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PROCCEETDTINGS

(Transcript follows in sequence from Veolume .)

CHAIRMAN CARTER: Good morning to one and all.
I welcome you guys back. We call the hearing to order.

Staff, I'm advised that there's a preliminary

“ matter. You're recognized.

MS. FLEMING: Yes, Chairman. The parties have

'H
had fruitful discussions with respect to stipulatiocons of

witnesses. And with that, it is my understanding that
Witness Robinson has been stipulated by all parties. As
part of the stipulation the parties have agreed that we
can include an excerpt of his deposition transcript as
part of the hearing record. We don't have that exhibit
available at this time, so maybe later on this afternoon
when we do have it available we can have it marked for a
hearing exhibit and move it into the record later on
this afternoon.

CHAIRMAN CARTER: Okay. Let me ask, is that
the understanding of the parties?

MR. REHWINKEL: Yes, Commissioner. And I
guess we were also assuming that the staff exhibit on
the NARUC depreciation study would also go in.

MS. FLEMING: That is correct. Thank you for
the reminder,

CHAIRMAN CARTER: Wculd be that for Witness

FLORIDA PURBRLIC SERVICE COMMISSION
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Robinson?

MR. REHWINKEL: Yes,'sir.

CHAIRMAN CARTER: Okay. That's the
understanding?

MR. WALLS: No objection to that.

CHAIRMAN CARTER: Okay. Well, let's do this.
As we, when we get to the normal flow, we'll do it like
we normally do. When we get to Witness Robinson we'll
enter it into the record as though read, we'll take up
the exhibits and we'll do it that way. That way we'll
have a natural break in things. Okay? Is that fine
with everyone?

MS. FLEMING: Well, Chairman, I think it's my
understanding --

CHATRMAN CARTER: Oh, Mr. Robinscon is here?
Is that the --

MS. FLEMING: 1 believe he's here, but it's my
understanding from Progress that they were going to
reguest to have him excused at this time.

CHAIRMAN CARTER: Well, let's take it up now
then. Let's do it now, guys.

Okay. Mr. Walls, you're recognized.

MR. WALLS: Yes. We would move Witness Earl
Robinson's rebuttal testimony into evidence as though

read here today.

FLORIDA PUBLIC SERVICE COMMISSION
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CHATRMAN CARTER: The prefiled testimony of
the witness will be inserted into the reccrd as though
read.

Mr. Walls.

MR. WALLS: And we have Exhibits EMR~3 to
EMR-7, which are numbers 220 to 224, so we would move
220 to 224 into evidence.

CHAIRMAN CARTER: Are there any objections?

MR. WRIGHT: No cbjections.

CHAIRMAN CARTER: Without objection, show it
done. Exhibits 220 through 224.

(Exhibit 220 through 224 marked for
identification and admitted into the reccrd.)

Staff, you're recognized for an exhibit.

MS. FLEMING: Commissioners, the first exhibit
is a green packet that was provided to the parties.
It's titled Excerpt from Public Utility Depreciation
Practices, NARUC, August 1996.

CHAIRMAN CARTER: Is it marked or is it —--

MS. FLEMING: We would ask that this be marked
as hearing Exhibit 311, I believe.

CHAIRMAN CARTER: 311.

MS. FLEMING: 2And a short title could just be
Depreciation Practices.

CHAIRMAN CARTER: Depreciation Practices?

FLORIDA PUBLIC SERVICE COMMISSION
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MS. FLEMING: Yes.

CHAIRMAN CARTER: Okay. Mr. Rehwinkel, is
this the document that you had reference to earlier?

MR. REHWINKEL: Yes, Mr. Chairman. Thank you,

CHAIRMAN CARTER: Okay. Are there any
objections?

MR. WALLS: No objection.

CHAIRMAN CARTER: Okay. Without objection,
show it done. 311 is entered intoc evidence.

{(Exhibit 311 marked for identification and
admitted into the record.)

Anything further for this witness?

MS. FLEMING: Commissioners, we also do have
one additional exhibit that we would ask be marked at
this time as Exhibit 312, and the title is the
Deposition Excerpts of Witness Robinson.

CHAIRMAN CARTER: Okay. And you want to move
it in now, or you want to -- do we have 1t?

MS. FLEMING: We don't have a hard copy now.

CHAIRMAN CARTER: Iet me, let me do this.

What's the understanding of the parties?

Mr. Rehwinkel, you first.

MR. REHWINKEL: Mr. Chairman, we have agreed
with the staff's deposition excerpts.

CHAIRMAN CARTER: Okay. Ms. Bradley, good

FLORIDA PUBLIC SERVICE COMMISSION
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morning.

MS. BRADLEY: Good morning. We're fine with
that.

CHAIRMAN CARTER: Okay. Mr. Moyle.

MR. MOYLE: We're fine.

CHAIRMAN CARTER: Mr., Brew.

MR. BREW: Yes, sir.

CHAIRMAN CARTER: Mr. Wright.

MR. WRIGHT: We're fine, Mr. Chairman.

CHATRMAN CARTER: Mr. Walls.

MR. WALLS: Yes, it's his deposition. We're
fine with it.

CHAIRMAN CARTER: Okay.

MS. FLEMING: Then we would ask that it just
be moved into the record, and we will provide a copy to
the court reporter later this afternocon.

CHAIRMAN CARTER: Okay. Is that good for the

parties?

MS. FLEMING: And the parties,

CHAIRMAN CARTER: Okay. Without objection,
show it done. 312 is entered into evidence.

(Exhibit 312 marked for identification and
admitted into evidence.)
Anything further for this witness?

MS. FLEMING: I'm not aware of anything

FLORIDA PUBLIC SERVICE COMMISSION
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further for Mr. Robinson.

CHAIRMAN CARTER: Anything from the parties
for this witness?

Well, Mr. Robinson may be excused.

THE WITNESS: Thank you.

(REPORTER'S NOTE: For convenience of the
record, the prefiled rebuttal testimony of Earl Robinson
will be inserted at the conclusion of John B. Crisp's

cross—examination.)
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CHAIRMAN CARTER: Okay.

MR. WRIGHT: Mr. Chairman --

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

MR. WRIGHT: -~ might I be recognized briefly
for a2 preliminary matter?

CHAIRMAN CARTER: Yes, sir. You're
recognized.

MR. WRIGHT: I think two days ago we
introduced on cross-examination an excerpt of Exhibit
268 (sic.) It was the order cf the New York Public
Service Commission. I agreed at the time that we would
furnish a complete copy of the crders. I have done so.
I believe that I have given one to every party. I just
wanted to be on the record that I have done that. And
if any party doesn't, doesn't have one or wants another,
I have twc more copies of the voluminous document
available. Thank you.

CHATRMAN CARTER: Ms. Bradley.

MS. BRADLEY: Mr., Chairman, I may have
misunderstood, but I thought he said 268 and mine's
marked 298.

CHAIRMAN CARTER: Well, he's --

MR. WRIGHT: I, mr. Chairman, I misspoke. 268

is an exhibit that relates to Mr. Crisp's testimony, and

FLORIDA PUBLIC SERVICE COMMISSION
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that's why it was on my mind. 298 is the exhibit I
meant to refer to.

CHAIRMAN CARTER: Okay. 298. Do all the
parties -- Mr. Movle.

MR. MOYLE: I'm just unclear. I know that
there was I think a porticon of an order, and now Mr.
Wright has provided the complete order. TIs the complete
order going in?

MR. WRIGHT: Yes, sir. That was the agreement
between ——

CHAIRMAN CARTER: That was the agreement?

MR. MOYLE: Okay.

MR. WRIGHT: -- between Progress and us and
approved by the Chair.

CHAIRMAN CARTER: Okay. Staff?

MS. FLEMING: That was my understanding as
well, that Exhibit 298 would provide the full copy of
the order.

CHAIRMAN CARTER: Okay.

COMMISSIONER EDGAR: And, Mr. Chairman, I may
have been presiding, and that is my recollection and
intent as well.

CHAIRMAN CARTER: Okay. Show it done.

Thank you, Mr. Wright.

MR. WRIGHT: Thank you, Mr. Chairman.

FLORIDA PUBLIC SERVICE COMMISSION
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CHAIRMAN CARTER: Mr. Moyle, any preliminary
matters?

MR, MOYLE: No, sir.

CHAIRMAN CARTER: Mr. Brew.

MR. BREW: No, sir.

CHAIRMAN CARTER: Ms. Bradley.

MS. BRADLEY: No, sir.

CHAIRMAN CARTER: Mr. Rehwinkel, are we
covered on everything?

MR. REHWINKEL: Yes, sir. Thank vyou.

CHATIRMAN CARTER: Okay. Commissioner Edgar,
you're recognized.

COMMISSIONER EDGAR: Thank you. Very gquickly.
I understand that -- I know that we are going to start
here with, pick up again with Witness Crisp in a moment,
and T know that a witness list for the order today was
given out, but I have not had a chance to get a hard
copy. And if somebody on staff could get me one, that
would be very helpful. Thank you.

CHAIRMAN CARTER: Thank you. Anything further
froem the bench?

Okay. Let's proceed. I think we were in
cross—examination.

Mr. Moyle, you're recognized, sir.

MR. MOYLE: Yes, sir. Thank you. Thank you,

FLORIDA PUBLIC SERVICE COMMISSION
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Mr. Chairman.
CONTINUED CROSS EXAMINATICN

BY MR. MOYLE:

Q. Good morning, Mr. Crisp.

A, Good morning, Mr. Moyle.

Q. Sometimes a good night's sleep helps.

A. Certainly.

Q. ind we were in the middle of your
cross—examination yesterday. I did have an opportunity

to go back and, and lock at my questions, and I think
I've culled some down, so I just want to touch on a
couple of additional areas and I think we should be, we
should be through.

Let me direct your attention, if I could, to
Page 3, Line 19.

A, Yes, sir.

Q. And actually on Line 17 you're referencing
recommendations that are made by FIPUG's expert and
others; correct?

A, That's correct. Mr. Pous and Mr. Pollock.

Q. Okay. And, and what I want to ask you is, is
you would agree that other utilities do plan for longer
service lives for their units; correct?

A. I do agree with that, yes, sir, based on the

conditions that they operate within and based on the

FLORIDA PUBLIC SERVICE COMMISSION
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specific characteristics of those units.

Q. Okay. And, and then yesterday we had a
discussion about judgment and whose judgment was going
to be there, and I had referenced you to those, at Line
20 down there.

A. Yes, sir.

Q. And you pointed out the sentence before. I
think we're on the same page on that. But to just
explore a little further, you know, given the unique
characteristics of each machine, your point is it's not
a one-size~fit-all analysis; correct?

A. Yes, sir.

Q. But, but you're not suggesting that, that
information related to other utilities and their units

is, you know, immaterial or can't be taken into account,

are you?
A, No, sir, I'm not suggesting that.
Q. Qkay. You're just suggesting, well, you got

to consider the unique circumstances with, with our
units, where they operate, their load characteristics;
is that right?

A. Yes, sir. And the different criteria that are
placed on those units.

Q. Okay. And that's helpful because I just, you

know, this Commission ultimately has to make the

FLORIDA PUBLIC SERVICE COMMISSION
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judgment; correct?

A. Yes, sir.

0. And to the extent that other evidence might be
useful, like we had talked about the Tiger Bay unit, and
I think we had, you had indicated that the Tiger Bay
unit, the combined cycle, it was a 44-year life now in
part because of the replacement of a key part; correct?

A, Subject to check on the date, but, yes, there
was a rotor replacement that extended the life of that
unit.

Q. Okay. And, and that's ancther pilece of

evidence that would have to be weighed and considered;

correct?
A, Yes, sir,
Q. And, and just for a brief moment about

combined cycle, you are estimating that the average life
is 30 years; correct?

A, Yes, sir.

Q. And the Tiger Bay plant originally, that was a

30~year original estimate, was it not?

A, Yes, sir.

Q. And that originally went in in 1995; correct?
A. I believe s¢. Uh-huh.

Q. Okay. Hasn't the technology improved from

1995 up until, you know, today, where your most recent

FLORIDA PUBLIC SERVICE COMMISSION
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Hines units in such a way that the life of those
combined cycle units has gotten better or longer?

A. Yes, sir. I would agree with you that the
efficiency of the units has improved. The, the
operating characteristics of the units have improved.
The specific lifespan of the units though, as we have
continued to analyze them over time, has been -- we are
still at the point where we are looking at these units
as 30-year lifespan units, and that is based on all of
the criteria that we discussed yesterday about how
they're used and about how they're, specific
characteristics of the units are applied to their

utilization within the fleet.

Q. And with respect to the coal units on Page 5,
Lines —-- I guess the question is on 17.

A. I'm there.

Q. Mr. Rehwinkel asked you what the revenue

impacts were with respect to different lives, and you
didn't know what that was; correct?

