, you would no longer subtract them out like you do
now.

A, That's correct.

Q. Okay. And plus then you would need to factor
into account the possibility of the 20 percent that you
require for reserve above your forecasted load, so that
the 300 megawatts you actually need to have 360 for in
terms of reserve and planning?

A. That's correct. That's correct.

Q. Thank vou.

A. But as I said before, we are in a situation
where we have excess reserves based on the load

forecast. So if that 300 megawatts was in fact shifted
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to firm, then we would be probably in good shape and
capable of handling that.

Q. I understand your comment in terms of what you
can accommodate now, but my question was in terms of
planning purposes. You would need to plan for that plus
reserves.

a. Certainly, sir.

MR. BREW: Okay. That's all I have. Thank
you.

CHAIRMAN CARTER: Thank you, Mr. Brew.

Ms. Kaufman.

CROSS EXAMINATION
BY MS. KAUFMAN:

Q. Mr. Crisp, good morning.

A. Good morning.

Q. Vicki Kaufman on behalf of the Florida
Industrial Power Users Group. We met I guess Friday at
your deposition, by phone anyway.

I just have a couple guestions to follow up on
the one question that Mr. Rehwinkel asked you. And that
is the sum total of your testimony here, and as you told
us in your summary, deals with development and results
of Progress's load forecast used in the preparation of
this case; correct?

A. That's correct.
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Q. And on your Exhibit JBC-1 --
A. I'm there.
Q. -- am I gorrect that those are the MFRs that

you are sponsoring?

A. Yes.
Q. And those are the only ones; correct?
A. Yes.

Q. And those MFRs again all have to do with
forecasting, forecasting models, and the assumption that
underlies those models; correct?

A, As my testimony, direct testimony, yes.

MS. KAUFMAN: Thank you, Mr. Crisp. That's
all I have.

CHAIRMAN CARTER: Thank you, Ms. Kaufman.

Ms. Evans.

MS. EVANS: No questions.

CHATRMAN CARTER: Good morning, Mr. Wright.

MR. WRIGHT: Good morning, Mr. Chairman.

CROSS EXAMINATION

BY MR. WRIGHT:

Q. Good morning, Mr. Crisp.
A, Good morning, Mr. Wright.
Q. It's good to see you again. We'wve known each

other a long time and, as you know, I'm Schef Wright,

and I represent the Florida Retail Federation in this
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case.

I just have a very few guestions for you this
morning on your direct testimony relating to a
calculation that was reported in the testimony of
Mr. Lyash that had been adopted by Mr. Dolan. The
question I posed to Mr. Dolan when he was on the stand
for his direct testimony related to an explanation of
the company's projected $2.6 billion in fuel cost
savings from the CR-3 uprate.

A. Yes, sir.

Q. And both he and then later Mr. Young indicated
that you might be the best man to ask these guestions
to.

I'm just trying to understand what that is.
Mr. Dolan says it's $2.6 billion in fuel costs. Mr.
Young's testimony refers to it as nearly $2.6 billion in
gross fuel costs cver the life of the plant.

So a couple of questions. What is the life of
the plant in the analysis that we're talking about?

A. After the refuel -- or after the steam
generator replacement?

Q. No, sir. I'm asking about the, the Crystal
River 3 uprate, which is the project that is projected
to produce the additional $2.6 billion in fuel savings,

as I understood it. Did I miss something?
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A, No. To the best of my kncwledge, following
the recertification of the nuclear plant, it will be
ultimately a 60-year life cycle, and it will be -- so0

that will be an additicnal 20 years on top of it.

Q. So 60 years starting in —-

A. When it was built.

Q. -— 1757

A Yes.

Q. Okay. So the uprate will be completed in
201172

A. That's correct.

Q. Ckay. So 25H years?

A. 20 years, 20 years, I believe, was the
extension.
Q. I apologize.

A. To the best of my knowledge.
Q. The extension I thought was a 20-year

extension to the, toc the license; is that correct?

A. That's correct. 20-year extension. I
apologize.
Q. Okay. And that would take, take the life of

the license, as I understand it, to 2036.
A, 2030 -- I'm sorry?
Q. 20367 I thought the project came online in

19276.
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A, The, the Crystal River unit came online in
1976. The certification will add 20 years onto it. And
I believe -- yes, 2036 T believe is correct.

Q. Okay. So the, the life, the effective life up
to the end of the license, of the uprate, is 25 years,
from 2011 to 203672

A, Correct. Correct.

Q. Okay. Now is the $2.6 billion a2 net present
value figure?

A, No. It's a nominal value.

Q. Thank you. And the, I was slightly confused
by the general reference to $2.6 billion in fuel cost
savings in Mr. Dolan's testimony and the nearly
$2.6 billion in gross fuel costs referred to in
Mr. Young's testimony. Is the $2.6 billion the net
value, a net value of the cost of fuel avoided by virtue
of being able to run CR-3 minus the nuclear fuel, or is
it the total fuel avoided at the company's alternate
generating resources that you would have had to run
without the CR-3 uprate?

A, If T may answer the gquestion by going through
a calculation for you, perhaps it will help you
understand it.

Q. I bet it will. Thank you.

A. When we run the analyses, we project the
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amount of years that CR-3 will run. And based on the
projection of the dispatch costs over that time frame,
it calculates a level of savings of fuel compared to if
the unit were not there. And that's where the

2.6 billion in nominal savings came from in fuel cost.

Q. So it is a, it's a net -- so 1it's really a
system, a system fuel cost differential calculation; is
that right?

A. It could be quoted that way, vyes.

Q. Okay. Do you happen to know what the
escalation rate assumed for the price of natural gas in
the analysis was?

A. Escalation rates for natural gas -- well, let
me go back to the point. We get our natural gas
preiecticns from our fuels group. The fuels group gets
those projections from contract services. There are no
escalation factors to my knowledge unless we have to use
escalation factors to take the lifespan of the plan into
account and it gcoes past the length of time for the fuel
curves that are provided by the contractors. So the
projections are what they are provided by the
consultants who do the fuel forecasts.

Q. Thank vyou.

MR. WRIGHT: And thank you, Mr. Chairman.

That was all the questions I had.
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CHAIRMAN CARTER: Thank you, Mr. Wright.

Staff.

MR. YOUNG: Mr. Chairman, staff has a -- based
on the fact that the forecasting, the revised
forecasting was not entered into the reccrd, staff
Exhibit Number -- excuse me, bear with me cne second —-
35, we will not be moving that into the record at this
time.

CHATRMAN CARTER: Okay.

MR. YOUNG: And thus staff has no questions.

CHAIRMAN CARTER: Commissioner Skop.

COMMISSIONER SKOP: Thank ycu, Mr. Chairman.

Good meorning, Mr. Crisp.

THE WITNESS: Good morning, sir.

COMMISSIONER SKOP: If I could please turn
your attention to Page 13 of your prefiled testimony,
and also Page 14 generally.

THE WITNESS: I'm there, sir.

COMMISSIONER SKOP: Thank ycu. And beginning
on Lines 12 through 14 of Page 13 of your prefiled
testimony, would it be I guess in summary Jjust correct
to understand that retail sales growth in 2009 and 2010
is expected to be flat or substantially reduced from
prior years?

THE WITNESS: That's correct.
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COMMISSIONER SKOP: Okay. And you would also
assert on that same page that the retail sales currently
are not adequate to covering Progress's fixed cost of
serving its customers?

THE WITNESS: That's correct.

COMMISSIONER SKOP: Okay. And during that
same period on Page 14, notwithstanding the fact that
retail sales may be flat or declining, you also assert
that peak demand requirements have increased during the
same period; 1s that correct?

THE WITNESS: Yes, sir. In fact, we set a new
peak this February.

COMMISSIONER SKOP: Okay. And would -- just
cone final guestion. Would it also be correct to
understand that your testimony does not address any cost
saving measures that might be taken to further reduce
fixed costs that you mentioned in relation to declining
retail sales, thereby mitigating the requested rate
increase?

THE WITNESS: 1 do not include those.

COMMISSIONER SKOP: Okay. All right. Thank
you.

CHAIRMAN CARTER: Thank you, Commissicner.
Anything further from the bench?

Redirect?
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MR. WALLS: No, sir.

CHAIRMAN CARTER: Exhibits?

MR. WALLS: Yes. I believe we have Exhibits
JBC-1 through JBC-6, which are items 77 through 82 we
would move into evidence.

CHAIRMAN CARTER: Are there any objections?
Without objection, show it done.

(Exhibits 77 through 82 marked for
identification and admitted into the record.)

Anything further for this witness on direct?
Hearing none, you may be excused.

Call your next witness.

MR. MELSON: Progress calls Steven Harris.
And, Mr. Chairman, we will be combining Mr. Harris's
direct and rebuttal today.

CHAIRMAN CARTER: Okay. Hang on one second.

MR, MOYLE: I didn't get that memo.

MR. MELSON: I believe it was discussed last
night when Ms. Fleming convened the parties to talk
about the schedule today.