A. That's correct.

Q. Okay. But as we sit here today, with respect
to this PEF's coal units, the way I understand it, you,
you're of the judgment that 53 years is the right
estimated service life; correct?

A. That's correct, sir.

FLORIDA PUBLIC SERVICE COMMISSION
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Q. And then Mr., Mr. Pollock's kind of in the

middle at 55 years?

- Yes, sir.
Q. And then Mr. Pous is at 60 years; correct?
A. Yes, sir.

Q. Okay. And then ultimately based on all the
evidence this Commission will have to use its best
judgment as to what the right life is; correct?

A. That's correct.

MR. MOYLE: Ckay. That's all I have.
Thank you, Mr. Chairman.
CHAIRMAN CARTER: Thank you, Mr. Moyle.
Mr. Brew.
MR. BREW: Thank you, Mr. Chairman.
CROSS EXAMINATION
BY MR. BREW:

Q Good morning, Mr. Crisp.

A Good morning, Mr, Brew. How are you today?

Q. I'm fine. Yourself?

A I'm doing well. Thank you.

Q Let's see if we can muddle on through this.

By way of a very quick recap, I think you made
it very clear yesterday, I think you said you're a
planner and an operator, not a developer of depreciation

studies?
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A. That's correct, sir.

Q. Okay. And, and yocu had no role in the
preparation of the depreciation study here; right?

A. That's correct, sir.

Q. Okay. 5o we're just talking about based on
your knowledge of system planning and operations what
you put in for the service lives of the proposed units?

A. And construction.

Q. Okay. And I think you also made it clear that
the proposed retirement dates for the existing
generation units you review no less than annually
because you update that information along with other
things in your Ten-Year Site Plans; is that right?

A, Yes, sir, that's correct. We go through the
information on a regular basis. And if issues change
within the year, we continually update our plans and our
planning processes to make sure that we contain
information that is wvaluable to the ratepayer.

Q. Okay. Now on Page 13 of your rebuttal you
mentioned that you've changed the expected retirement

dates for the Crystal River 1 and 2 units; is that

right?
A. That's correct.
Q. And that's to, in concert with your agreement

with the Florida DEP to retire those units once the Levy
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Units come online; is that right?

A, That's correct.

Q. And you're aware that the schedule for the
Levy Units has changed; is that right?

A. Yes, sir. It has changed.

Q. And that the, the schedule for the units has
slipped by at least 20 months; is that right?

A, That's correct.

Q. So if the proposed in-service date for the
Levy Units skipped to, say, 2023, all else being equal,
you would, you would continue to keep CR-1 and 2 in
operation; is that right?

A. Can you please clarify?

Q. If the in-service dates slipped from what they
were proposed, which was mid 2016 and mid 2017, to, say,
2023, you would also slip the continuing operation of
CR-1 and 27

A. Not necessarily, sir. In the event that other
discussions with the DEP result in a different decision,
it is possible that that, the retirements of those units
could be moved up actually.

Q. But based on the agreement now, it would, it
would, the agreement with the DEP is that the retirement
of those units would, would follow from the entry into

commercial service of the Levy Units, which has slipped
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at least two years; right?

A. That is correct. It has slipped 20 months.
But the information from, that I understand is that the
DEP agreement is based on scome specific dates as well.
So it could be that information around those dates will
have to be renegotiated.

Q. Ckay. Just doubling back a bit, the revisions
to expected in-service dates and retirement dates for
the existing generation, as, as, those decisions are
completely independent of whatever assumptions are made
in depreciaticon studies, aren't they?

A. I'm sorry. Could you please repeat?

Q. Sure. Your operational decisions, your
planning decisions on when to retire any given unit is
completely independent of the assumptions that are made

in a rate case or for a depreciation study; is that

right?
A. That's correct, sir.
Q. Okay. If I can refer you to your rebuttal

exhibit, JBC-7.

A. I'm there,

Q. Okay. Under the heading Comments you note for
several of your older peakers that they may be
identified for possible retirement as part of the Levy

need. Do you see that? And your 2008 Ten-Year Site

FLORIDA PUBLIC SERVICE COMMISSION




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

3495

Plan.

A. Yes, I do.

Q. So we've got Avon Park peaking, Rio Pinar,
Higgins, Turner 1 and 2 are all listed for that.

A, Yes, sir.

Q. So the continued operation of those units to
some extent may alsc be affected by the change in
schedule for Levy?

A, That will be reevaluated based on the changing
schedule. The, the retirement of those units is
specific to their age as well as to the Levy Units
coming online. With the delay in the Levy Units we will
be reevaluating and looking at those units for optimum
retirement. But it deesn't necessarily mean that the
retirement dates will change.

These are all very, very old units and they're
operating in a, a critical operation parameter, which
means they are, they're watched very, very carefully to
ensure that we don't have a catastrophic failure on
these units. So we make sure that, first of all, the
safety of the crews is taken, is monitored and managed.
Next of all we ensure that the cost-effectiveness of the
units is managed to the benefit of the ratepayer.

So 1if the cost-effectiveness of the units is

such that they need to be retired earlier, then we would
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retire them earlier.

Q. Actually I'm glad you got there, because 1 was
going there too. For example, Rio Pinar is a small
older peaking unit; right?

A, That's correct.

Q. And that and Avon Park —-- looking at
Mr. Selecky's exhibit in this rate case, he shows that
the average cost of running Rio Pinar is about 5338 a
megawatt hour, which makes it an extremely expensive
unit to run. And the Avon Park is in the ballpark of
$222 a megawatt hour. So that's 20 and 30 cents a
kilowatt hour to run these units. So they're very
expensive units to run; right?

A, Not necessarily for the profile that we need
them, sir. ©No, sir. Let me answer no first, not for
the operating profile of these units. Because the units
are operated very, very short periods of time throughout
the year, so they provide a significant value to the
fleet.

On the, in the event that we reach a very,
very high peak during the mornings of the winter or a
very high peak in the afternoons of the summer, those
units come online for quick bursts and provide the
electricity that's necessary to meet that load.

Now the overall cost for that small sliver of
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electricity may be high, but it maintains the integrity
and the reliability of the fleet. So the overall
average cost of the fleet i1s optimized around those old
units and around the baselcad units that offset them for
the day load.

Q. So you also need them for reliability for very
limited periods?

A. Yes, sir. We need all of the units from a
reliability perspective that we have on our system right

now. They comprise the, the full reserve margin

component.
Q. And do you use them for spending reserve?
A, Yes, sir. They have been used for spending

reserves at times.

Q. Can they be started up in ten minutes, those
older units?

A. No, they cannot.

Q. So when they're cold, you have to rely on
other resources for spending reserve.

A. We have aeroderivative units that can start
within five to ten minutes, approximately 600 megawatts'
worth of aeroderivatives.

Q. Now are these, have these older units been out
of service at any time in the past year?

A. That I don't know, sir.
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Q. Okay. That would be Mr. Sorrick?

A. Yes, sir.

Q. Okay. Now looking at, again, JBC-7, Avon Park
peaking, if it retires when you show it, 2016, would be
48, in service for 48 years?

A. T kbelieve that's correct, sir.

Q. And Baybero, if it retires in 2017, would be
in service for 43 years?

A. I believe that's correct. Uh-huh.

Q. And Higgins, if it retires in 2016, would have
been in service for 47 years?

A. Yes, sir.

Q. And Rio Pinar, if it retires in 2016, would
have been in service for 46 years?

A. That's correct.

Q. And Turner 1 and 2, same thing with their
in-service life would have been 47 years?

A. Yes, sir.

Q. And if you extend the Suwannee peaking to
2024, as you've listed in the column in the right as
possible retirements, those units would be 44 years cld

when they retire; is that right?

A, That's correct.
Q. Okay.
A. Now those units are, even though they're very
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old units, they operate at a very small capacity féctor.
In other words, they only operate for a few hours cut of
the year. ©Now the fact that their age is what it is and
their heat rate is what it is, having come from the '70s
vintage or, or -- I hate to show my age, but --

Q. You don't have to use a slide rule to figure
out their age.

(Laughter.)

A. I may. But the fact that they run for very
short periods of time means that those peaking units can
have a longer period of life than the, for instance, the
combined cycle units, which we'll ramp in and ramp out
of on a daily basis.

Q. But they still have z useful purpose and their
service lives extend through those periods, which in all
cases 1s almost 50 years?

A. Yes, sir. We're very careful with them right
now. They have reached the back end of their lives, so
we take very, very close care of them. We don't want to
experience a catastrophic failure on those units. They
do provide good value for the ratepayers for those few
short hours out of the year where we operate them.

It's a very effective method of managing the
peaks of Florida. We have some very, very spiky periods

of time during the summer and the winter, and those
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units are valuable to serving that fleet, the fleet need
during that period.

Q. Understood. But we don't, for ratemaking
purposes we don't adjust depreciation rates for capacity
factors or the number of hours that they start up or run

in the year; right?

A, That's outside of the realm of my
understanding, sir. I'm sorry.
Q. But in any event they remain, they've all

remained in service for almost 50 years and they're
still, provide a valuable function today?

A. They are. Those are old simple cycle machines
that still provide value.

Q. Okay. You had a comment on Page 9 of your

rebuttal, beginning with your answer that begins on

Line 20.

A. It may take me a minute to get there, sir.
Page 972

Q. Yes.

A. I'm there, sir.

Q. Okay. And in that answer you talk about

policy changes that may have implications that may
affect Progress's generating unit operations; is that
right?

A. What sentence are you on?
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Q. "We also consider the implications.”

A, What number, 207

Q. Line 20.

A, Yes,

Q. Okay. And one of the things that you mention
are renewable energy requirements on Line 23. Do you
see that?

A, Yes, sir.

Q. If, if Progress has more intermittent

generation sources on its system, could it become more
reliant on the need for reliable spending reserve?
A. When you're speaking of intermittent, are you

talking about variable generation resources that come

and go?

Q. Yes. For example, wind.

A, Right. Right. Wind or solar. In the event
that those units can go —-—- we are currently operating

with about 600 megawatts of aeros that are capable of
spending reserve. So I believe we're in good shape for
the first tier of renewables that we would be adding in.
After that we would have to perform additional
studies to see what the balance point was, and some of
those studies are ongoing.
Q. My, my guestion wasn't whether you have enough

now, but if you add more intermittent generation to your
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system, having adequate, adequate spending reserves,
either supply or demand, becomes more important to
maintaining your reliability parameters.

A. Yes, sir. Absolutely.

Q. And you mentioned the other day in some of
your prior career lives that you spent some time, among
other places, in Texas?

A. Yes, sir.

Q. And were you aware that in 2006 the Texas
system actually needed to rely heavily on interruptible
load reductions because of basically a sudden drop in
intermittent generation?

A. Yes, sir. There's a considerable amount of
wind generation added in Texas as well as in the Midwest
and Midwest I50. And those resources are, as they were
added intc the fleets in those two IS0s, they're going
back and evaluating exactly how much spending reserves
and backup quick start capacity they're going to have to
have. That, that is an important issue for climate
change legislation.

One of my other roles, I'm chairman of Climate
Change Impacts to Reliability for the North American
Reliability Council, and we're actually involved in a
study right now on what types and amcounts of backup

generation will be necessary to handle renewables within
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the North American sector as we address renewables as
well as climate change legislation coming down the pike.
Q. Okay. But my question specifically was
whether you're aware that in fact a gquick response by
interruptible loads in that particular instance in Texas
had actually helped to maintain system reliability
because the other available generaticn couldn't spin out
fast enough?
A. That's correct.
MR. BREW: Okay. That's all T have. Thank
you.
CHAIRMAN CARTER: Thank you, Mr. Brew.
Mr. Wright, you're recognized.
MR. WRIGHT: Thank you, Mr. Chairman.
CROSS EXAMINATION

BY MR. WRIGHT:

Q. Good morning, Mr. Crisp.

A, Good morning, Mr. Wright. How are you today?
Q. I'm doing all right. And you?

A. Good. Thank vyou.

Q. Good. I don't have a whole lot of questions

for you, but 1 do have a clarifying question at the
outset. It's kind of a minor point, but one of my
colleagues down, down the road here said something about

being accused of picking up pennies. My guestion has to
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do with the lifespan of Hines 1. And I believe at Page
14 —-

A, Yes, sir.

Q. -- of your rebuttal testimony you make the
statement that the proposed retirement dates reflect a
projected lifespan of 30 years in the current
depreciation study.

A. Yes, sir.

Q. In JBC-8 you show a retirement, an age at

retirement of 29 years.