COMMISSIONER EDGAR: And what happened to
Mr. Robinson? Mr. Melson, my list shows Mr. Robinson
next.

MR. MELSON: I'm sorry. We also talked last

night about taking Mr. Harris cut of order because
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Mr. Robinson was expected to be on the stand for quite a
while.

CHAIRMAN CARTER: Ms. Fleming?

MS. FLEMING: Yes, that is correct.

CHAIRMAN CARTER: Mr. Moyle.

MR. MOYLE: 1'll be ckay.

CHAIRMAN CARTER: Okay.

COMMISSIONER EDGAR: As will I. But I did
think that we were going to be notified of those sorts
of changes before the hearing started, so I would just
ask for that as we move along.

CHATRMAN CARTER: Okay.

MR. MELSON: And, Chairman Carter, since we
are combining his direct and rebuttal, I would ask
respectfully for an additional minute for his summary.

CHATRMAN CARTER: Okay. We'll give him six
minutes.

MR. MELSCN: T have promised him a beverage of
his choice if he makes the original five minutes,
however.

CHATRMAN CARTER: We'll give him six minutes.

Mr. Moyle.

MR. MOYLE: And alsc, Mr. Chairman, as a
preliminary matter OPC has graciously agreed that I

could, T could take the lead on this witness.
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CHAIRMAN CARTER: Outstanding.

MR. MOYLE: Thank you.

CHAIRMAN CARTER: Thank you, Mr. Rehwinkel.

Okay. Everybody ready? Mr. Melson.

STEVEN P. HARRIS
was called as a witness on behalf of Progress Energy
Florida and, having been duly sworn, testified as
follows:
DIRECT EXAMINATION
BY MR. MELSON:
Q. Mr. Harris, have you been sworn?

A. Yes, I have.

Q. Would you please state vyour name and business
address?
A. My name is Steven Harris. My business address

is 475 14th Street, Oakland, California.

Q. And who is your employer and what is your
position?

A, I'm a Vice President with ABS Consulting.

Q. Did you prefile direct testimony in this

docket consisting of 12 pages?

A. I did.

Q Any changes or corrections to that testimony?
A, No.

Q If I were to ask you the same guestions today,
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would your answers be the same?
A. Yes, they would.

MR. MELSON: Mr. Chairman, I'd ask that his
direct testimony be inserted into the record as though
read.

CHAIRMBAN CARTER: The prefiled testimony of
the witness will be inserted intc the record as though
read.

BY MR. MELSON:
Q. And did you have one exhibit to your testimony

identified as Exhibit SPH-17

A. Yes.
Q. Any changes or corrections to that exhibit?
A. No, sir.

MR. MELSON: And, Mr. Chairman, that's been
identified as Exhibit 85 on the master exhibit list.
CHAIRMAN CARTER: Thank you.
(Exhibit 85 marked for identification.]
BY MR. MELSON:
Q. Mr. Harris, did you also prefile rebuttal

testimony consisting of 13 pages?

A. I did.

Q. Any changes or corrections to the rebuttal
testimony?

A, No, sir.

FLORIDA PUBLIC SERVICE CCMMISSION

1001




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Q. If I were to ask you the same questions today,
would your answers be the same?
A. Yes, they would.

MR. MELSON: Mr. Chairman, I'd ask that his
rebuttal testimony be inserted intoc the record as though
read.

CHAIRMAN CARTER: The prefiled testimony of
the witness will be inserted into the record as though
read.

BY MR. MELSON:
Q. And no exhibits with the rebuttal testimony;
correct?

A. No, sir.
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Q. Please state your name and business address.

A. My name is Steven P. Harris. My business address is ABS Consulting, Inc.

Q. Please describe your educational background and business experience.

601003

In re: Petition for rate increase by Progress Energy Florida, Inc.
Docket No. 090079-EI

DIRECT TESTIMONY OF
STEVEN P. HARRIS

Introduction and Summary

(“ABS Consulting™), 475 14™ Street Suite 550, Oakland, California 94612.

Wha is your employer and what is your position?

I am a Vice President with ABS Consﬁlting, an affiliated company of EQECAT,
Inc., both of which are subsidiaries of the ABS Group of Companies, Inc.
Together these two companies are leading global providers of catastrophic risk
management services, including software and consulting, to major insurers, re-
insurers, corporations, governments and other financial institutions. In addition,
these companies develop and license catastrophic underwriting, pricing, risk
management, and risk transfer models that are used extensively in the insurance
industry. The companies provide the financial, insurance, and brokerage
communities with a science and technology-based source of independent

quantitative risk information.
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A I received Bachelor’s and Master’s Degrees in engineering from the University of

Q. What is the purpose of your direct testimony?

001004

California at Berkeley. Iam a licensed civil engineer in the State of California.
Over the past 25 years, I have conducted and supervised independent risk and
financial studies for public utilities, insurance companies, and other entities both
regulated and unregulated. My areas of expertise include natural hazard risk
analysis, operational risk analysis, risk profiling and financial analysis, insurance
loss analysis, loss prevention and control, business continuity planning and risk
transfer.

A significant portion of my consulting experience has involved the
performance of multi-hazard risk studies, including earthquake, ice storm and
windstorm perils, for electric, water, and telephone utility companies, as well as
insurance companies. I have performed or supervised windstorm (tropical storm
or hurricane) loss and reserve analyses for utilities including Progress Energy
Florida (“PEF” or the “Company’’), Tampa Electric Company, Florida Power &
Light, Gulf Power Company and others. Additionally, I have performed loss
analyses for earthquake hazard for utilities including the Los Angeles Department
of Water and Power, the California-Oregon Transmission Project, Big Rivers
Electric and Anchorage Municipal Light and Power.

For energy companies that have assets in a wide array of geographic
locations, | have performed or supervised multi-peril analyses for all natural

hazards, including earthquakes, windstorms and ice storms.
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A I will present the results of my Storm Loss and Reserve Performance Analyses of
Progress Energy Florida, Inc.’s (“PEF’s” or the “Company’s”) transmission and
distribution assets, This study analyzes PEF’s potential hurricane risk exposure in
order to estimate potential future PEF losses to the Storm Reserve. The study
supports the Company’s calculation of the necessary annual storm damage accrual

amount.

Q. Are you sponsoring any exhibits to your testimony?
A Yes. Iam sponsoring the following exhibit:
o Exhibit  (SPH-1), PEF Transmission and Distribution Assets Hurricane Loss
and Reserve Performance Analyses, December 2008.

This exhibit is true and accurate,

Q. What were you asked to do for PEF in this proceeding?

A PEF requested that I analyze the Company’s storm loss exposure and reserve
performance, Tunderstand that these analyses will be used for estimation of
potential future PEF charges to the Reserve and the estimation of the performance
of the Reserve. PEF will use this information to determine the appropriate annual
accrual to the.Company’s Storm Reserve. The results of these analyses are
contained in my Exhibit Number ____ (SPH-1), entitled PEF Transmission and
Distribution Assets Huiticane Loss and Reserve Performance Analyses,

December 2008.
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Q. Please explain how you analyzed PEF’s expected annual loss from potential

A. 1 utilized the ABS Consulting USWIND model to calculate PEF’s expected

001006

Please summarize your testimony.
The Storm Loss Analysis was performed to estimate PEF’s expected annual
damage from hurricanes affecting its transmission and distribution facilities. The
study estimated that PEF’s expected annual hurricane damage is $20.2 million.
The Reserve Performance Analysis was performed to test four levels of possible
accruals to the Reserve. The Reserve Performance Analysis then determines the
performance of the Reserve based on the expected annual damage results from the
- Storm Loss Analysis. I tested the Company’s current accrual level of $6 million,
as well as three higher accruals of $16 million, $25 million, and $35 million.
Based on these analyses, an accrual level of $16 million would result in an
expected reserve balance of $152.5 million at the end of five years, with a 10
percent likelihood of a negative reserve balance within five years. I understand
that PEF has chosen to request an accrual level of $16 million which will cover
the estimated annual loss from hurricanes that can be charged against the Reserve.
PEF’s choice of an accrual of $16 million represents a balance between costs to
PEF’s customers and protection from future surcharges due to storm damage that

exceeds the reserve level.

I. Storm Loss Analysis

hurricanes.

annual loss (“EAL”) from potential hurricanes. The Florida Commission on

14718459.1 4
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Hurricane Loss Projection Methodology (“FCHLPM™), an independent panel of
experts, annually evaluates computer models and actuarial methodologies for
projecting hurricane losses in Florida for insurance rating purposes. The
USWIND model is one of only four models evaluated and determined acceptable
by the FCHLPM for projecting hurricane loss costs. |

The analysis estimates all possible hurricane events and estimates the
damage done to the assets at risk. This process establishes the magnitude of
damage and the probability of its occurrence. Annual damage and loss estimates
are developed for asset locations and are then aggregated to create overall
portfolio damage and loss amounts. To make a reliable estimate of the EAL to
which PEF is exposed from hurricanes, I included the most complete and full
damage distribution that could be determined using both actual experience and
possible damage from simulated hurricanes. The EAL is based on data from the
long term 100-year hurricane hazard record and PEF provided transmission and

distribution (“T&D?”) asset portfolio data on a county-by-county basis.