A. Yes, sir.
Q. Can you help me out? Is it 307
A. I'll be happy to. It is 30, sir. The reason

that that's listed that way is, i1s that particular unit
came on in April. The actual number is 30. Since that
unit came on early in the particular year that it came
online, that's why that 29 showed up. It's -- the

actual seasons that i1t will cover will be 30 full

seasons.,
Q. Thank you. A couple of questions about your
role relative to, to retirements. You and I have known

each other a pretty good while; correct?
A. Yes, sir.
Q. Most of our interactions have been in

connection with things like conservation goals, Ten-Year
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Site Plans and things like that. Is that true?

A. Yes, sir.

Q. Would 1t be fair to say that's the majority of
your duties with Florida Power Corp and Progress knergy
Florida?

A. Yes, sir, I would agree with that. I have
been relied on for a number of other parts of my
experience profile that has come out of the nonregulated
marketing arena, as well as my construction background.
But for the most part the planning and the energy
efficiency services area is where I've spent the
dominant part of my time.

Q. Thank you. Now I did mention that I wanted to
ask you about your role relative to retirements, and I'm

sure you know Mr. David Sorrick.

A. Yes, sir.
Q. He and I had the following exchange in his
cross—examination when he was up on direct testimony. I

just want to read it to you. TI'll aver to you I'm
reading from the transcript. And if you, and just ask
you to confirm that what, what he said is true or not,
as you, as you deem appropriate.

I am reading from Page 507 of the official

hearing transcript of the proceeding, Mr. Chairman.
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I asked Mr. Sorrick the following:
"Question: Do you have the primary
responsibility for recommending retirements of Progress

generating units?

"Answer: I would call it more of a shared
responsibility, working with the system planning
organization.

"Question: And that's Mr. Crisp; right?

"Answer: Yes.

"Question: Now the way —-- I know Mr. Crisp
and I know what he does, and from your testimony and
your, written and live, I think I have a pretty good
idea of what you do. Would I be correct that you're,
you're more the mechanical unit specific guy in the, in
the retirement evaluaticn?

"Answer: Yes,.

"And Mr. Crisp is more the long-term system
reliability guy?

"Answer: Yes. Yes."

Is that an accurate characterization of your
and Mr. Scorrick's responsibilities with regard to
retirements?

A Yes, sir. I think it's accurate with a few
additions. The, the other part that I provide is the

overall cost optimization of the fleet. So I'm looking
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out for the best interests of the ratepayers in terms of
the long-range optimized fleet, the design of the fleet,
the fuels, fuel driwvers for the units, and how we
optimize the overall fleet to serve the needs of our
ratepayers.

And to that, to that end we use, we use a
number of different modeling, profiling and simulation
techniques to optimize the fleet arcund the long-range
needs of our customers. So the cost aspect is also
included from my perspective.

Q. Thank you. Just a guick gquestion, and you may
have answered this elsewhere. You did.

The two retirement studies are, that are

referred to in your testimony are currently 2309, and

the most recent cone before that is 2005; is that

accurate?
A. Yes, sir.
Q. Do you normally do those on a four-year cycle?
a. I don't know the answer to that. Those are

the twe that I'm familiar with because those are the two
that I was here for.

Q. All right. Thanks. Mr. Brew asked you a
number of questions about your combustion turbine fleet,
and fortunately for all of us he asked, he asked and you

answered a bunch of the gquestions I had. I do want to
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ask you just a couple of questions about your CT fleet.
Can vou tell us pretty close to exactly where
the Suwannee River CTs are, like what city they're near
or something like that?
A, They're in North Florida.
Q. I understand they're in North Florida, and I'm

guessing they're either on or real clese to the Suwannee

River.
A, They are on the Suwannee River.
Q. What county are they in?
A. I don't know the name of the county offhand,

but I can look it up for you.
Q. Is that something you could do conveniently in
a minute or so?
A. I'm sorry?
Q. Is that something that you could do
conveniently in a minute or so?
A. Yes, sir. Absolutely.
Q. Thank you.
CHAIRMAN CARTER: Do you need to take a pause,
Mr. Wright?
MR, WRIGHT: ©Oh, I'm sorry. I may have the
reason.
BY MR. WRIGHT:

Q. Are they in Suwannee County?
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A. They are. Yes, sir.

Q. Thank you. And a similar question. Where are
your Turner combustion turbine units located?

A. The Turner combustion turbine units are in

Volusia County.

Q. Thank. So that's near Daytona Beach?

4. That's correct.

Q. Have vyou been te those units?

A, I have been to the Turner units, I've been to

the Crystal River units, the Bartow units, the Anclote
units, the Hines units, Bayborc units and DeBary units,
and the Higgins units. Intercession City units as well.
Q. Thank you. Can you tell us approximately how
close to the cocast the Turner units are located?
A. It would have to be a guess, sir. It would be

a rough guess.

Q. I'll take it.
A. 50 miles.
Q. Oh, thank you. I just want to have in the

record an understanding of what the different types of
units are on the company's system. A combustion turbine
is essentially a jet engine; correct?

A, Yes, sir.

Q. It consists of a compressor, a combustor, and

those, the gases are burned under significant pressure
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and the mechanical energy produced thereby turns a shaft
that then in turn generates electricity; is that --

A, Well, the thermal energy produced in the jet
engine creates the heat for the -- or the pressure that
pushes through the engine and creates and rotates the
shaft.

Q. The thermal energy from the fuel creates the
mechanical energy of the shaft turning, which then in
turn turns the shaft in the electrical generator that

makes the electricity; is that accurate?

A, Yes, sir.

Q. Thank you.

A. That's for a simple cycle machine,

Q. Yes, sir. And a steam generation plant

essentially consists of, forgetting ancillary equipment
like precipitators, scrubbers, et cetera, essentially
consists of a boiler that makes steam in the steam
generator tubes, and then that steam is run into a steam
electric generator that, that spins to make the
electricity; is that accurate?

A. Basically, ves, sir.

Q. Okay. And a combined cycle unit then is, is
essentially a combination of a combustion turbine and a
steam turbine generator with what we call a heat

recovery steam generater in the middle to take the
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exhaust gases from the combined cycle unit, make steam
that then drives the steam turbine generator that's part
of the combined cycle unit?

A. Yes, sir,

Q. Would it be reasonable to say that the heat
recovery steam generator in a combined cycle unit is
somewhat comparable tc the, to the steam generator tubes
in a boiler of a, of a steam turbine unit?

A. I would disagree with that on the basis of the
heat recovery steam generator is designed to operate in

a cyclical, a daily cyclical type of operating

environment.
Q. QOkay.
A. The boiler and the tubes within the baseload

units are designed to achieve a, a baseload profile. So
they're designed more to run continucusly. There's a
significant amount of size differential as well. So the
operating profile for the baselcocad steam unit versus the
operating profile for the heat recovery steam generator
unit on the combined cycle is very, very different.

Q. Isn't it true that over their lives Crystal
River 1, 2, 4 and 5, the company's coal-fired steam
units, have been cycled a fair amount within their
operating ranges?

A. Within their operating -- yes, sir. Within
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their operating ranges. And that's the key. They can
be brought down to certain level of minimum loads. We
don't like doing that and we try to avoid that at all
costs. That's why we brought in the combined cycle
units, to make a more cost-effective fleet for the
ratepayers. But those units have been cycled down to
their minimum loads at times because of Florida's unique
load profile. We may have as much as a two, three, four
thousand megawatt swing from peak to minimum on a day.

Q. I'm familiar with that from another docket
that occurred about 14 years ago. We don't need to go
into that.

Now you do have steam units on your system

located at Anclote, Crystal River and Suwannee River;

correct?
A. That's correct. Those are -- I'm sorry. GO
ahead.
No. Please go ahead.
A. The, the Anclcte units, the Suwannee River

units, and what was the other unit?

Q. Crystal River.

A. Crystal River units? Yes. Coal for Crystal
River, fuel oil for the cther two.

Q. Thank you. And you did have steam units at

Bartow for quite a while until they were retired in June
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of this year when the repowering project was brought
online; correct?

A. That's correct. Those were also fuel oil
units.

Q. Thank you. Ncw the, the age ©f the Anclote
units is, is in the range of 31 to 35 years, correct, as
we sit here today?

A, Well, they're closer to 45 years.

Q. Their age as of today?

A. I'm sorry. Their age? I apologize. I
thought you were looking for the lifespan. Their age,
those units were put online in 1974, 20098, they're
what, 25 years o0ld? Now they're 26 plus 9. They're 35
years old. I need my slide rule for that.

0. Okay. And the Crystal River coal units, I
think the youngest cne is about 25 years old and the
oldest one is about 43 years old today; is that correct?

A. That's correct.

Q. And the Suwannee River units are geezers, as
we might say, to use the technical term. They're all
over 50 years old, are they not?

A. Much like myself. So if you're connecting me
with geezer, you're probably correct.

{Laughter.)

Q. We can continue that conversation coffline.
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Thank vyou.
And according te the company's Ten-Year Site
Plan, there's not a retirement date shown for Anclote,
is there?
A. Not within the Ten-Year Site Plans. We only
go out for ten years in the Ten-Year Site Plan.
Q. And the Suwannee River units are shown as, as
projected to be retired in 2015; correct?
A. That's correct.
CHAIRMAN CARTER: Do you need a number, Mr.
Wright?
MR. WRIGHT: I do, Mr. Chairman.
CHAIRMAN CARTER: 313. 313.
MR. WRIGHT: Thank you. Short title, Map of
Central Florida.
CHAIRMAN CARTER: Maps of Central Florida?
MR. WRIGHT: Map, singular.
(Exhibit 313 marked for identification.)
CHAIRMAN CARTER: You may proceed.
MR. WRIGHT: Thank you, Mr. Chairman.
BY MR. WRIGHT:
Q. Mr. Crisp, I've just, Mr. Brew has kindly just
given you and the Commissicners and parties a map of
Central Florida that I pulled off the Internet using

MapQuest. The —- I did a search for Intercession City,

FLCRIDA PUBLIC SERVICE COMMISSION

3514




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

and i1t gilves us that star with the A in the middle of it
right in the middle of the map. Do you see that?

A, I see the -- yes, sir, I do.

Q. And you'd agree that's, that's pretty much
where Intercession City is lccated; correct?

a. That's where Intercession City is.

Q. And are your Intercession City combustion

turbine units located fairly close to that?

A, They're in Osceola County.

Q. So are they closer to Kissimmee?

A. I believe so.

Q. Do you know whether they're east or west of

the Turnpike?

A. That I don't know.

Q. Okay. They're pretty, they're pretty close to
where the A is, aren't they?

A. Relatively, yes, sir.

Q. Ckay. And if you'd look down at the very
bottom of the map, right in the middle it shows the town
of, or City of Avon Park.

A, Yes, sir.

o Are your Avon Park peakers fairly, CT units
fairly close to Avon Park?

A. In Highlands County, close by, relatively

close by.
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Q. All right. 2And you'd agree that your Hines
energy complex or Hines Energy Center is located
southwest of the City of Bartow?

A. Polk County.

Q. Do you know whether it's located southwest of

the City of Bartow?

A. I believe so.

Q. Ckay. Do you know how far from downtown
Bartow?

A, I'd have to venture a guess.

Q. Would you? Ten miles?

A, Ten miles.

Q. Okay. My question along this line is simply

this: Wouldn't you agree that the Hines combined cycle
units are subject to the same or very similar
environmental conditions as your combustion turbines at
Intercession City and Avon Park?

A. They may be subject -- yes, sir, they may be
subject to some similar conditions, given the location
in the Central Florida area in terms of climate. As far
as cooling water on the combined cycle units, as far as
some of the specific operating characteristics,
obviously the design characteristics and the run
characteristics, all of those are significantly

different than the Intercession City units and the Avon
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Q. The Bartow combined cycle repowering project
is located at the same site at which the Bartow
combustion turbines are located, 1s 1t not?

y- W At Weedon Island, yes, sir.

Q. And you would agree that the combined cycle
unit is subject to the same envirconmental conditions
that the Bartow combustion turbines are, would you not?

A. The environmental conditicons are similar,
except for the fact that the, the large amount of
cocling water reguired for the combined cycles is
saltwater, and that is very corrosive. So from the air
content, the chemical content of air, similar, yes, sir.

It's certainly very different operating
characteristics, operating demands and coperating
requirements of a combined cycle unit versus the older
steam units.

Q. Talking about that reminds me of a gquestion I
meant to ask earlier. Would you, would you agree that,
that metallurgical engineering today is better than it
was 30 years ago?

A. Sir, I don't know that I'm gualified to answer
that. I guess in general, yes.

Q. All right. Okay. And you'd agree that power

plant technology incorporating all facets of engineering
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is significantly better than it was 30 years ago, would

you not?
A. Yes, sir. Yes, sir, I would.
CHAIRMAN CARTER: Mr. Wright, do you need a
number?