Q. What factors regarding PEF’s T&D assets were considered in the analyses?
The location and concentration of PEF;S T&D assets is important, as is the
probability of storms of different intensities and/or landfall points impacting those
assets. Another factor considered in the analysis is how likely the particular
assets are to sustain hurricane wind damage. For example, as wind speeds and

hurricane sizes increase, the amount of damage to T&D assets increases. The
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final factor considered in the storm loss analysis is the cost to repair the T&D

assets and restore electrical service.

Q. As a result of the analyses you performed, what is PEF’s expected annual
loss, or EAL?

A The EAL from hurricane damage to T&D assets is $20.2 million per year. This
represents the average annual cost associated with damage to T&D assets and

service restoration from all simulated storms,

Q. Does this mean that each year, PEF can expect $20.2 million in T&D damage
from storms?

A. No, the EAL is not expected to occur each and every year. The amount of
damage will fluctuate from year to year. The EAL is the average expected

hurricane damage for all storm years over a long period of time.

II. Reserve Performance Analysis

Q. Once you determined the appropriate estimate of the potential hurricane
damage, what did you do next?

A. I performed a cash flow analysis to determine the impact of the level of funding
on the performance of the Storm Reserve. This is called the Reserve Performance
Analysis. The Reserve Performance Analysis provides a tool for management
and policymakers to determine the performance of the Storm Reserve and to test

whether annual accrual amounts meet their objectives. The performance over
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Q. How are the results from the Storm Loss Analysis used in the Reserve

A, Both the likelihood and amount bf annual losses determined in the Storm Loss

001009

time of the Storm Reserve must consider an annual accrual along with a starting
balance and an objective target balance within some time frame. With rate
stability as a policy objective, the question is what storm reserve balance should
PEF seek to achieve and how quickly should it be reached to provide the desired
stability in rates? Once a proper storm reserve balance is determined and
achieved, an accrual that equals the expected annual damage will maintain this
level in the Storm Reserve.

The ABS Consulting Reserve Performance Analysis is a cash balance
analysis starting with an initial balance of $133 million in the simulations. An
annual accrual is édded to the cash balance, and annual storm damage is simulated
consistent with the Storm Loss Analysis for each of the five years. Because storm
seasons and losses are highly variable, 10,000 five-year simulations were
performed to estimate the performance of the Reserve with various accrual levels

and to ensure an adequate number of samples of rare storm events.

Performance Analysis?

Analysis are used to simulate losses in each of the five years in the Reserve
Performance Analysis to determine the likelihood of the Reserve having positive
balances. For the Reserve Performance Analysis, only $16.4 million of the $20.2

million EAL is assumed to be an annual obligation of the Reserve. The $16.4
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million reflects an estimate of the amount of O&M costs which can be ¢harged

against the Storm Reserve pursuant to the storm reserve rule.

Did you consider various annual accrual amounts in your analysis?

Yes. For this analysis, I considered four different annual accruals, in the amounts
of $6 million, $16 million, $25 million, and $35 million; over the five year period.
For each funding case, the initial $133 million reserve balance is considered and I
assumed that interest would be credited on positive reserve balances at a rate of

3.45%.

What did the Reserve Performance Analysis show?

Generally, the lower the annual accrual amount, the more likely that the reserve
balance will be negative within five years. For example, taking the $6 million
annual accrual amount, the Reserve has a mean, or expected, balance of $99
million at the end of the five years. There is a 14% chance that the Reserve will
be insolvent in one or more years of the five-year simulation. This is because the
$6 million annual accfual is below the reduced EAL of $16.4 million.
Accordingly, in each passing year, the reserve ending balance has a decreasing
likelihood of gccumulating surpluses and an increasing likelihood of insufficient
funds. Likewise, when considering the $35 million annual accrual funding
scenario, there is a lower likelihood (6.5%) that the Reserve will be insolvent
within five years. With a $35 million annual accrual, the expected balance at the

end of five years is $251 million.
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What would be the impact on your analysis if PEF did not credit interest on
the reserve account following the termination of the settlement agreement in
Docket No. 050078-E1?

Without the interest credits, the expected reserve balances at the end of every year
would be reduced. Thus for any level of annual é.ccrual, the expected balance at
the end of five years would be somewhat lower, and the likelihood of a negative

balance would be somewhat greater.

Recommended Accrual Amount
Are you making a recommendation for PEF’s annual level of accrual and
target reserve level?
No, my role was not to recommend an annual level of accrual or target reserve
level. Rather, I presented probabilities to PEF regarding reserve performance
based on various levels of annual accrual. The storm study uses the best available
information regarding hurricane probabilities, recognizing that there can be
variances in the severity of storm damage in a particular year. The Reserve
Performance Analysis provides information as to the adequacy of the reserve
funding in vaﬁous scenarios, so that the Company can make decisions regarding
the annual accrual amounts and target reserve level. The Company can use this
information to decide the reserve level it thinks will cover storm damage without

the need to later request a storm surcharge.
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Please explain why a $16 million annual accrual is reasonable for PEF,

A $16 million annual accrual will result in an cxpecte& balance of $152.5 million
after five years. According to the Storm Loss Analysis, specifically Table 3-1 in
my Exhibit No. _ (SPH-1), there is a 2.7 percent chance every year that the
aggregate damage to the T&D assets will exceed $150 million. In other words,
with a $16 million accrual, the resulting reserve level of $152 million would be
sufficient to cover storm damage of approximately a one in 35 year storm season.
Thus, a $16 million annual accrual results in a storm reserve balance that will be
adequate to cover losses during most, but not all, storm seasons. This result is

also illustrated by the Hurricane Landfall Analyses for SSI Ranges.

What are the Hurricane Landfall Analyses for SSI Ranges?

The Hurricane Landfall Analyses for Saffir-Simpson Hurricane Scale (SSI or
Category) ranges is a separate technique that is used to further analyze PEF’s
storm damage risk profile by examining the potential impact on PEF of single
hurricanes. Storms are grouped using Category intensities ranging from a least
intensive storm rating of SSI-1 up to SSI-4. The analysis calculates the
frequency-weighted average T&D damage from simulated storms grouped by
their Category of intensity within a specified 10 mile stretch of coastline along
PEF’s territory where they made landfall. This analysis can be found in part 4 of

Exhibit No. (SPH-1).
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Please explain the results of the Hurricane Landfall Analyses in terms of the
appropriateness of the recommended $16 million accrual.

The analysis for SSI-1 landfalls shows that the highest frequency-weighted
average T&D damage to PEF’s territory is less than $50 million. This means that,
with a $16 million annual accrual, the Storm Reserve at the end of five years
would be expected to cover the average damage resulting from any single SSI-1
storm, for all the landfalls shown. For single SSI-2 storms, the Storm Reserve at
the end of five years would also be expected to cover the average damage
resulting from any single hurricane for all the landfalls shown, because the
damage woﬁld be less than $150 miilion. However, for single SSI-3 and SSI-4
storms, the Storm Reserve of $152.5 million would only cover some but not all of
the average damage, depending on the landfall location. As the storms increase in
intensity, the storm reserve balance that results from a $16 million accrual would

cover a smaller portion of the expected damage.

Did your analysis include any historic hurricanes that affected PEF’s service
territory?

Yes, the most significant historic hurricane to affect PEF’s territory was analyzed.
This Category 3 hurricane made landfail in Pinellas County in 1921. If a similar
hurricane were to make landfall today, there would be estimated damages of $250
million to the current system. This is demonstrated on the graph in Figure 4-4 of

Exhibit No. __ (SPH-1).
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Q. What do these results show about the reasonableness of PEF’s recommended

A The $16 million accrual, with the resulting mean storm reserve balance of $152.5

A, Yes.

001014

annual accrual?

million, appears to be reasonable to achieve a target storm reserve balance of
$150 million at the end of five years. The target storm reserve balance would be
large enough to cover most storm damage from lower-intensity storms, but not so
high as to cover all damage from the higher-intensity storms which have a lower
chance of affecting PEF’s service territory. Accordingly, a $16 million accrual
will help maintain the storm reserve balance at the desired level and allow the

Company to keep up with the estimated average storm loss over the long term.

Q. Does this conclude your direct testimony?

14718459.1 ' 12



10

11

12

13

14

15

16

17

18

In re: Petition for rate increase by Progress Energy Florida, Inc.
Docket No. 090079-E1

REBUTTAL TESTIMONY OF
STEVEN P. HARRIS

Introduction and Summary

Please state your name and business address.
My name is Steven P. Harris. My business address is ABS Consulting, Inc.

(“ABS Consulting™), 475 14™ Street Suite 550, Oakland, California 94612,

Did you previously submit direct testimony in this proceeding?
Yes. I submitted direct testimony and sponsored a study entitled Hurricane Loss

and Reserve Performance Analyses (“Study™).

Do you have any exhibits to your rebuttal testimony?

No.

What is the purpose of your rebuttal testimony?
My rebuttal responds to the testimony Office of Public Counsel witness Schultz
and FIPUG witness Marz concerning PEF’s request for an increase in the annual

storm accrual, including their express or implied criticisms of my Study.

Please summarize your testimony.
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My storm Study is not biased by pre-conceptions or the use of selective data on
past hurricane events. The most reliable methodology to establish the expected
annual loss is to utilize the longest available historical record of losses. For
hazards like hurmicanes that are characterized by low probabilities of occurrence
with high consequence, there are too few historical loss events to reliably estimate
the expected annual loss. For these perils, simulation models are the standard
method used the insurance industry. The USWIND model is one of only four
models evaluated and determined acceptable by the Florida Commission on
Hurricane Loss Projection Methodology (FCHLPM) for projecting hurricane loss

CcOsis.

The Study’s Reserve Performance Analysis demonstrates that the $133 million
reserve balance with a $16 million annual accrual will result in an increase in the
expected balance to $152 million at the end of five years. With this accrual, there
is still a 10% chance that the reserve will have negative balances over the
prospective five year period. An annual accrual of $6 million would result in an
expected reserve balance below $100 million at the end of five years and a 14%

chance that the reserve will have negative balances over the five year period.

Was the Study based on a pre-determined conclusion that the only way to
adjust the annual storm accrual was to increase it, as Mr. Schultz suggests at

page 77

0010616



10

11

12

13

14

15

16

17

18

19

20

21

22

23

No. The Loss Analysis portion of the Study was performed without any pre-
determined conclusions. The analysis takes the data on locations and values of
Progress Energy Florida’s (PEF) transmission and distribution {T&D) assets and
uses them directly, along with data on PEF historical storm costs, to model the

expected annual loss from storms.

The Loss Analysis shows that expected storm costs have increased over the prior
study which was conducted in 2005. This is a result of increases in all the major
storm cost factors, including the value of T&D assets, actual storm cost story,

and expected frequency of hurricanes.

Mr. Schultz suggests at page 8 that the Study resuits could be skewed by the
use of storm data applicable to areas outside of PEF’s service territory. Is
this a valid criticism?

No. I assume that “storm data” as used by Mr. Schultz means historical storms
that have made landfall outside of PEF’s service territory and that the
consideration of these in some way distorts the storm costs faced by PEF. For

example, consider the 2004 season in which Hurricanes Charley, Frances and

Jeanne all made landfall at locations in Florida Power & Light’s service territory.

After landfail, each of these storms tracked through PEF’s territory well inland
from the coasts. These storms did significant damage in PEF’s service territory

and imposed significant service restoration costs to PEF.
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The EQECAT USWind model utilizes a stochastic set of simulated hurricanes
that are possible based on the over one hundred years’ of hurricane history. These
storms include a full range of sizes, intensities from Category 1 through 5, and
tracks. The model simulates thousands of possible events along the Gulf and
Atlantic coasts. Many of these events make landfall large distances from PEF’s
service territory and do not result in damage to PEF T&D assets. Some will make
landfall within PEF’s service territory and some, like the 2004 Hurricanes, will
make landfall outside PEF’s territory, but will have tracks that take them into
PEF’s territory. Only those storms that affect the locations of PEF’s T&D assets

contribute to calculation of the expected annual damage.

Please respond to Mr. Schultz’ statement at page 8 that the Study provides
no indication as to what factors were used to determine the estimated annual
average loss of $20.2 million.

The methodology utilized and the important factors in the Loss Analysis Study
are described in Sections 1, 2 and 3 of the Study. Further details on the
methodology utilized by the ABS Consulting/EQECAT USWind sofiware are
available in the annual EQECAT submissions for review and recertification of our

software by the Florida Commission on Hurricane Loss Projection Methodology.

Is there any basis to justify excluding the 2004 storms from the analysis of

expected losses and appropriate reserve levels?
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No. Calculating an actual or simulated expected annual storm damage amount
that selectively excludes any possible damage events, whether large and
infrequent or small and frequent, is neither meaningful nor appropriate. Any
reliable estimate of the expected annual windstorm damage to which PEF is
exposed (expected annual loss) must include the most complete and full damage
distribution that can be determined both from actual experience and from

simulated possible damage.

It is true that not all years will experience damage equal to or greater than any
estimate of the expected annual loss. Many years may experience no damage and
others greater damage. Therefore, in developing expected annual loss estimates,
the most reliable methodology is to utilize the longest, most complete historical
record available. Since Florida’s recorded hurricane history is just over 100 years
old, insurers rely on simulation modeling to extend this “known” history into
thousands of simulated years for the purpose of estimating likely damage. The
simulated expected annual loss to PEF’s system is the best estimate of the annual
damage considering all possible future hurricanes. It does not arbitrarily exclude
the “extraordinary” damage from the 2004 season as proposed by Mr, Schultz, or

begin the analysis after the 2004 season as proposed by Mr. Marz.

Mr. Marz suggests on pages 33 to 34 of his testimoay that the reserve balance
of $133 million is adequate to fund all Category 1 and 2 hurricanes. Do you

agree?
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No. Mr. Marz has misinterpreted SPH-1 page 19 and 20. These figures present
the frequency-weighted average damage for all Category 1 and Category 2
hurricanes making landfall with each ten mile segment of the coast. This average
value means that there are some storms resulting in lesser damage and some
resulting in greater damage than the average presented in the figures. The $140
million damage value is not the greatest damage that might be expected from a
Category 2 storm. Large Category 2 storms with wind speeds near the high end of
the Category 2 hurricane range would result in substantially greater damage than

the average.

Mr. Marz suggests at pages 36-37 that future studies should be required to
take into account only Category 1 and potentially Category 2 storms. Would
such a study produce meaningful results?

No. The Florida Commission on Hurricane Loss Projection Methodology
(FCHLPM), an independent panel of experts that evaluates computer models and
actuarial methodologies for projecting hurricane losses, goes to great lengths to
ensure that all models used in the State for insurance rating purposes
appropriately capture the full range of the hurricane hazard. This includes
hurricanes of Categories from 1 to 5. The PEF reserve is established to act as self-
insurance and the expected annual loss similarly should be estimated based on all

possible hurricane losses.
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Mr. Marz says at page 32 that the Study assumes that the storm reserve
should be adequate to cover damage from all storms. Is he correct?

No. The Loss Analysis Study estimaté of the expected annual loss is based on the
full hurricane hazard with events from Category 1 through 5. Estimating the
expected annual loss based on all storms does not mean that PEF’s accrual should
or will be adequate to fund damage from all storms. A proper level of reserve
fuﬂding 1s a matter of setting an appropriate accrual to cover most but not all
storms. The Reserve Performance Analysis in our Study provides information on
the effect of various levels of accrual on the reserve performance over a

prospective five year period.

Mr. Schultz suggests that the Study placed undue emphasis on a 1921 storm
that hit Pinellas County (page 8) and states that the reserve is not intended to
recover costs for a storm of that significance (page 9). Did the Study in fact
assume that the reserve should cover the costs of such a storm?

No, the Study did not assume that the reserve should cover the cost of a 1921 type
of storm. The 1921 storm is also not the worst case scenario as suggested by
witness Schultz. There are other storms that could result in greater damage than a
re-occurrence of the 1921 storm. Exhibit SPH 1 Figure 4-4 shows that there are
many landfalls where average Category 3 storms can do greater damage than the
$250 million damage from the 1921 storm, and Figure 4-5 shows that average
Category 4 storms, like the 2004 Hurricane Charlie, can result in over $500

million in damage over a 60 mile stretch of the coast near Pinellas County. The
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1921 storm, along with all of the other storms over the past century that have
affected Florida, are used in development of the historical hurricane hazard in the
USWind software. Based on this historical hurricane hazard all possible storm
severities and frequencies are simulated and included in the calculation of the

expected annual loss.

Mr. Schultz questions the appropriateness of including the 1921 storm in the
Study since there have been no storms of similar strength and point of
landfall since that time (page 11-12). Is this a legitimate basis to exclude the
1921 storm from the analysis?

No. The simulation of the 1921 storm that is presented in the Study is only an
example to illustrate the impact that a recurrence of this historic event might have
on PEF’s T&D system today. It is illustrative of only one of many other events
that could occur that would result in large losses to PEF’s T&D assets. The
expected annual loss estimate 1s based on a large set of simulated hurricane events
ranging from Category 1 to 5. Hurricanes like the 1921 event have low
probabilities of occurrence compared to less severe Category 1 and 2 events, but
the severity and frequency of occurrence of all events are properly represented in

the analysis.

Mr. Marz asserts at page 36 that given the expected annual loss chargeable to

the reserve, the balance is sufficient to provide coverage for eight years, while
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it is sufficient for 30 years if losses remain at the levels experienced from
2006-2008. Is this an appropriate analysis?