MR. WRIGHT: I do, Mr. Chairman.
CHATIRMAN CARTER: 314. 314.
MR. WRIGHT: Thank you.
CHAIRMAN CARTER: Short title?
MR. WRIGHT: Gulf TYSP Excerpt.
(Exhibit 314 marked for identification.)
CHAIRMAN CARTER: Okay. You may proceed.
MR. WRIGHT: Thank you, Mr. Chairman.
BY MR. WRIGHT:

Q. Mr. Crisp, you are familiar with the Ten-Year
Site Plans of other utilities, are you not?

A, Relatively speaking, yes, sir.

Q. Thank you. T will bet in your career that you
have had the opportunity to review Gulf Power's Ten-Year
Site Plans. Would I win the bet?

A. Yes, sir, you would.

Q. Thanks. I've Jjust asked Mr. Brew tc show you
an excerpt from Gulf Power's 2009 Ten-Year Site Plan.
And 1if you would look at the last page in there, that

purports to be the normal Schedule 9 status report and
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specifications of proposed generating facilities for a
proposed future combined cycle unit that Gulf Power has
in 1ts plan; correct?

A. Yes, sir.

Q. And if you'd look down under the numeric
heading 13, you'd agree that Gulf is showing a projected
book life of 40 years for that unit, would you not?

A. 1 would.

Q. Thank you.

A. But there is an additional point of criteria
and point of reference that I would look at for that
particular unit within the Southern Company system as a
whole. Southern Company dispatches their fleet across
all of the Southern Company operating units. That
includes Savannah, Georgia, Alabama, Mississippl and
Gulf. So all of the generating units for Southern
Company are dispatched centrally out of Birmingham to
meet specific load requirements of the entire system.

The capacity factor for a Southern Company
unit will not be the same thing as the capacity factor
for a unit in Progress Energy Florida. The reason for
that is the sheer size and the amount of generating
units that Southern Company has on their system.
They've in fact gone through periods of time where

they've rotated blocks of units for extended periods of
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outages because they've had, they had so many units
within the system they did not want to run them all at
minimum loads. So those extended blocks of rotating

periods of planned outages gave their units a longer

lifespan.

Q. It's a fair characterization of what you just
said that there are -- I don't need to ask that
guestion.

Let me, let me ask a different, let me ask a
different question. Isn't it true that there are
sometimes local geographic constraints that require
units to elther run or not to run?

A, Ch, certainly, sir.

Q. For example, my recollection from that docket
we discussed briefly earlier from about '95, '96 is that
the company during that time period, your company,
Florida Power Corp at the time, pretty much had to keep
one or more of the Bartow steam units online for local
voltage stability: isn't that true?

A. I wasn't here in '95 and '96. I was off in
the nonregulated world.

Q. Okay. I know yocu've had some discussion about
this substitution of judgment issue, and I Jjust have a
couple of questions just to clarify where we come out on

that. And this relates in my notes to your rebuttal
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testimony at Pages, Page 7, Lines 10 through 15.

A. I'm there, sir.

Q. Thank you. Do you understand the issue in
this case to be the rate setting issue of what the
depreciation life of the company's units, lives, I
should say, of the company's units are to be for

purposes of setting rates in this case?

A, Can you please repeat that question, Mr.
Wright?
Q. Sure. Do you understand that the real issue

with regard to the service lives in this case to be the
rate setting issue, i.e., what depreciation lives are to
be used for the company's units in determining revenue
requirements and thus setting rates?

A. I don't know that I understand all of the
parameters outside of that, so I don't feel comfortable
answering your question with my level of knowledge. I
provide the lifespan and that goes into the depreciation
study. But I would, I would suspect there are a number
of other critical components that go through in setting
the rates.

Q. Well, vou're not suggesting -- let me ask it
this way. Do you mean to suggest by your testimony that
any of the Intervenor witnesses are asking the Public

Service Commission to make a planning decision for
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Progress Energy Florida?

A, I'm sorry. <Can you repeat that?

Q. The first part of your sentence that begins at
Line 10 --

A. Yes, sir.

Q. ~— reads as follows: "These Intervenor

witnesses apparently believe that the Commission should
substitute its judgment for PEF management regarding the
appropriate planning, maintenance, operation and capital
expenditure decisions." And then you go on to say,
"that must be made to determine how long these units
will be in service.”

A. Yes, sir.

Q. Okay. 1'm, the "its" in Line 11 does refer to
the Commission, does it not?

A. No, sir, it does not. It refers to the
Intervenor witnesses.

Q. Its?

A. These Intervenor witnesses apparently believe
that the Commission should substitute their, its, their
judgment, their judgment, its judgment. "Its" refers to
the Intervenors' witnesses.

Q. Okay. Well, T think you can understand my
confusion because "it"™ is a singular pronoun and

"witnesses" is a plural noun, and "Commission" is a
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singular noun earlier in the sentence; right?

A. I understand your confusion, but Georgia Tech
did not emphasize much in the lines of English and
grammar. I apcologize for that.

Q. Nonetheless it is one of the finest, finest
universities in the country. No argument.

A. Thank you.

Q. So, so did you really mean to use the word
"their" --

A, Yes.

Q. -- at that point instead of "its"?

A. That's correct.

MR. WRIGHT: Okay. And I think you covered
the rest of it with Mr. Moyle. Thank you very much,
Mr. Crisp.

Thank you, Mr. Chairman.

CHAIRMAN CARTER: Thank you, Mr. Wright.

Staff, you're recognized.

MR. YOUNG: Thank you, Mr. Chairman.

CROSS EXAMINATION

BY MR. YOUNG:

Q. Good morning, Mr. Crisp.
A. Gooed morning, sir.
Q. I think we met during the deposition, but not

formally. I'm Keino Young, Senior Attorney here at the
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Commission -- with the Commission.
A, Yes, sir.
Q. During cross-examination last night by

Mr. Rehwinkel you stated that you or someone in your
area provided Mr. Robinson with the average service
lives, the average service lives to use in PEF's
depreciation study. Do you recall that?

A. Yes, sir.

Q. Did you or somecne in your area also provide
Mr. Robinson with the lifespan of PEF's generating units
to use in PEF's depreciation study?

A. Yes, sir, we did.

Q. Am I correct that your JPC-7, which you talked
about yesterday at length, provides the support you are
proffering for the lifespan and the average service
lives in PEF's generating units?

A. Yes, sir.

Q. Just for, just as a clarification, a lifespan
is the total period for, total period of time from the
date the generating unit goes into service until the
date of retirement; is that correct?

A. Yes, sir. That's correct.

Q. How does lifespan differ from the average
service life?

A. I don't know that I can answer that.

FLORIDA PUBLIC SERVICE COMMISSION
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MR. YOUNG: Okay. Thank you. No further
gquestions.

CHAIRMAN CARTER: Thank you, Mr. Young.

Commissicner Skop, you're recognized.

COMMISSIONER SKOP: Thank you, Mr. Chairman.

Good morning, Mr. Crisp.

THE WITNESS: Good morning, Mr. Commissioner.

COMMISSIONER SKOP: Just one folleow-up
question. I guess the purpose of your rebuttal
testimony was to focus essentially on the disparity
between the retirement lives that were selected, not
only by yourself that you provided Mr. Robinson, but the
Intervenors' assumptions, Pollcock and Pous; is that
correct?

THE WITNESS: That's correct, sir.

COMMISSIONER SKOP: Okay. Now you also
testified that you're not an expert in depreciation,
that you just provided the input for the retirement
lives; is that correct?

THE WITNESS: That's correct.

COMMISSIONER SKOP: So zs far as the results,
the respective depreciation studies, you would not be,
it would not be your testimony to comment on which of
those three results should be adopted by the Commission;

is that correct?
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THE WITNESS: Yes, sir. That's correct.

COMMISSIONER SKOP: Okay. In follow-up to
that one specific gquestion, assuming that the assumption
of the retirement lives plays a factor in calculation of
whatever result the depreciation study yields for the
respective preparers, assuming -- since I think you also
testified that depreciation schedules or studies are
performed once every four years; 1s that correct?

THE WITNESS: Yes, sir.

COMMISSIONER SKOP: Okay. So on Page 14 in
your rebuttal testimony followed on to Page 15 you
discuss the differences in assumed retirement lives for
the variocus units; is that correct?

THE WITNESS: That's correct, sir.

COMMISSIONER SKOP: C(Okay. So I guess my, my
question to you would be assuming Mr. Robinson relied on
your retirement lives but others relied on, on lives
that might be slightly greater than what you have
assumed, ultimately irrespective of whether, what study
is adopted or what depreciation analysis, at the end of
the day the lives of the plants will be determined at
their ultimate retirement; is that correct?

THE WITNESS: TIf -~ I'm sorry. If I
understand what you're saying is we, we will determine

the lives through the planning process.
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COMMISSIONER SKOP: Right. But, but through
the planning process now it's just an estimate, and
that --

THE WITNESS: Correct.

COMMISSIONER SKOP: The actual service life of
the respective generating unit is not actually fixed
until it's retired; is that correct?

THE WITNESS: That's correct.

COMMISSIONER SKOP: OQkay. So at this point
it's just a matter of making one's best assumption based
on, in your case, operational data, and, in the case of
the Intervenors, on their precfessional judgment as to
what expected useful life or retirement life should be
used for each of the respective generating units; is
that correct?

THE WITNESS: I would agree with you, yes,
sir, except for not just the cperational life, but all
of the criteria included that we've discussed in the
previous rebuttal testimony.

COMMISSIONER SKOP: Right. And just like you
did for JBC-7, I've subsumed all of the environmental
factors into my characterization of what constitutes
operational.

So I guess what I'm trying to get at is if the

choice of life was not 100 percent accurate, for
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instance, yours was not correct and it was extended
later, or, conversely, if the Intervenors' choice was
slightly greater than what you would assume, ultimately
there will be a true-up for that because the company is
entitled to get its depreciation on its generating
assets. So ultimately there'll be a true-up from that;
is that correct?

THE WITNESS: I'm sorry, sir. You're outside
of my realm of expertise.

COMMISSIONER SKOP: All right. That's fine.
Would there be a better witness tec —-- I guess
Mr. Robinson has been, been stipulated to, sc I guess I
won't get that question answered. But it is a question
that came up based on some of the things that you
mentioned.

Just one final question on JBC-7, please.

THE WITNESS: Yes, sir.

COMMISSIONER SKOP: Okay. There was extensive
cross-examination done on that particular schedule. And
is it, just generally speaking, correct to understand
that that shows the, in the second column, the
retirement dates from the previous study for each of the
respective generating units, and in the far right column
it shows the pcssible retirement date based on system

planning estimate, which shows the changes and the
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proposed retirement dates?

THE WITNESS: Yes, sir. That's correct.

COMMISSIONER SKOP: All right. Thank you.

CHAIRMAN CARTER: Commissioner Edgar.
Commissioner Edgar.

COMMISSIONER EDGAR: Thank you, Mr. Chairman.
I just wanted to see if we could ask Mr. Walls 1f there
is a witness that is still to come today that could
maybe follow up on the guestion that Commissioner Skop
raised.

MR. WALLS: Yes, there is. Mr. Garrett can
answer that question.

COMMISSIONER EDGAR: Garrett. Thank you.

CHAIRMAN CARTER: Commissioners, anything
further from the bench?

Redirect?

MR. WALLS: No redirect.

CHAIRMAN CARTER: Exhibits?

MR. WALLS: Yes. We would move in Exhibits
216 and 217.

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

{(Exhibits 216 and 217 admitted into the
record. }

Now this witness was Just a rebuttal witness;
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right? Wait a minute. Hang on a second.

Mr. Wright, I think you're up next.

MR. WRIGHT: Yes, sir. I would move 313 and
314, Mr. Chairman.

CHAIRMAN CARTER: Are there any objections?

MR. WALLS: No objections.

CHAIRMAN CARTER: Without oblection, show 1t
done., 1 need tg remember to go to the back pages.

(Exhibits 313 and 314 admitted into the

record. )

Anything further for this witness?

MR. WALLS: May he be excused?

CHATRMAN CARTER: You may be excused. Have a
nice day.

THE WITNESS: Thank you, sir.

(REPORTER'S NOTE: For convenience of the

3530

record, the prefiled rebuttal testimony of Earl Robinson

igs inserted.)
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In re: Petition for rate increase by Progress Energy Florida, Inc.
Docket No. 090079-El

REBUTTAL TESTIMONY OF EARL M. ROBINSON

INTRODUCTION AND PURPOSE

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
My name is Earl M. Robinson and my business address is AUS Consultants, 792

Old Highway 66, Suite 200, Tijeras, New Mexico 87059.