No. The Reserve Performance analysis in our Study demonstrates that even with
the current $6 million accrual, the reserve balance is expected to decline from
$133 million to under $100 million over a five year prospective period. There is
also a 14% probability that the reserve balance could be less than zero during this
five year period. For the $133 million reserve to be adequate for a prospective 30
years would require a multi-decadal recurrence of the quiet and favorable storm
activity experienced over the 2006 to 2008 period. This is not consistent with the
prevailing view of the meteorological community that we are in a period of

heightened hurricane formation.

At page 30, Mr. Marz quotes from a recent TECO order describing a
regulatory framework which includes “a storm reserve adequate to
accommodate most, l;ut not all, storm years.” Would Mr. Schuitz’ and Mr.
Marz’ recommendations to cease accruals to the storm reserve be consistent
with this regulatory framework?

No. First, remember that prior to 1993, PEF had insurance to cover storm damage
to PEF’s transmission and distribution assets. After Hurricane Andrew in 1992,
insurers essentially withdrew from the market and adequate amounts of

transmission and distribution insurance at reasonable prices became unavailable.
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The concept of self-insurance using a reserve with accruals is to allow the
accumulation of funds during periods of favorable storm experience that will be
available for infrequent future hurricane losses. The Commission authorized the
current PEF $6 mallion annual accrual to the reserve in 1994. Since 1994, PEF
has relied on its storm reserve to self-insure for storm damage to its transmission
and distribution assets, using the $6 million annual contributions to the reserve.
However, after ten years of favorable storm history, the accumulated reserve
accrual of approximately $47 million was exceeded by damage of over $285

million from the 2004 storm season.

PEF estimates that the value of its T&D assets has increased by more than a factor
of three since 1993, when the current accrual was approved by the Commission,
and believes that a higher accrual is appropriate to reflect the current increased

value of its T&D assets.

Witnesses Marz and Schultz suggest that PEF’s annual storm reserve accrual
does not need to be increased substantially, if at all, because the accrual has
been sufficient to cover actual storm damages incurred up until 2603. Mr.
Schultz states at page 8 and 13 that since 1994, with the exception of 2004
and 2005, PEF has charged an average of $3 million to the reserve.

Similarly, Mr. Marz states at page 33 that the reserve has been charged an

average of $4.3 million over the last three years. Do you agree?

10
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The reason that PEF’s annual accrual may appear to have been sufficient between
1994 and 2003 (when you exclude the losses from the hurricanes of 2004) is
PEF’s favorable storm history. There were no hurricanes that made direct

landfalls in PEF’s service territory during this period.

The intervenors’ suggestions would only be acceptable if PEF’s management and
the Commissjon are willing to speculate that PEF’s recent good luck over a brief,
selective storm period considered by Marz and Schultz will continue. However,
over the 100-year history, there have been many more hurricane landfalls and
damaging events than in the last 15 years. Also, there is a growing body of
evidence suggesting that the North Atlantic Oscillation (NAO) and the El Nifio or
Southern Oscillation (ENSO) are important climate variables in modulating
hurricane return periods. The damage estimated in the current ABS Consulting
Study assumes the average hurricane activity over the century. If you accept the
opinion that changes in the ENSO and NAO variables indicate we have entered a
more active period for hurricane formation like the 1920s and 1940s, PEF may
expect to experience higher than average damage to T&D and other assets over
the next several years and the ABS Consulting damage estimates could understate

the actual risk going forward.

Mr. Schultz questions the relevance of the Study results because of

disclaimer language included in the Study. Please comment.

11
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The Study is based on a simulation model using historical data. The disclaimer
language acknowledges that there are significant uncertainties associated with
hurricane occurrences, the extent of damage when they occur, and actual cost for
service restoration after damage. The likely performance of the reserve illustrates
these uncertainties. For the $6 million accrual case, the expected balance at the
end of five years is $99 million. However, there 1s a 5% chance that the balance
would be greater than $179 million and a 5% chance that the balance would be
less than negative ($104 million). The uncertainty about actual future storm
damage does not detract from the fact that this type of simulation modeling is the

best method available to estimate future storm losses.

Please comment on Mr. Marz’ statement that a storm inflicting damage in
the amount of approximately $33 million is likely to occur once every 33
years.

This statement reflects a misinterpretation of Table 3-1 in the Study. First, the
Study shows that there is a 3.3% probability of a storm season that causes
aggregate losses greater than $130 mallion. This 1s not necessarily a single storm,
as Mr. Marz suggests, but it could be the result of multiple storms, such as
occurred during the 2004 storm season. Second, while there is a 3.3% probability
of a loss of this magnitude in any storm season, this does not imply that such
losses will occur only at 33 year intervals. In any given season, there is a 3.3%
probability of such a loss, and more than one severe storm season could occur in

succession similar to the experience of the 2004-2005 seasons.

12
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Does that conclude your rebuttal testimony?

Yes, at this time.
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BY MR. MELSON:

Q. Could you please summarize your direct and
rebuttal testimony?

A. Yes, I would be happy to.

Good morning, Commissioners. My testimony
presents the results of the study performed by ABS
Consulting relative to Progress Energy Florida's storm
reserve and includes a storm loss analysis and a reserve
performance analysis.

My loss analysis estimates the total expected
annual uninsured cost to PEF's system from all wind
storms to be $20.2 million. The reserve performance
analysis demonstrated that a $16 million annual accrual,
assuming a reserve balance of 133 million, would result
in an expected reserve balance of 152.5 million at the
end of five years. There is about a 10 percent chance
that the storm losses will create a deficit in the
reserve over the five-year period.

The analysis also demonstrated that the
current $6 million annual accrual would result in a
decline in the reserve with an expected balance of
99 million at the end cf the five-year period.

My loss analysis is performed using a
proprietary probabilistic computer storm model. The

model estimates how large and how often possible storms
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and hurricane losses will be. The model uses values and
locaticns of the assets at risk, the storm hazard, the
susceptibility to damage and the cost to restore
service. This type of computer simulation modeling is
the most reliable method for estimating hurricane
losses. It is the current standard of care and method
utilized by the insurance industry to estimate hurricane
loss exposures.

Cur analyses show that PEF has a high
concentration of assets in Pinellas County. About one
and a half billion of PEF's distribution assets, about
30 percent of its total asset values, are located there.
Damage from a single Category 3 storm making landfall
near Pinellas County would exceed the current balance of
PEF's reserve. A Category 4 storm making landfall near
Pinellas County would result in restoration costs of
greater than half a billion dollars.

My rebuttal testimony responds to express or
implied criticisms of my study by Intervenor Witnesses
Schultz and Marz. Some of the more important points to
correct are that, first, my study is not biased by
preconditions or by the use of selective data on past
storm events. The most reliabkle way to establish the
expected annual loss is to use the longest avallable

historical record of losses, as I did in my study.
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Our model is one of only four models that has
been evaluated and determined acceptable by the Florida
Commission on Hurricane Loss Projection Methodology.
The state commission performs annual reviews of all
models used in Florida for insurance rating purposes to
ensure that they're appropriate and are not biased.

In contrast, the Intervenors use only a
portion of the historical record and arbitrarily omit
the 2004 storm seascon in characterizing the storm risk.
It is not meaningful or appropriate to selectively
exclude any possible damage events when analyzing
potential storm loss.

Second, my study is not skewed by the use of
data on storms making landfall outside of PEF's service
territory. Only storms that would actually impact PEF's
service territory either at or after landfall contribute
to the study's calculation of expected annual loss.

Finally, the Intervenors recommend to cease
accruals tc the storm reserve, which would ensure a
progressive decline in the reserve. And contrary to
Mr. Marz's suggestion, even PEF's current reserve
balance of 5133 millicn is not adequate to fund all
Category 1 and 2 hurricanes.

That concludes my summary.

CHAIRMAN CARTER: You owe him a beverage,

FLORIDA PUBLIC SERVICE COMMISSION

1030




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Mr. Melson.
MR. MELSON: He even beat the yellow light.
He's avallable for cross.
CHAIRMAN CARTER: WMr., Moyle.
MR. MOYLE: Thank you, Mr. Chairman.
CROSS EXAMINATION
BY MR. MOYLE:
Good morning, Mr. Harris.
A. Good morning.
Q. Jon Moyle on behalf of FIPUG.
Your work included analyzing the company's
storm loss exposure; correct?
A. Yes, it did.
Q. Okay. And when determining loss exposure, as
a general matter wouldn't you agree that understanding
the design specifications of the asset or assets that

you're analyzing is an important factor?

A. It is helpful. It isn't entirely the whole
problem.
Q. I understand. But, but, but it is important

to consider that; correct?

A. It is important. It is a factor.

Q. Okay. And we talked with some of the Progress
engineers yesterday about design specifications for

their transmission system and the distribution system,
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and they didn't have information with respect to the
wind velocities. When you prepared your study,
similarly you didn't have information with respect to
the design specifications for Progress's transmission
system; correct?