ARE YOU THE SAME EARL M. ROBINSON THAT PREPARED THE
DEPRECIATION STUDY FILED IN THIS PROCEEDING?

Yes, I prepared the depreciation study for Progress Energy Florida, Inc. (“PEF” or
the “Company’”) and it is an exhibit to my direct testimony, Exhibit No.  (EMR-

2).

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY?

The purpose of my rebuttal testimony is to address the positions taken and
criticisms made by the Office of Public Counsel (“OPC”) witness, Jacob Pous,
with respect to the Company’s Depreciation Study. In addition, I will address
comments and positions taken by Mr. Jeffry Pollock on behalf of The Flonda
Industrial Power Users Group (“FIPUG™) with respect to the Company’s

Depreciation Study.
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WHAT ARE THEIR POSITIONS AND CRITICISMS?

Mr. Pous and Mr. Pollock assert the following positions or criticisms regarding the
Company’s proposed depreciation rates and methodology included in my study:

1. Both Mr. Pous and Mr. Pollock criticize the use of the industry standard
Average Remaining Life depreciation approach to address the variance between the
Company’s book depreciation reserve and theoretical depreciation reserve. Mr.
Pous recommends an amortization of the entire $646 million variance over four (4)
years and return of depreciation expenses paid by customers under prior approved
depreciation rates to customers during this self-selected four year period. Mr.
Pollock is not willing to go that far; he proposes only a four-year reduction in
depreciation expense of $100 million, but he still proposes to pay existing
customers back depreciation expense previously collected under depreciation rates
approved by the Florida Public Service Commission (“PSC” or the “Commission”).
2. Both Mr. Pous and Mr. Pollock challenge the Company’s estimated life
spans for certain but not all of the Company’s Production Plants as inappropnately
low and they recommend different estimated life spans for these production units.
3 Mr. Pous objects to the use of survivor curves for developing production
plant interim retirements as cambersome and inaccurate and instead proposes the
use of a simple constant average to define the interim retirement adjustments.

4. Mr. Pous challenges the Company’s decommissioning cost approach and
estimates in its fossil fuel dismantlement study.

5. Finally, Mr. Pous disagrees with the average service life parameters for only
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two (2) of the Federal Energy Regulatory Commission (FERC) property accounts
in the Depreciation Study and he disagrees with the net salvage factors proposed
for fifteen (15) of the FERC property accounts.

My rebuttal testimony will address the positions and criticisms identified in
items 1, 2, 3, and 5 above. Mr. Will Garrett and Mr. Ben Crisp will also address
the interveners’ positions and criticisms in ttems 1 and 2 above, respectively. M.
Teff Kopp will respond to the criticisms of the Company’s fossil dismantlement
study in item 4 above. Mr. Michael Vilbert will address the overall financial

implications of the interveners’ proposals.

DO YOU AGREE WITH THE POSITIONS AND CRICTICISMS OF THE
INTERVENER WITNESSES?

No, I do not.

DO YOU HAVE ANY EXHIBITS TO YOUR REBUTTAL TESTIMONY?
Yes, I have prepared or supervised the preparation of the following rebuttal
exhibits:

Exhibit No. _ (EMR-3), Comparison of Life Span Property With a Iowa 10-R2
Survivor Curve Versus an Interim Retirement Rate of 2%;

Exhibit No. _ (EMR-4), excerpt from California PUC, Standard Practice U-4,
“Determination of Straight-Line Remaining Life Depreciation Accruals;”

Exhibit No. _ (EMR-5), 364.00 POLES, TOWER AND FIXTURES, Original

and Smooth Survivor Curves;
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Exhibit No. ___ (EMR-6), 368.00 LINE TRANSFORMERS, Original and Smooth

Survivor Curves; and

Exhibit No. __ (EMR-7), Summary of Net Salvage Factors for selected plant

accounts for several Florida operating companies.

These exhibits are true and correct.

ARE THE DEPRECIATION PROPOSALS SET FORTH IN YOUR
COMPREHENSIVE DEPRECIATION STUDY FOR THE COMPANY’S
PLANT IN SERVICE REASONABLE AND APPROPRIATE?

Yes. The Company’s proposed depreciation rates resulting from an analysis of the
Company’s property investments as of 12-31-2007 and 12-31-2009 are well
founded and fully supported by a detailed analysis of the history of the Company’s
plant in service and the factors anticipated to impact the Company’s property over
the remaining lives of the asset groups. The Company’s Depreciation Study is
consistent with the rules of this Commission and depreciation methods that are
generally accepted in the utility industry and by the commisstons or boards that

regulate the utility industry.

WERE YOU DIRECTED TO TARGET ANY PARTICULAR OUTCOME IN
YOUR DEPRECIATION STUDY?

No. The Company’s direction to me was to prepare a depreciation study consistent
with the Commission’s rules and utility depreciation standards and practices. That

is what I did when preparing the Company’s Depreciation Study.
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THE VARIANCE BETWEEN THE THEORETICAL AND BOOK

DEPRECIATION RESERVE.

WHAT IS A THEORETICAL DEPRECIATION RESERVE?

As implied by the name the theoretical depreciation reserve represents an estimate
of the amount of accumulated depreciation that should exist based upon the current
estimates of asset lives and salvage values. These estimates are based on the
retroactive application of specific depreciation parameters supported in the
Company’s depreciation studies. The PSC requires, as part of the Company’s
depreciation study, that this measurement of the theoretical depreciation reserve be
prepared and compared to actual accumulated depreciation recorded in the
Company’s plant continuing property records. When the theoretical reserve is less
than the actual accumulated reserves there is a theoretical surplus. The opposite is
true if the theoretical reserve is higher than the recorded balances, there is a
theoretical deficit. Again, it is important to understand that this estimated reserve is
called a theoretical reserve for good reason, as it is not based upon actual recorded
levels of depreciation resulting from the application of depreciation rates approved
by the Commission, but the retroactive application of proposed depreciation rates

supported by the Company’s recently completed depreciation study.

DID YOU PREPARE THIS THEORETICAL RESERVE COMPARISON IN
YOUR CURRENT DEPRECIATION STUDY?

Yes I did.
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003535




10

11

12

13

14

15

16

17

18

19

20

21

22

23

WHAT IS INVOLVED IN THE DETERMINATION AND MEASUREMENT
OF THE THEORETICAL RESERVE?

The theoretical reserve is the retroactive application of current estimates to historic
periods as if these estimates were known when assets were initially placed in
service. The process of preparing the theoretical depreciation reserve involves
application of the current estimated depreciation parameters {average service lives,
Iowa Curves, and future net salvage factors) with the current surviving vintage
investment, to idenfify what level of accrued depreciation theoretically should
currently be on the Company’s accounting books. The currently proposed
depreciation parameters reflect the current best estimates of the present and
anticipated usage, and the related recovery of the cost of the Company’s property

for the future.

IS IT COMMON TO HAVE A THEORETICAL RESERVE SURPLUS OR
DEFICIT?

Yes, since the theoretical reserve calculation assumes that the current depreciation
parameters have been utilized since day one of the current plant in service, and
clearly this has not been the case, it would be a pure coincidence if the book and
theoretical depreciation reserve were ever equal. There will always be a book
versus theoretical depreciation reserve variance, since depreciation rates are an
estimate, the parameters supporting these rates change over time and are impacted

by factors beyond the Company’s control. Factors such as operating conditions,
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environmental impacts, technology changes, obsolescence, to name a few factors,
will impact the useful life of the Company’s assets. The existence of a reserve
surplus or deficit does not reflect errors, but a change in the perception of the future
based on the best available information. Indeed, the simple change of depreciation
parameters from one depreciation study to another causes the variance to swing by
greater or lesser amounts. This is why it is prudent and appropriate to do periodic
depreciation studies as required by this Commission to validate these future

expectations.

WHAT 1S THE PURPOSE OF THE THEORETICAL RESERVE
CALCULATYION?

The Commission rule does not provide the reason for performing the calculation
but as a matter of depreciation practice it can be an analytical tool to identify how
current events are validating previous projections. Since future events cannot be
predicted with certainty the potential for unforeseen events exists, such as climate
legislation impacts on fossil plant lives, catastrophic hurricanes, technological
changes or other factors that could impact plant retirements and salvage
assumptions. Through the use of the theoretical reserve the impacts of these
impacts can be assessed as they are incorporated in future expectations and specific
depreciation parameters. An additional analytical benefit of the theoretical reserve
calculation can be to identify potential material errors resulting from the
misapplication of depreciation rates, accounting errors, or other unforeseen

mistakes.
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IS THE BOOK VERSUS THEORETICAL RESERVE VARIANCE THE

PRODUCT OF IMPROPER DEPRECIATION RATES BEING USED OR
OTHER ERRORS BY THE COMPANY?

No. The existence of the reserve variance for PEF is not the result of etrors, rather,
it reflects changes in the perception of the future based on the best information
currently available. The level of annual depreciation rates utilized by the Company
to record depreciation in prior years has been investigated and approved by the
Florida PSC. Furthermore, the useful average service lives and net salvage percent
vary over time and therefore require modifications from one depreciation study to
the next. Because changes in depreciation parameters occur over time, the resulting
level of the theoretical depreciation reserve variance increases or decreases with
each calculation. This is exactly why the Commission requires that depreciation
studies be performed on a regular basis. The required depreciation studies and

resulting depreciation rates are then reviewed and approved by the Commission.

DO MR. POUS OR MR. POLLOCK CLAIM THAT THE RESERVE
VARIANCE RESULTS FROM AN ERROR OR IMPROPER
DEPRECIATION RATES?

No, they do not. I can find no reference in their testimony that indicates that the
reserve vanance is the result of misapplication of approved depreciation rates, or

accounting errors. This is consistent with my findings as well.
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WHAT ARE THE REASONS FOR THE CURRENT VARIANCE
BETWEEN THE THEORETICAL AND BOOK DEPRECIATION
RESERVE?

Approximately, seventy {70) percent of the calculated theoretical reserve variance
to the book depreciation reserve arises in the Company’s production plant accounts
involving the Company’s power plants. The significant drivers here are the
extension of production plant service lives. For example, the Company increased
the service hives for its Anclote oil-fired steam plant and its Crystal River Units 1
and 2 coal-fired plants by several years and significantly extended the service lives
for its coal-fired steam plants at Crystal River Units 4 and 5 by fourteen years since
its last depreciation study. Mr. Crisp and Mr. Garrett both sponsor rebuttal
testimony that discusses these asset service lives and the impacts of their extended
service lives, respectively. Generally, these extended service lives drive the
calculated theoretical to book variance up because the theoretical reserve
calculation assumes the proposed life extension assumptions for these generation
units were known and factored into the depreciation rates the day these generation
units became operational. That assumption, of course, is false, but it is a necessary
assumption to perform the theoretical reserve calculation. When service lives are
extended, as was the case in the Company’s depreciation study, there is now a
longer pertod of time to collect these production account balances than before, so
the proposed depreciation rates upon which the theoretical reserve is calculated
will, all else being equal, be lower than the current rates upon which the book

reserve is calculated. Under the incorrect theoretical reserve calculation
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assumption, that calculation is made over the entire operational life of the
production assets, and the result is a variance where the book depreciation reserve

exceeds the theoretical reserve.

Can you provide an example of the impact of the longer estimated service lives
for PEF’s production plant assets?
Yes. A deeper review of the genesis of much of the depreciation reserve variance
within the Production Plants occurred during the 12-31-05 calculation (as opposed
to the completion of earhier depreciation studies) as a result of the anticipated life
extension of the Company’s Crystal River Unit #3 Nuclear Generating Plant (CR3).
That anticipated life extension changed the estimated service life for CR3 from 40
to 60 years. As a result, in the 12-31-05 calculation in the Company’s prior
depreciation study, the costs associated with this unit were spread out over a 60-
year rather than a 40-year recovery period, driving down the rate of recovery, and
driving up the variance of the book depreciation reserve compared to the calculated
theorctical reserve. This does not mean that customers prior to this change in
estimate paid more than they should have paid in depreciation expense for this
production asset. At the time, the estimated service of life of 40 years was the best
estimate based on currently available information. Indeed, the prior depreciation
rates incorporating that 40-year service life for CR3 were approved by the PSC.
Based on new information and additional experience operating the unit, the
Company elected to extend the service life of CR3 at the time of the 12-31-05

calculation for my prior study. Notably, while the Company anticipates receiving

10
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approval for the CR3 life extension, no formal action has yet be taken by the
Nuclear Regulatory Commission (NRC), nor is it a certainty that the approval will
be received. The Company’s customers, however, are receiving the benefit of that
life extension now (and since 2005) in the form of the lower rate impact the service
life extension has on depreciation rates. To the extent that NRC approval is not
received, a sizable portion of the reserve variance wil.l instantaneously disappear.
Furthermore, assuming the life extension is granted, there is no assurance that the
plant will operate the full additional period of years. It may simply become
uneconomical to make additional required investment nearer to the anticipated end
of life. If the plant does not operate the full additional pertod portions of the
perceived reserve variance will disappear. In fact, just the opposite—an under
TECOVEry may occur.