A. That's not entirely correct. We've done a
number of different studies for Progress Energy
Florida's system. We have had discussions with their
distribution ‘and transmission staff, engineering staff
at other points in time. And the answer to your
question is that both the distribution and transmission
system have a very long history and very mixed design
basis.

Q. Did you consider the engineering design
criteria specifically in preparing your study that
you've submitted cor your testimony that you've submitted
to this Commission?

Aa. That data was not available to us on a
structure-by-structure basis, so it was not included.

Q. Ckay. And the same guestion with respect to
design specifications for distribution systems, that,
that, design specifications with respect to the Progress
distribution systems, that similarly was nct considered
or included as part of your analysis; correct?

A. I'm not sure which design specification for
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distribution you're referring to.

Q. Engineering design.

a. I believe there are a number of different
specifications for design of distribution systems, and

I'm not sure which you're referring to.

Q. Did you consider any in preparing your, your
testimony?
A. We have looked at design specifications for

distribution, and they're not consistent with respect to
all structures over the long period of time that they've
been installed.

Q. Do you have an understanding as to, as to what
design specifications with respect to distribution
systems that Progress Energy has, what their minimal
requirement is with respect to exposure to wind
velocity?

A. I, I couldn't state that to you. I think that
gquestion was asked to some of the engineering people and
they were going to provide that data to you.

Q. Okay. But similarly you don't have that data;
correct?

A. I do net on a structure-by-structure basis.
That's correct.

Q. So you would agree, let's just say

hypothetically, you would agree that, let's say that,
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hypothetically that Progress, after the '04, '05 storms,
storm hardening efforts took place, we're going to
design these things to withstand a Category 3 storm.
Ckay? We don't know whether that's indeed the case.

But let's just assume that for the purposes of the
hypothetical. Okay?

A, I -- we could assume that for a hypcthetical.
I do nct believe that's the case.

Q. Okay. If that, if that were the case, in
terms of assessing damage, wouldn't it be true that your
damage assessment would, would be reduced if the
transmission and distribution assets could withstand
Category 3 winds?

A. I do not agree with that. Damage to
transmission and distribution systems comes from a
number of different processes. Direct wind is only one
of them. Debris fields, disassembled buildings,
vegetation. There are a lot of active damage mechanisms
that contribute to damage.

Q. Okay. But you would agree with it, 1f I said
all things being equal and focusing simply on wind
velocity, you would agree that to the extent that the
design was to a Category 3 and you had a Category Z,
that you would expect minimal damage; correct?

A. No, I would not agree with that.
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Q. And that's because of the vegetation and the
debris fields or --

a. There are a number of causes of damage beyond
direct wind.

Q. Okay. And, and if I asked you to assume all
other things being equal and we just focused on the

wind, could ycu agree with me then?

A. I'm sorry. Would you restate your question
again?

Q. Sure. Just let's focus —-

A. It's a complicated hypothetical. I'm tTrying

to understand what you're propesing.

Q. Let's just focus on the wind. &1l I want to
do is focus on the wind. I don't want to focus on
vegetation management or deconstructed buildings or any
other variables. All I want to do is focus c©on wind.

And you would agree with me, would you not,
that to the extent that the design specifications for a
transmission system were such that it was designed to
withstand up to a Category 3 storm, to the extent that
you had a storm less than 3, you would expect minimal
damage; correct?

A. I do not believe that historically that has
been the case.

MR. MOYLE: Mr. Chairman —-
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THE WITNESS: I believe, I believe, I helieve
that you're referring to design for structures, and
structures are only one portion of the damage that the
system sees.

CHAIRMAN CARTER: If you can answer the
question yes or no, do that, and then you'll be able to
explain it. But -- okay? Do you remember the question
or do you need it restated?

THE WITNESS: The question I believe as you
phrased it is if a system were designed to Category 3
storms, would I expect to see minimal damage for storms
that were smaller than that.

BY MR. MOYLE:

Q. Yes, sir,.

A. And the question is minimal damage, what is
minimal damage? I believe in my interpretation I would
assume that minimal damage is that there really is no
repairs that are required, and I would disagree with
that.

Q. So do you have an understanding, you're in the
insurance business, do you have an understanding as
minimal damage or significant damage or substantial
damage? Are those terms that you use in the course of
your business?

A. No, they are not.
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Q. And back on the hypothetical, so you're not
able to answer, you're not able to assume, all other
things being equal, and you're not able to answer a
hypothetical which would suggest that to the extent a
transmission system were hypothetically designed to, to
withstand a Level 3 storm event and a Level 1 storm
event took place, you would, you would not agree that,
all other things being equal, that you would expect
less, less damage in that situation; correct?

A I wouid, I would agree that there would be
less damage in that situation. I would not agree that
there would be minimal, if minimal means the system

would not require any repairs.

Q. Have you ever been involved in underwriting
insurance?

A. No, sir, I have not.

Q. Okay. Do you have an understanding as to what

types of things are done in an underwriting process?

A, I have a general understanding, but I've not
been an underwriter and have not worked for an insurance
company.

Q. Ckay. TIf, if -- do you know currently if
insurance for transmission and distribution assets are
available in the, in the State of Florida? We asked —-

I asked you this question a couple of weeks ago. I

FLORIDA PUBLIC SERVICE COMMISSION




10

11

12

13

14

15

16

17

18

198

20

21

22

23

24

25

1038

don't know -- do you know as we sit here today
whether --

A. I don't know any more than I did a few weeks
ago. It's generally understood that insurance companies
are not offering to write T&D cover in Florida. I don't
know if there have been any specific examples where
utilities have asked toc have coverage.

Q. And that wasn't part of your scope of
responsibilities; correct?

A, That's correct. We're not brokers and we're
not insurance companies. We're risk analysts.

Q. Given your general understanding of an
underwriting process, wouldn't you agree that
underwriting, to the extent that it was going to charge
premium and assume risk, that the engineering
specifications to which a system was designed would be
something that would be investigated during
underwriting?

A. Tt may or it may not, depending on the
insurer. Mutual insurance companies like the Factory
Mutual group tend to focus more on engineering standards
and have minimum design standards that they apply for
underwriting than do some of the other commercial
insurers which don't focus on those engineering aspects.

Q. And the, and the mutual insurance that you
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reference, you're aware of that with respect to nuclear
assets, that they're insured through a mutuai
arrangement; correct?

A. Yes, sir. I do understand that.

Q. As part of your analysis you didn't consider
the Progress Energy's generation assets, did you, and
any exposure related to the generation assets?

A. Yes, we did. We, we did consider deductible
costs associated with the storms as part of the charges
against the reserve.

Q. Okay. And that's, that's the deductikle for

the generation assets; is that right?

A. That's correct.
Q. What is that number; do you know?
A, I don't know what the number is specifically.

It's a relatively small portion of the overall exposure.

Q. And that's because Progress Energy Florida has
insurance on the generation assets; correct?

A. That's correct.

Q. I had asked vou a lot of gquestions about,
about the engineering designs. Did you consider any
improvements in vegetation management that may have
occurred since the PSC's storm hardening order in the
preparation of your testimony or study?

A. No, sir, we did not. And I believe that's
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stated in some of the discovery.

Q. Okay. And you're aware that this Commission
has undertaken significant efforts to improve
transmission and distribution systems after the '04, '05
storms; correct?

A. That's correct. And I also understand that
it's a long-term program which is only in a few years of
implementation.

Q. Do you know, do you know what year we're in of
implementing that?

A, No, 1 do not.

Q. And your calculations of, of damage, that was
based on historical data; isn't that correct?

A. The storm hazard is certainly based on
historical data. That's correct.

Q. Let's talk a little bit about, about
addressing the storm situation. How much does Progress
Energy currently have accrued or in the kitty, as I like
to say, with respect to addressing a storm?

A, I don't know what the current number is today,
but the, the reserve balance that we used in our
analysis was 133 million, and I believe that was from
last year.

Q. Okay. And you're also aware that, that the

Florida Legislature has passed legislaticn which would
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allow investor-owned utilities to sell storm
securitization bonds; isn't that correct?

A. I'm not aware of that legislation, no.

Q. Are you aware of any investor-owned utility in

Florida having securitized or sold bonds to cover storm

costs?
A. Yes. I understand Florida Power & Light has.
Q. Okay. And do you have any information as to

whether a similar opportunity would be available to
Progress Energy?

A, I assume it would be, but I'm not aware of the
details or the legislation.

Q. Are you aware that, that this Commission has
previously permitted Florida investor-owned utilities to
recover from taxpayers a storm surcharge te pay for
storm damage?

MR. MELSON: Object to the form of the
guestion. I don't think the Commission's got any
jurisdiction over taxpayers.

CHAIRMAN CARTER: Mr. Moyle, to the objection.

MR. MOYLE: I meant ratepayers. I'm sorry.

CHAIRMAN CARTER: Ckay. Rephrase.