Also, to attain the full additional life of the anticipated life extension of
CR3, the Company will need to add a considerable level of additional investment
that ultimately will need to be recovered over a shorter time period compared to the
original life span of the generating facilities. Accordingly, it would be imprudent
to rapidly adjust the Company’s book depreciation reserve downward, only to then
need to reverse the level of capital recovery for the significant level of new

investments,

Have there been production life changes other than CR3 that have impacted
the theoretical reserve?

Yes, in addition to the impact on the depreciation reserve variance as a result of the

11
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extension of the service life for CR3 for the prior depreciation study, similar further
production plant life changes occurred in the current depreciation study. For
example, within Steam Production as I note above, the probable vear of retirement
and resulting average service life for Anclote was extended 3 years from 2019 to
2022, CR units # 1 & 2 were extended two years from 2018 to 2020, and CR units
# 4 & 5 were extended 14 years from 2021 to 2035.

In addition to Steam plant, the probable year of retirement and related lives
for various of the Company’s Other Production plants were also extended by the
Company in the current depreciation study. Those changes in estimated service
lives include: (1) Bartow Peakers, which were extended 11 years from 2016 to
2027, (2) Bayboro, which was extended 12 years from 2017 to 2029; (3)
Intercession City units # 1-6, which were extended 1 year from 2019 to 2020; (4)
Intercesston City units # 12-14, which were extended 9 years from 2027 to 2036;
(5) Intercession City units # 7-10, which were extended 7 years from 2024 to 2031;
(6) Suwannee, which was extended 6 years from 2018 to 2024; (7) Tiger Bay,
which was extended 13 years from 2025 to 2038; (8) Turner units 3&4, which were
extended 3 years from 2017 to 2020; and (9) the University of Florida unit, which
was extended 17 years from 2016 to 2033. The extension of the lives for each of
these facilities immediately resulted in an increase in the variance between the

theoretical and book depreciation reserve.

Do witnesses Pous, Pollock, or Lawton consider the reasons for the variance

between the theoretical and book depreciation reserve before making their
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recommendations?

No, they do not. Mr. Pous does acknowledge at page 30 of his testimony that the
nature of the theoretical reserve variance is nothing more than a calculated variance
at a single point in time and that it assumes the proposed depreciation parameters
“had been applied from the outset,” which, of course, is not true. (Pous Test., p.
30, L. 7-11). Given the fact that the theoretical calculation by its very nature
applies proposed depreciation parameters retroactively to the period “from the
outset” of the plant lives and therefore calls into question the prior-approved
deprecation rates that were n effect over that prior period, the Commission should
not base Commission policy affecting the Company’s capital recovery and
customer rates without a fuil and clear understanding of the reasons for the changes
in the depreciation parameters within the study. Mr. Pous pays lip service to the
matching principle in utility rates, which matches customer payments for cost of
service for plant assets with the period of time those assets are providing electric
service for customers. (Pous Test., p. 30, L. 24-25). If he (or Mr. Lawton and Mr.
Pollock) had even bothered to determine the primary drivers for the variance
between the calculated theoretical and book deprecation reserve in this proceeding
they would have recognized the variance largely arises from the extension of
production plant asset service lives. As a result, the use of the Average Remaining
Life Depreciation Technique is the most appropriate approach to address the
reserve variances in PEF’s case because it appropriately matches the costs
customers pay for service to the remaining life of PEF’s assets over the extended

service lives that are now included in the depreciation rate estimates.
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HOW DO YOU ADDRESS THE RESERVE VARIANCE IN YOUR STUDY?

The Company 1s addressing the existing depreciation reserve variance (as it has
done in all prior depreciation studies) through the continued use of the Average
Remaining Life (ARL) depreciation rates. ARL has been the historical basis of the
Company’s depreciation rates for many years. Indeed, the standard and normal
treatment of the depreciation reserve variance in the utility industry is to recover
the amount over the average remaining life of the Company’s property. Mr. Pous
calls this “business as usual,” (Pous Test., p. 34, L., 9-12), but it is business as usual
precisely because it is the industry standard method, as Mr. Pous himself
acknowledges, stating that “[w]hen reserve imbalances occur, they are normally
treated through the remaming life process.” (Pous Test., p. 35, L. 23-24). It is my
experience that the use of the ARL depreciation technique is widely recognized as
the preferred method to address reserve imbalances. Likewise, the Florida PSC has
supported the use of ARL depreciation rates for the recovery of utility property

under its jurisdiction.

DOES THE APPLICATION OF THE ARL DEPRECIATION
METHODOLOGY ADDRESS THE CALCULATED THEORETiCAL
RESERVE “SURPLUS”?

Yes. The use of Average Remaining Life depreciation rates to true-up the book
versus theoretical depreciation reserve variance works. Let’s look at the results in

the Company’s case comparing the current depreciation study to the Company’s
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prior depreciation study. The book versus theoretical depreciation reserve variance
based upon December 31, 2009 proforma plant as set forth on Table 5-F, page 2-
79, of Section 2 of the depreciation report totals approximately $646 million. The
same theoretical reserve calculation as of December 31, 2005 (during the prior rate
case) produced a book versus theoretical depreciation reserve vartance of $754
mitlion. Accordingly, the book versus theoretical depreciation reserve variance has
declined by $108 million, or 14 plus percent during the four short years since the
Company’s last depreciation study.

This reduction of the depreciation reserve variance occurred despite the fact
that the underlying average service lives for various Distribution Plant accounts
were lengthened, and the future negative net salvage for several distribution
account were lowered compared to the underlying depreciation parameters in the
prior study, which resulted in the reserve variance for Distribution function
increasing. Similar circumstances affected the generation property in a Production
function as well. Had these changes in estimates not occurred the overall variance
between the book versus theoretical depreciation reserve would have declined even
more.

These impacts are offset against the depreciation reserve variance decline
for (1) Steam Production plant of $85 million, or 32% from the level as of
December 31, 2005, (2) Nuclear Production plant of $66 million or, a 29% decline,
and (3) Transmission Plant of $101 mllion, or a 64% decline. The reserve
variance for Other Production and General Plant remained relatively similar

between the two study dates. Further, as noted earlier, the inclusion of production
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life extensions into depreciation estimates results in the theoretical depreciation
reserve dechning and the book depreciation variance over the theoretical reserve
increasing. Despite this impact from the increases in production unit service lives
by the Company, resulting depreciation reserve variance actually still decreased
between the two depreciation studies. This clearly indicates that application of the
ARL depreciation rates is closing the gap between the theoretical and book

depreciation reserve.

BUT MR. POUS CLAIMS ON PAGE 39 OF HIS TESTIMONY THAT THE
LEVEL OF THE DEPRECIATION RESERVE VARIANCE IDENTIFIED
BY THE COMPANY IS INCREASING. IS HE RIGHT?

No. Mr. Pous’ statement that the level of depreciation reserve vanance identified
by the Company is increasing is incorrect. As I just explained, the level of the
book-to- theoretical depreciation reserve variance as of the proforma December 31,
2005 date was $754 million while the book-to-theoretical depreciation reserve
variance as of the similar proforma December 31, 2009 date in the current study is
$646 million, demonstrating that there is a reduction in the reserve variance of
$108 million. This level of reduction in the depreciation reserve variance occurred
in spite of the fact that the average service life parameters for various generation
and distribution plant accounts were lengthened from the prior study and the
estimated negative net salvage factors were reduced for several distribution
accounts from that contained in the prior depreciation study. Such depreciation

parameter changes to the referenced accounts resulted in a decrease in the

16

156004171

003546




10

11

12

13

14

15

16

17

18

19

20

21

22

23

theoretical depreciation reserve and a corresponding increase in the referenced

book versus theoretical depreciation reserve variance.

MR. POUS ALSO CLAIMS ON PAGE 34 OF HIS TESTIMONY THAT “IN
OTHER CASES, UTILITIES NORMALLY PERFORM FREQUENT
DEPRECIATION STUDIES AND IMPLEMENT CORRECTIVE
MEASURES SO AS NOT TO GET TOO FAR OUT OF LINE WITH
CURRENT DEPRECIATION EXPECTATIONS.” DO YOU AGREE?

Mr. Pous does not cite what cases, proceedings, or utilities he is referring to in this
statement, nor does he provide any explanation of what “corrective measures’ such
unknown companies implement. The use of the ARL depreciation technique,
however, is widely utilized and supported for developing depreciation rates
throughout the utility industry and with regulators. The ARL technique
automatically adjusts a company’s book depreciation reserve for positive or
negative variances due to the fact that the basic premise of the technique is to
recover the current un-recovered cost over the average remaining life of the
applicable property group. Iam personally unaware of Mr.-Pous’ referenced

“corrective actions,” other than the use of the ARL technique.

WHY DO MR. POUS AND MR. POLLOCK CLAIM THE THEORETICAL
TO BOOK VARIANCE SHOULD BE ADDRESSED IMMEDIATELY?
Mz. Pous and Mr. Pollock assert that the reserve variance is material or significant

but they never define what a material or significant reserve variance is. They also
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provide no industry standard definition of a material depreciation reserve variance
and I am aware of none. Clearly, the variance cannot be considered significant or
material 'simply i terms of an absolute dollar amount. That is, a $500 million
dollar variance for a Company with a $500 million book depreciation reserve is a
totally different relationship than for a Company that has a $3 billion book
depreciation reserve. In fact, it is not at all uncommon for companies to have book
versus theoretical depreciation reserve variances of 10 to 15 percent. The
Company’s current proforma book versus theoretical depreciation reserve variance
as of 12-31-09 is approximately 14.7% and declining. In fact, the level of the
Company’s depreciation reserve vartance has declined by approximately 15 percent
during the 4 year period between the current and prior depreciation study. I do not
consider this reserve variance material and it certainly does not warrant such a
radical reduction in actual book reserves.

The intervener witnesses also claim that the ARL-based rates proposed by
the Company to address (automatically) any reserve vartance are inequitable or
cause intergenerational inequity. This is simply not true. There is no
intergenerational inequity. The continued use of the long-approved and used ARL-
based depreciation rates will provide full recovery of the Company’s total plant in
service investment cost over the average remaining life. That means customers will
be paying rates for service for the period of time the plant assets are providing
customers the electric service that they are paying for. That is not an inequitable
situation, it is an equitable one; they are paying for exactly what they are getting in

terms of electric service.
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WHAT ABOUT MR. POUS’ ASSERTION ON PAGES 40 AND 41 OF HIS
TESTIMONY THAT “CUSTOMERS NEARER THE END OF THE
USEFUL LIFE OF AN INVESTMENT PAY MUCH LESS FOR SERVICE
THAN DO CUSTOMERS AT THE BEGINNING OF THE USEFUL LIFE”?
IS HE CORRECT?

No. Mr. Pous’ statement is incorrect and misleading. In the context of the return
on rate base, the absolute level of return on a depreciated investment would be
lower and produce a lower return component at the end of asset life compared to
the level at the beginning of the asset investment life. But this is not true on a per
customer level basis. Given the loss of utility as property ages, is consumed, and
nears the end of life it cannot provide the same utility it did when the property was
brand new. Under a fixed period customer service model, one needs to consider
that as the utility of property declines over time there would be an equal decline in
the number of customers served. Hence, if a correlation is recognized relative to
loss of utility and loss of customers the cost per customer throughout the life of the
property would remain relatively constant because the lower net cost of the
investment and fewer customers served would equal out. Conversely, within the
real operating world where customers routinely increase over time, the operating
company needs to continue adding additional new plant at ever increasing higher

cost.

PLEASE COMMENT ON THE INTERVENERS’ PROPOSAL TO
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AMORTIZE THE BOOK VERSUS THEORETICAL DEPRECIATION
RESERVE VARIANCE OVER A PERIOD SUBSTANTIALLY LESS THAN
THE ARL.

Mr. Pous is proposmg to amortize the book versus theoretical depreciation reserve
variance of $646 million over an extremely short four (4) year period. Mr. Pollock
1s proposing an accelerated adjustment to the Company’s annual depreciation rates
and expense for a perceived “excess” depreciated reserve variance as well. He
recommends a S$100 million reduction to the Company’s annual depreciation
expense for a term of three (3) years. In addition to the Company’s calculation of
the $646 mllion depreciation reserve variance, Mr. Pous has proposed alternative
depreciation parameters and calculated an additional $212 million of depreciation
reserve variance. Mr. Pous then opines “In order to remain conservative, |
recommend returning the Company identified $646 million amount over a 4-year
period.” That recommendation is anything but conservative, as Company
witnesses Vilbert and Garrett address, because such adjustments represent an

unsustainable rate reduction that has far reaching financial and customer impacts.