BY MR. MOYLE:
Q. Are you aware that this Commissiocn has

previously authorized Florida investor-owned utilities
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to recover from ratepayers a storm surcharge to pay for
storm damage?

A. I do have some analytic -- anecdotal knowledge
of that, yes.

Q. So you would -- your understanding is, is that
storm surcharge 1s available?

A. I believe so, yes. I'm not an expert in that
area, but that's my understanding.

Q. Now as part of your analysis, do you know or
have any information with respect to what type of credit
facilities Progress Energy currently has available to it
in the event that a storm hit, whether they would be
able to look to current credit facilities in place?

A. I do not have any knowledge of that.

Q. You would agree to the extent that there are
credit facilities available with, with untapped
rescurces, that that potentially could be lcoked to to

address storm damage; correct?

A. T'm sorry. Could you rephrase that question,
please?
Q. Sure. And let's just call it a line of

credit. They're called credit facilities. And it's
easier sometimes to just refer to it as a line of
credit.

If Progress Energy had a line of credit
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available to it that was not otherwise fully committed
and a storm event hit and they had funds available in
that line of credit, you would agree that that line of
credit potentially could be looked to to help address
storm expenses; correct?

MR. MELSON: Object. TIt's beyond the scope of
this witness's direct testimony. I don't mind if he
answers, but it is beyond the scope.

CHAIRMAN CARTER: To the objection, Mr. Moyle.

MR. MOYLE: Well, I think, I think -- while
technically it may not, he may not have words on here
that say, hey, you know, here's what the credit
facilities are, to the extent that he's offering
testimony to you all to say here's what you ought to do
with respect to the hurricane account, 133 million and
allow X amount, you know, to be accrued on an annual
basis, I think 1s relevant because it shows that there
arguably are cother resocurces cut there.

I'm just trying to get him to acknowledge that
to the extent there are those resources out there, that
it could help mitigate storm costs.

CHAIRMAN CARTER: Ms. Cibula, good morning.

MS. CIBULA: I think it should be allowed.

CHAIRMAN CARTER: Okay. You may proceed.
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BY MR. MOYLE:

Q. Do you want me to rephrase it or do you
understand?

A. Go ahead and rephrase it, please.

Q. Okay. Assuming that there's a line of credit

out there available for Progress Energy Florida that has
room on it, to the extent a storm hit and there was room
on the line of credit, you would agree, would you not,
that the line of credit could be something that Progress
Energy looked to to fund storm repairs; correct?

A. To fund storm repairs. I guess lines of
credit are borrowing, and in the current ecconomic
climate and the current credit climate, I'm not sure I
could offer you any kind of opinion that would be of use
to you on that question.

Q. And we're going to have -- I'm sorry. We're
going to have FPL's Vice President of Finance coming, so
we can get into the details about availability. Just
assume that there would be availability. If you assume
that there was a line of credit that existed --

CHAIRMAN CARTER: You said FPL.

MR. MOYLE: I'm scrry. I'm sorry.

CHAIRMAN CARTER: Tt's A lcong day. Just
rephrase. That's okay.

MR, MOYLE: All right.
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BY MR. MOYLE:

Q. Assume for me that Progress Energy Florida has
a line of credit, let's say it's a, it's, it's a line of
credit on which it has not fully tapped the line of
credit, a storm hits and Progress Energy needs to make
repairs. You would agree that a line of credit could be
a financial instrument that could be looked to to
immediately fund storm repairs; correct?

A. ITf there's credit out there, yes, those funds
could be borrowed to pay for storm repairs.

Q. Did you make that inquiry at all of Progress
Energy during the, during your work?

A. No, sir. We did not play that role in this
particular study.

Q. You, you would agree, would you not, that,
that that could be a factor, a consideration with
respect to how much money might need to be accrued,
wouldn't you?

A. No, sir. That, that is a question of funding
and financing and risk management. What our study
looked at was the risk profile itself and the
performance of the reserve given the constraints that we
apply to it.

Q. If, if this Commission were to conclude that,

that its storm hardening efforts have resulted in
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reduced risk to Progress Energy Florida, wouldn't it
logically follow that it also might be appropriate to
consider a reduction in the storm accrual fund?

A. Yes, 1t might be logical to conclude that.

The guestion weuld be how much that reduction would be.

Q. And you haven't made any efforts to undertake,
to analyze the extent to which the storm exposure may
have been reduced as a result of this Commissicn's storm
hardening orders; correct?

A. That's correct. We have not.

Q. Do you know when the last hurricane to hit
Progress Energy's territory hit and what its name was?

A. Well, there have been hurricanes that have
affected Progress's service territory from the 2004
season, and there are at least three named storms that
have done so.

Q. So was that part of your analysis, to go and
determine, you know, the most recent incident?

A. We did use the data on storm damage costs,
storm restoration costs from Progress Energy from the
four storms from 2004,

Q. And is 1t your understanding that 2004 was the
last hurricane to hit Progress Energy Florida's assets?

A. That is the last data that we've used in that

analysis. Yes.
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Q. And you would agree with me, I want to just
ask a couple of general questions about predicting

hurricanes, that that is a very uncertain process;

correct?
A. Qur study does not predict hurricanes.
Q. It predicts damage resulting from hurricanes?

A. Qur study is a statistical study of risk
exposure from hurricanes. If you're looking for
hurricane predictions, you should be looking towards
NOAA or Dr. Gray from the University of Colorado or
other experts that do hurricane prediction.

Q. In your rebuttal testimony, you, you talk
about frequency of hurricanes on Page 3, Line 10, and
indicate, the way I read it, that part of the result of
the increase in major storm factors is the expected
increase in frequency of hurricanes. Am I reading that
correctly?

A. Which, which line are you looking at on Page 3
of rebuttal?

Q. Starts at 8.

A, What this refers to in Line 8 is that there
has been a change in storm hazard between the model that
was, in the study that was conducted in 2005 and this
study that was conducted in 2008. And the difference in

the hazard is the incorporaticn of both the 2004 and
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2005 actual hurricane landfall events. Now all of these
landfalls are codified essentially, if you will, by
NOAZA, and they are incorporated in the hurricane models
that are submitted to the Florida Hurricane Methodology
Commission.

Q. So on Line 10, when you use the term, quote,
"expected frequency of hurricanes" -—-

A. Yes.

Q. -- you don't have an opinion as to whether
there truly is indeed an expected frequency of
hurricanes; is that right?

A, We don't have an opinion. We have data. And
the data indicates that between 2005 and 2008 there is
an increased frequency of hurricane landfalls in Florida
that would affect Progress.

Q. Okay. And that was the, the data. But as we
sit here today, indeed factually there hasn't been an
increased frequency of hurricanes between 2005 and 2008
that have affected Progress Energy Florida; correct?

A. I'm sorry. I didn't understand. Could you
rephrase your guestion?

Q. Sure. I thought in response tc that question
you said that the data indicates that there's an
increased frequency o©f storms from 2005 te 2008; is that

right?
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a. From the models that were used in the 2005
study and the models that were used in the 2008 study
there has been a change in the hurricane frequency.
That's correct. And that change has been the
incorporation of the data on actual hurricane landfalls
from 2004 and 2005.

Q. Okay. We may be talking past each other on
that point.

A. Well, I think we probably are. I think
there's a one-year difference in the model and
incorporation of data. For example, in 2005 you
wouldn't expect to see the capture of 2004 and 2005
landfalls. So what you see in the modeling is about a
one-year lag in the incorporation of NOAA data into the
models, submission to the Florida commission, the
insurance commission, and incorporation and codification
into the models.

So between '05 and '08 there would be two
seasons with landfalls and the 2006 and 2007 season,
which had no landfalls. That data would be rolled in.
Overall net there has been an increase in hurricane
frequency for Central Florida.

Q. Are you aware that the Florida commission has
over the years expressed concerns about some of the

models that have been used to forecast hurricanes and to
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base insurance rates off of in the State of Florida?

A. Yes. I, generally that's, I would agree that
there have been concerns, and that is their job to raise
concerns.

Q. And you're alsc aware that the hurricane
commission is considering developing a Florida hurricane
model that the commission actually runs; correct?

A, I understand that there have been some
proposals to do that. Yes.

MR. MOYLE: Just a few more, Mr. Chairman.
CHATRMAN CARTER: Absclutely.
BY MR. MOYLE:

Q. Are you aware that, whether Progress Energy

Florida filed an insurance report with this Commission

to indicate availability or lack of availability of

insurance? Are -- do you have any information of that?
A, I have no knowledge of that filing. No.
Q. With respect to the analysis that, that has

been conducted, you would agree that there's a
significant amount of uncertainty in the key analysis
parameters that you use; correct?

A, There certainly is uncertainty associated with
the entire phenomenon of hurricanes. There is a
significant year to year variability in their

cccurrence.
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Q. So the answer 1is yes, that you —-
A. Yes.
Q. Okay. And also with respect to the

information that you've provided, you haven't, you're
not warranting that information to this Commission, that
that can be relied on in any way, shape, or form; isn't
that correct?