WHAT ARE YOUR SPECIFIC CONCERNS WITH THESE PROPOSALS?

First, Mr. Pous and Mr Pollack provide no rational or meaningful basis for their
extremely short amortization periods. In fact, Mr. Pous acknowledges that ARL
depreciation works appropriately to adjust depreciation variances over time. He
uses the ARL to incorporate the additional $212 million of alleged reserve variance

that he calculated into his calculations of alternative ARL depreciation rates.
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Obviously, then, Mr. Pous is acknowledging that the ARL will effectively provide
recovery of this claimed excess reserve variance over the Company’s calculated
variance without harming customers.

Next, the occurrence of the existing depreciation reserve variance was not
the result of depreciation estimates applied over the past three to four years. The
theoretical reserve vanance calculation is premised on the false assumption that the
proposed depreciation parameters have always been used as the basis of the
Company calculation of depreciation expense. That means the entire historical
time period contributes to the calculated reserve variance and, therefore, the
intervener witnesses cannot pretend that they are merely correcting changes in
estimates between depreciation studies. Even so, the proposed 3 to 4 year
amortization periods would be retroactive rate making even if applied only to the
period from the last study to this one, because existing depreciation rates were
approved by the Commission. But certainly their amortization proposals are
nothing more than retroactive ratemaking when one considers that the calculated
theoretical reserve variance includes the entire historical tiﬁe period.

Any attempt to change past depreciation parameters using information only
known during more recent periods is improperly applying depreciation rates
retroactively. In fact, a sizable portion of the variance, as previously discussed,
occurred simply due to changes in depreciation parameters between depreciation
studies due to the extension of production lives {e.g. the extension of the life of the
Company’s CR3 Nuclear Plant). These service life extensions were only

determined to be appropriate in the current period based on the information and
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experience the Company now has with these production assets. The depreciation
reserve variance is never a stationary amount -— it always changes from study to
study depending upon factors such as variations in Company plant activity and
changes in depreciation parameter estimates. The intervener witness
recommendations will put the Commission on a path of constantly over-correcting
rates based on a calculation built on a false assumption when the ARL
automatically adjusts rates to conform to the new depreciaiion parameter estimates.
Indeed, Mr. Pous’ proposal to flow back (return) the Company’s calculated $646
million depreciation reserve variance over 4 years (via reduced depreciation rates
and expense) presumes that “absolutely no reserve variance should exist.” Such an
occurrence of a zero depreciation reserve variance is essentially an absolute

mmpossibility.

Do the intervener witnesses reflect the full impacts of the proposed reduction
of accumulated depreciation reserves in their proposed depreciation rates?

No. Mr. Pous and Mr. Pollock do not reflect in their proposed depreciation rates the
impact of lowering book depreciation reserves by $646 million and $300 million
respectively. They propose changes to depreciation parameters with prospective
depreciation rates computed without any consideration for the increase in net plant
balances that will result from their proposals. Their proposals would result in
significant unrecovered plant balances for future customers to pay and that result is

not in the long term interest of customers.
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1 1Q: Can you illustrate this for the Commission?

2 {A: Yes, Rule 25-6.0436 states that the ARL formula as follows:

3 “Remaining Life Rate = 100%-Reserve % - Future Net Salvage %

4 Avg. Remaining Life in Years

5 I will assume a $100,000 asset that has no future net salvage but has $60,000 (or

6 60%) in accumulated depreciation reserves with a 25 average remaining life in

7 years. Using the remaining life formula the composite depreciation rate would be:

B 1.6% = 100%-60%-0%

9 25 yrs
10 The 1.6% of $100,000 for 25 years recovers the $40,000 net book value.
11 Now, if 1 were to determine that a theoretical surplus reserve for this account
12 existed of $40,000 (40%), and I reflected that reduction in lower depreciation
13 expense in order to lower revenue requirements, the adjusted depreciation rate
14 would be as follows:
15 3.2% = 100%-60%+40%-0%
16 25 yrs
17 The 3.2% of $100,000 over 25 years recovers the new net book value of $80,000.
18
19 The depreciation rate prospectively would need to be adjusted upward to fully
20 recover the net asset in this example. In other words the current proposed
21 depreciation rate of 1.6% which is intended to fully recover the net plant cost of
22 $40,000 ($100,000 less $60,000 accumualted depreciation recoveries to date less 0
23 negative salvage), would have to double as future customers pay the net plant costs
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of $80,000 ($100,000 original cost less $60,000 accumulated depreciation
recoveries plus the $40,000 reduction in book depreciation reserves plus 0 negative
salvage).

As this example 1llustrates, Mr Pous’ and Mr Pollock’s proposals will lead
to higher levels of depreciation expense needed in the future to recover
unsustainable short term reductions in depreciation expense and revenue

requirements.

MR. POUS CLAIMS SEVERAL COMMISSION ORDERS SUPPORT HIS
PROPOSAL TO AMORTIZE THE BOOK VERSUS THEORETICAL
DEPRECIATION RESERVE VARIANCE OVER A PERIOD SHORTER
THAN AVERAGE REMAINING LIFE. DO YOU AGREE?

No, I do not. First though, let me be clear, | am not aware of any Commission
action, whether here in Florida or in any cases I have had direct involvement in,
that have adopted such a radical accelerated amortization of alleged depreciation
reserve surpluses. In general, when Commissions have strayed from the ARL
approach it has been in settlements or, as I will point out later, to address specific
unrecovered costs.

Mr. Pous does cite several prior cases that allegedly support his proposed
return of the depreciation reserve variance through reduced depreciation rates and
expense. Mr. Pous does not explain what these orders actually say so we cannot
tell from his testimony what the Commission’s actions were in the referenced

dockets or why the Commission took those actions. He implies that the facts and
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circumstances were the same as PEF’s circumstances and that they support his
proposal. Having now reviewed the orders cited by Mr. Pous, he is wrong.

Essentially, the cited orders are simply related to reserve transfers between
plant functions and/or plant accounts or recovery schedules for specific, unique
property items, such as PCB contaminated equipment. The only cited case, in
which a five year amortization schedule was referenced, was the General
Telephone Company of Florida case (Docket NO. 840049-TL; Order No. 14929) in
which the Commission ordered a five (5) year amortization of un-recovered costs
relative to obsolete telecommunications equipment. None of the circumstances
within the cited orders are applicable to Mr. Pous’ recommendation to amortize a
calculated book versus theoretical reserve variance for the entire plant in service
(part or all of which simply could go away in future studies) over a short period of
4 years. Mr. Pous misrepresents the content and context of the orders he cites.
They do not support his recommended radical departure from the ARL.

The circumstances facing the regulated telephone industry were certainly
untque and are not circumstances that face the regulated electric utility industry in
Florida. The Commuission was addressing obsolete equipment subject to current
and/or rapid retirement due to rapidly changing technology and competition in the
industry. The Commission was concerned with the recovery of costs for property
no longer providing any service to the utility’s customers. Adjustments for the
recovery of obsolete equipment are not in any way comparable to a normal book
versus theoretical depreciation reserve variance. With regard to the Company’s

normal reserve variance the property will continue to provide customer service for
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many years.

Reserve transfers have absolutely no relevance to the current proceeding
because they are simply the movement of dollars from one account balance to
another account. Indeed, this is in fact what was accomplished in the order Mr.
Pous cites for the proposition that the Commission (the Commission Staff actually
m that case), has expressed that “[the deficit] should be written off as quickly as
possible.” The Commission approved reserve transfers between accounts to write
off reserve deficits against reserve surpluses but the Commission did not authorize
re-stating the book depreciation reserve by amortizing the reserve variance like the
interveners propose. Rather, the Commission authorized the use of the ARL
methodology exactly as I have proposed in the Company’s current depreciation
study. None of the orders that the intervener witnesses cite involve the approval of
a proposal like the one that they recommend. I would not expect to find such a
radical departure from the ARL methodology by the Commission or any other
regulatory commission that has adopted the ARL methodology for that matter.
From what I have read the Commission has supported and continues to support
application of the ARL method just as I have proposed in the Company’s

depreciation study.

PRODUCTION ASSET SERVICE LIVES,
DO YOU AGREE WITH MR. POUS’ ASSERTIONS THAT CERTAIN LIFE
SPANS USED IN THE DEVELOPMENT OF DEPRECIATION RATES FOR

THE COMPANY’S PRODUCTION PLANT PROPERTY GROUPS WERE
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ARTIFICIALLY SHORT?

No. The Company’s service lives for its coal-fired, steam-fired, and combined
cycle units were determined by the Company based on the Company’s experience
with and plans for the operation of these units to meet the Company’s unique load
demands under the circumstances and conditions that the Company face. These
circumstances and conditions that led the Company to identify the service lives for
its unique generation units on its system are explained in the testimony of Company
witness Ben Crisp.

In the course of preparing the Company’s depreciation study I discussed the
service lives for the Company’s production plant assets with the Company’s
resource planning group and reviewed material that they provided. I also visited
the Company and toured representative generation facilities containing production
plant assets to observe field operations and obtain local operating input during the
site tours. Mr. Pous and Mr. Pollock, to my knowledge, have not visited the
Company’s generation facilities nor have they considered the operational,
environmental, and regulatory conditions in which the Company operates.

In my discussions with Company management, they explained the review
and analysis of the Company’s many operating generating facilities in the course of
the Company’s resource planning throughout the year. These review and analysis
results are in part reflected in the Company’s Ten Year Site Plan filed with the
Commission each year. In completing the analysis, Company management takes
into consideration all known and anticipated factors that currently impact and that

will impact cach of the operating facilities in the coming years. Such items
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include, but are not limited to, current plant conditions, fixed and operating costs of
the various plants, on-going maintenance costs, the necessity for potential
significant plant upgrades and other costs to comply with regulatory requirements,
and the cost of new replacement facilities. Based upon such considerations,
Company management estimated the terminal dates for each of the individual
production plant properties that establish the estimated service lives in the
depreciation study. In my professional opinion, management completed a full and
thorough investigation of the current and estimated future operations capability of

its generating facilities to estimate these service lives.

WAS THE PROCESS APPLIED BY THE COMPANY TO DETERMINE ITS
ESTIMATED SERVICE LIVES CONSISTENT WITH THE PROCESS
USED BY OTHER UTILITIES IN THE UTILITY INDUSTRY?

Yes. In my experience, cach utility determines its terminal dates for its production
plant assets based on the unique operational, environmental, regulatory, and
economic circumstances that the utility faces. The process may vary somewhat
from utility to utility but they are all making these decisions based on their
evaluation of their unique circumstances. This is exactly what I would expect each
utility company to do. Simply put, every utility operates their generation units
differently to meet their unique load requirements based on the unique nature,
condition, vintage, and operating capabilities of the units they have to meet that
load under their own regulatory and environmental conditions.

Even Mr. Pous and Mr. Pollock do not agree on the recommended service
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lives for the Company production plant assets they question and they refer to orders
or settlements in other proceedings in selected places around the country that
demonstrate there is no uniform service life for each of the production plant assets
they question. I would not expect there to be and I am aware of no industry-
standard service tives for a coal-fired, steam-fired, or combined cycle generation
unit that are uniformly used in the utility industry to establish such service hives.
The Company’s determination of the service lives for its production plant
assets was based on the Company’s experience and judgment and was the product
of an apparent on-going, reasonable intemal management resource planning
process. I saw no reason for me to substitute my judgment for Company
management in the Company’s estimated termination dates that were used to
determine the service lives for these assets in the Company’s depreciation study.
Certainly there is no reasoned basis for the Commission to substituie the
Company’s reasonable judgment based on the anecdotal information provided and

generalizations made by the intervener witnesses.

INTERIM RETIREMENT RATES & RELATED NET

SALVAGE.

WHAT ARE INTERIM RETIRMENTS?

Interim retirements are related to components of location properties (e.g. motors,
pumps, controls, etc at generating plants) that will not live the full period of time
that the overall plant will live. In other words, individual “fixed capital items”

within an operating plant require replacement during years throughout the plant’s
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operating life to enable the applicable plant to continue to operate and achieve its
anticipated overall useful life. The interim retirements are used together with the
Life Span (a.k.a Forecast) Method to calculate the overall average service life of

location type properties.

WHAT IS MR. POUS’ POSITION RELATIVE TO CALCULATING
INTERIM RETIREMENT RATES?