A. That's correct.

Q. And that's understandable, I think, given the
nature of the business of predicting events in the
future; correct?

A. That is the risk business. Yes. There is
uncertainty associated with these kinds of events.

Q. Third ~- this is on your direct, and I'm just
about done.

13, Page 13, Line 31.

MR. MELSON: Jon, I don't have 13 pages in his
direct.
BY MR. MOYLE:

Q. Yeah. It might be on the study. I'm sorry.
It's the study. I'm sorry. I'm sorry, Mr. Harris,
Page 13 of your study.

A, Page 13. Okay. I'm there.

Q. I wanted to ask you, and I'll just quocte for

the record, you state on the second paragraph, quote,
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"Damage is defined as the total cost including the
operations and maintenance and capital components
associated with repair and/or replacement of T&D assets
necessary to promptly restore service in a post storm
environment." And that was the definition of damage
that you used feor your analysis?

A. That's correct.

Q. Okay. And I understand, I believe, why

‘capital components would be in there, but I'm not sure I

understand why you would include operations and
maintenance costs in that, in that, in that figure.

A. The costs —-

Q. Particularly maintenance.
A. Well, operations and maintenance refers to an
accounting category, if you will. It's labor. So

there's capital and there's labor.

Q. Okay.

A. And 0&M typically in accounting parlance
refers to labor.

Q. So, so you would, you would indicate that the
operations and maintenance is referring cnly to the

labor associated with having to restore the system;

correct?
A. I'd like to correct myself. O0&M is, is the
categery for labor and direct expenses. For example,
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are accocunted as C&M costs as opposed to capital costs.

Q. All right. And then on Page 20 --

A. and they're nct insignificant.

Q. Okay. And then on Page 22.

a. Yes, sir.

Q. Well, I may not have that page right. But in
your testimony you did an analysis and formed some of
your modeling assuming the worst event ever to hit
Progress FEnergy Florida's service territory as a
Category 3; correct?

A There is on Page 21 an indication of the 1921
storm that did in fact hit Pinellas County. And that
provides an estimate of what that loss would be today
for a reoccurrence of that event in Progress's service
territory.

Q. Okay. So since Progress Energy's been in
existence, the worst storm event ever to hit it was a
Cat 3; is that right?

a. No, I wouldn't say that. This is an example
of a storm of significant magnitude that would hit
Pinellas County and the loss that you might expect from
the recurrence of it. There are many other storms which
could impact Progress that would be worse than that.

Q. All right. And one, one final line of
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questioning. Do you have any information, are you aware
of the issue of intergenerational inequity? Does that
term mean anything to you?

A, I've heard that term used. I'm not sure in
what context you would pose that as a question.

Q. Well, let's say as a general matter of
ratemaking that you would like to try to have costs of
something paid for by, by people who are presently on
the system at the time the costs are realized. Okay?

A. I understand that.

Q. Okay. Wouldn't you agree that to the extent
intergenerational eguity was a, was a policy concern,
that a better way to address that would be to impose
surcharges, storm surcharges on customers after an event
takes place, as compared to accruing monies,
particularly when a storm may not, may not be visited
upon Progress Energy Florida's territory for many, many
years in the future?

a. No, I would not agree with that. I think T
have, I've heard anecdotally arguments in both
directions, and I'm not really here to be an expert
witness in policy area.

MR. MOYLE: Thank vyou, Mr. Chairman. That's
all I have.

CHATRMAN CARTER: Thank you, Mr. Moyle.
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Mr. Rehwinkel.
MR. MOYLE: And thank you to Public Counsel
letting me go first.
MR. REHWINKEL: Thank you, Mr. Chairman, and
thank you, Mr. Moyle.
CROSS EXAMINATION

BY MR. REHWINKEL:

Q. Good morning, Mr. Harris.
A, Good morning.
Q. My name is Charles Rehwinkel. I'm with the

Office of Public Counsel.
A. Nice to meet you.
Q. Same here.

Mr. Harris, isn't it true that your study or
the results that you present in your study are not based
in any way on whether a 2010 test year is an appropriate
time to increase customer rates to provide for a
160 percent increase in the annual storm damage accrual
to increase the size of the storm reserve?

A. I'm not sure I understood your question. But
I would respond that 2010 was not considered in our
andalysis in any way.

Q. But --

A. The test vyear.

Q. Okay. So, but the results that you present
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for the Commission's consideration in no way consider
whether now is an appropriate time for customers to pay
more in the form of a storm damage accrual to increase
the size of the accrual; is that correct?

A, That's correct. This is a risk analysis. It
gives you a risk picture of the exposure itself,

Q. And it's pretty agnostic, if you will, to the
timing of a rate increase; 1is that correct?

A. That's correct. That would in my view be
considered a risk management and a policy issue.

Q. Okay. You cannot say, can you, with
100 percent confidence that the reserve will be totally

used up in five years if no further accruals are made,

can you?
Aa. No, sir. That's correct.
Q. What was the number of stcorms that were

estimated to impact PEF's service territory in 200972

A. There were no estimates of numbers of storms
to impact the system. That is not the way the analysis
is done.

Q. Is it your understanding that the Public
Service Commission's order in the 2004 storm damage
docket stated that incremental costs from the 2004
storms were not appropriate for recovery in base rate,

base rates?
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A. I do not have any knowledge of that subject.

Q. Sc would you also be not aware of whether that
order states that the costs of storms, cost te PEF of
storms like the 2004 hurricanes are too volatile to be
addressed in base rates?

A, I do not have any knowledge of that.

Q. Okay. To your knowledge do the cost accrual
for storms, for the Storm Damage Reserve get included in
tLhe base rates?

A. That's my understanding.

Q. Okay. And just so I know, isn't it true that
the study in this case that you're presenting added the
impact of the 2004 storms?

A. That's correct. It did.

Q. If the lack of storm activity for 2005 through
2008 for the PEF service territory was factored into
your study, would there be any different results with

respect to the size or the need for additional accruals?

A. I'm sorry. Could you restate that question
again?
Q. Yes. Would you agree with me that since 2005

there have been no storms of any significance that have
impacted PEF's service territory?
A. That's correct.

Q. Okay. If that experience for 2005, 'e, '7,
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and '8, and to date in 2009 was factored into your
study, would your study reduce -- would your study
produce any different results?

A, Let me answer that by saying that our study
did in fact include 2006, 2007 historical storms,
which -- of which there were none. The data on the
hazard has included those years. 2008 and 2009 have not
been included in the study, and the 2008 data of no
storms would in fact reduce to some very small extent
the hazard.

Q. Okay. If I understood your answer to a prior
question, you, you do not agree that there would be
minimal damage if the system was designed to withstand
Category 3 storms, Category 3 storm winds and a Category
1 or 2 storm hit the service territory?

A. That's correct.

Q. Qkay. Are you aware of the wind standards
that were adopted in the storm hardening docket?

A. No, I'm not.

Q. Okay. Do you -- are you aware of -- I believe
you stated earlier that you're not aware of when the
storm hardening activities directed by the Florida
Public Service Commission actually began; is that

correct?

A, I don't know the specific dates of the start
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Q. Okay. So based on that, you obviously could
not have taken into consideraticn any impacts or efforts
undertaken in those storm hardening efforts in your
study; is that correct?

A, That's correct.

Q. So is 1t your testimony here today that the
investment in storm hardening activities will have no
beneficial impact on the need for storm damage reserves?

A. Ne, sir, that is not my testimony. It's
generally understood that the activities for storm
hardening will in fact reduce damage and restoration
times.

Q. Okay.

A, Even though they're not guantified.

Q. Can I ask you to turn to your direct testimony
and to Page 1 -- let's actually go to 1-1 of your
Exhibit SPH-1.

A. Yes, sir. I'm there.

Q. Okay. Is it, isn't it true that the asset
values that you utilize in your study were provided to
you by Progress Energy Florida; correct?

A. That's correct.

Q. And isn't it also true that you made no

independent evaluation of the values that they provided
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A. That 1s correct.
Q. Okay. So isn't it also true then that you

have no idea of the basis upcon which those values were

determined?
A, That's correct.
Q. Okay. So it would follow then from that that

you have no knowledge of the correlation of those values
to the valuations that are included for ratemaking
purposes in the rate base for Progress Energy Florida.

A. That's correct.

Q. Okay. And it would also follow you do not
know whether these valuations are the same that Progress
Energy Florida uses for purposes of reporting valuations
for property taxes in the State of Florida.

A, I have no knowledge of that.

Q. Okay. Could I ask you to turn to your Tables
1-4 and 1-5. Let's go to 1-4 first. Well, actually let
me ask you to turn to Table 1-5.

A. Table 1-5 or Page 1-57?

Q. I'm sorry. Table 1-5. This will be on Page
10 of 31 of your SPH-1. I'm sorry. Let me start over.
It's Figure 1-2.

A. I'm completely lost here.

Q. It's Figure 1-2 on Page 1-5, which is <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>