Mr. Pous states that (1) the Company’s use of lowa Survival Curves to identify
interim retirement rates for the production plant accounts are inappropriate and
cumbersome; (2) the use of a constant interim retirement rate based upon the prior
32 years of historical data is a superior approach for estimating future interim
retirements; (3) the Company’s interim retirement rate estimated for Account 312 is
excessive and unrealistic; (4) the Company’s interim retirement rate estimated for
Account 343 is excessive and unrealistic; and (5) the Company provided estimated
mterim net salvage percent schedule (calculated based upon historical study year
data) must be updated for future test year data. Mr. Pous believes Iowa Survival
Curves are inappropriate for Production Plant Accounts because, in his view,
Production Plant interim retirements are different and they therefore cannot be
comrectly analyzed using actuarial analysis. He also claims future interim

retirements cannot be estimated using the resulting lowa Survivor curve estimates.

1S MR. POUS CORRECT?

No, he 1s not.
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CAN YOU EXPLAIN WHAT HIS CONSTANT INTERIM RETIREMENT
RATE CALCULATION IS?

Yes. Mr. Pous used a very simplistic approach to arrive at his incorrect results. He
completed his calculation by simply dividing the aggregate amount of interim
retirements that occurred during the past 32 years through December 31, 2007 by
the plant balance as of December 31, 2007 and then dividing the result by 32 (the
number of years of historical interim retirements in the database) to get his average
yearly historical intenim retirement rate. Even his simplistic calculation is
incorrect,

To properly calculate the interim retirement rate in such a manner one
should calculate the ratio of each individual year’s retirements and the then-existing
plant in service balance available for retirement and subsequently develop a
weighted average of each year’s retirement ratio. In dividing the sum of all year’s
retirements by the current plant balance (the calculation performed by Mr. Pous),
one gets a lower retirement ratio than actually occurred because the current plant
balance (12-31-07) for each property group is significantly higher than existed
during the period of time when the various prior yearly interim retirements
occurred.

Mr. Pous claims that he “....developed interim retirement ratios for each
plant account...”. But, as1 héve demonstrated above, he has not developed interim
retirement ratios for each plant account. Instead, he has performed an aggregate

calculation of one interim retirement for all Production Accounts.
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DOES MR. POUS’ CALCULATION REPRESENT RECENT EXPERIENCE
OR WHAT INTERIM RETIREMENT RATES CAN BE ANTICIPATED
DURING FUTURE YEARS?

No. Mr. Pous’ calculated average retirement ratio is backward looking in that it is
based upon interim retirements that occurred during the 32-year pertod prior to
December 31, 2007. Mr. Pous’ calculation of interim retirement rates gives no
consideration to the increasing level of interim retirements that will occur as
property continues to age. By performing a calculation that relies solely on data
over of 32-year historical period Mr. Pous significantly reduces any consideration
of recent interim retirement experience and gives absolutely no consideration to
expected future interim retirement events. Factors affecting the Company’s
operation of its production facilities today and in the future, however, have
radically changed since the last few years let alone since a period two to three
decades ago. The requirements for the current and future operations of production
plants (and current required ongoing upgrades and replacement of plant
components), do not in any way resemble what was occurring during these earlier
times, especiaily up to 32 years ago. Mr. Pous’ reliance on an alternative constant
interim retirement rate, based upon data from decades past, is incorrect and
inappropriate. Even Mr. Pous’ own cited authority (California PUC U-4, sce
Exhibit No.  (EMR-4)), which he used to support his calculation, indicates that
the Company’s depreciation approach (and industry standard) for calculating

interim retirements for production plant is the “more accurate application.”
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WHAT METHOD DID YOU USE TO IDENTIFY THE LEVEL OF FUTURE
INTERIM RETIREMENTS THAT THE COMPANY’S PROPERTY WILL
EXPERIENCE?

I performed an actuarial life analysis to identify the lowa Curve which best
represents the level of interim retirements that are anticipated to occur throughout
the remaining life of the studied property groups. The life analysis approach that
used to identify the future interim retirements is widely used by depreciation
professional throughout the industry. The exact same process was used in the
Company’s prior depreciation study that was filed in the Company’s last base rate
proceeding. Mr. Pous provided testimony in that proceeding too and he did not
dispute my calculation of interim retirement rates in the Company’s 2005
depreciation study.

Mr. Pous claims the process of using survivor curves to define the interim
retirement rate for life span accounts is cumbersome this time around, but I
obviously was able to perform the analysis for the Company’s 2005 and 2009
depreciation studies. The same approach was also used in the current FP&L
depreciation filing. The same approach is also widely used by depreciation
professional throughout the utility mdustry. It is the accepted standard to identify
the future interim retirements in completing the depreciation analysis for life span

accounts.

WHY IS THE USE OF THE SURVIVOR CURVE ANALYSIS MORE
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ACCURATE THAN MR. POUS’ APPROACH OF USING A CONSTANT
INTERIM RETIREMENT RATE?

This is best demonstrated using Mr. Pous” own illustration on pages 52 and 53 of
his testimony of a car to explain interim retirements. This is an excellent example
to see how Mr. Pous’ recommended constant interim retirement rate approach is
inappropnate and totally incorrect to define the interim retirements that will occur
in conjunction with the future life of the Company’s Production Plant account
investments.

Mr. Pous explains that the replacements parts for a car (e.g. battery, tires,
alternator) are akin to interim retirements in a life span approach. Everyone
recognizes that a new car (absent some unusual circumstance) operates with far
fewer replacements (i.e. oil filter, battery, tires, alternator) when it is taken out of
the showroom as opposed to later in life. It is also important to note that the
replacements (interim retirement items) do not all occur at the same frequency and
that the aggregate level of replacement items increase over time. For example,
while wiper blades and oil filters would likely need to be replaced carly on in the
life of the car, followed then by replacement of the tires and battery, the
replacement of such items as the alternator, exhaust system, or engine, for example,
would likely occur at much less frequency and at later periods of time in the car’s
life. That is, as the car gets older, the owner will experience the on-going
replacement of components with shorter lives, such as the oil filter and wiper
blades, along with the replacement of the items that will survive a longer period of

time before replacement is necessary, such as the exhaust or fuel system.
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As this illustration shows, it is simply a matter of fact that interim
retirement percentages increase with time. 1 would challenge anyone to
demonstrate that older property experiences the same level of replacements as new
property. If that were the case there would be little or no need to replace aged
property with new property.

Mr. Pous readily acknowledges that components of utility property
experience a dispersion pattern with varying levels of increasing retirement ratios
over time for mass property accounts, such as transmission poles and distribution
poles, but he totally rejects the fact that the same dispersion patterns occur with
interim retirements of Life Span-type property. Simply put, however, the same
retirement forces affect all types of property.

The use of Jowa survivor curves to estimate future interim retirement rates
is superior to a constant interim retirement rate because the survivor curve approach
gives recognition to the occurrence of increasing levels of mterim retirements as
property continues to age. Furthermore, the actuarial analysis process specifically
identifies the interim retirement survival/retirement pattern. Simple averages of
historical data (which Mr. Pous uses to arrive at his constant interim retirement
rate) cannot appropriately identify such life patterns.

Thus there is absolutely no rational or reasonable basis for using a constant
interim retirement rate, when a far superior analysis process {actuarial life analysis
and use of Survivor Curves) is available to estimate the future retirements for hife

span property.
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CAN YOU DEMONSTRATE THE IMPACT OF MR. POUS’ IMPROPER
ESTIMATE OF FUTURE INTERIM RETIEMENTS AS A RESULT OF
USING A CONSTANT INTERIM RETIRMENT RATE?

Yes, Exhibit No. (EMR-3} to my rebuttal testimony contains a graphical
presentation of the impact on service life and average remaining life of using a
constant interim retirement rate versus a survival curve. As can readily be seen
from the graph, Mr. Pous’ use of a simple constant interim retirement rate -- even
if it is based upon an analysis of the Company’s historical data -- significantly
understates the future interim retirements and overstates the average remaining life
of the property. Mr. Pous’ interim retirement rate approach fails to appropriately
estimate future interim retirements because his use of a simple 0.02 (2%) interim
retirement rate factor does not recognize that the rate of interim retirements will
continue to increase as the property continues to age, just like the replacement
items Increase as your car gets older.

A summary of historical interim retirement amounts understates future
interim retirements because the interim retirements that have occurred historically
occurred duning the period of time when the properties were newer compared to the
current age of the property and they therefore experienced fewer retirements. As
the properties continue to age increasing levels of retirements will occur.  Also
during earlier periods of time the Company’s Production Plant properties contained
fewer facilities that were in service and exposed to retirement compared to today.

The completion of the actvanal analysis of the Company’s actual

experience identifies the survival patterns being experienced by each of the
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applicable Production Plant property groups. Such an approach is no different than
an analysis of all of the Company’s remaining property groups (which Mr. Pous

readily accepts as the appropriate life analysis approach).

WHY IS MR. POUS’ POSITION THAT THE COMPANY’S ESTIMATED
INTERIM RETIREMENT RATE FOR ACCOUNT 312-BOILER PLANT
EQUIPMENT IS EXCESSIVE AND UNREALISTIC INCORRECT?

Mr. Pous opines that the interim retirement analysis and related net salvage analysis
for Account 312 Boiler Plant causes $394 million of plant retirements to be
estimated over the 20-year remaining life of the property group. For this reason he
suggests that the Company’s estimated interim retirement rate for this account is
unrealistic. Mr. Pous’ opinion is incorrect.

Mr. Pous supports his incorrect opinion by calculating an average yearly
level of retirements over the backward-looking 32-year historical period. He
calculates the overall historical yearly average at $1.8 million. The problem with
Mr. Pous’ calculation is that the Company is not operating in historical times but
must operate its generation units under the conditions that exist today and that wili
exist in the future. Even in the more recent historical period, just in the past five
years prior to the depreciation study however, the Company has experienced more
than $70 million of mterim retirements related to Account 312. In addition, during
the next two years the Company anticipates booking more than $70 million of

interim retirements. That sum of more than $140 million of interim retirements
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which occurred or will occur during the seven year period through year end 2009 is
more than 35 percent of the referenced $394 million of future interim retirements
estimated to occur over the remaining life of the property. Given the ever
increasing level of government regulation and requirements to improve and
enhance the operating facilities to meet air quality standards even greater levels of
changes and related interim retirements can be anticipated over the remaining life
of the property in comparison to what has occurred in the recent past. My estimate
of the future interim retirements rate for Account 312 is clearly representative of
what has occurred in the recent past and what can be anticipated to occur in future

years.

WHY IS MR. POUS’ POSITION THAT THE COMPANY’S ESTIMATED
INTERIM RETIREMENT RATE FOR ACCOUNT 343-PRIME MOVERS IS
EXCESSIVE AND UNREALISTIC INCORRECT?

Mr. Pous highlights the fact that the interim retirement rate changed from an Iowa
48-R0.5 curve in the prior depreciation study to an Iowa 25-01 curve in the current
depreciation study. The driver underlying the recommended change is a dramatic
increase in the level of actual Company-experienced, retirement activity. In the
prior depreciation study through the end of 2003, the Company experienced
aggregate interim retirements totaling approximately $63 million. Just four years
later through the end of 2007, the Company experienced aggregate interim
retirements totaling more than $250 million, or about four times the amount

previously experienced. Over the past ten years the level of interim retirements has
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003563

continued to escalate as the Company continues to maintain and improve its Other
Production fleet.

While the level of interim retirements will likely vary somewhat from year
to year there i1s no reason to believe that future intenm retirements will decline to
the level of several decades earlier, which is what Mr. Pous mncorrectly relies on in
his interim retirement calculation. Mr. Pous expresses concern too with the level of
interim retirements at a relatively young age but that is no reason to believe that
various levels of such retirements will not continue to occur. However, even if a
sizable portion of the referenced retirements from the earlier age analysis were
excluded, the resulting life indication change between the two studies would not be
significantly altered due to the fact that large increases of retirements have occurred
in comparison to the level of retirements that occurred prior to the completion of
the prior depreciation study.

In addition, Mr. Pous readily acknowledges that components of utility
property experience a dispersion pattern with varying levels of increasing
retirement ratios over time for mass property accounts, but again he rejects the fact
that the same situation occurs with interim retirements of Life Span-type property.
Mr. Pous’ rejection of this fact does not change the reality that it actually occurs.
Accordingly, there is no reasonable basis for using a constant interim retirement

rate to estimate the future retirements for life span property.

DOES MR. POUS CITE AN AUTHORITY FOR THE CONSTANT

ANNUAL INTERIM RETIREMENT RATE APPROACH HE USES?
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Yes, he does, but a close look at this authority shows that it supports the
Company’s approach not Mr. Pous’ approach to interim retirement rates. Mr. Pous
cites a 1961 California Publc Utilites Commission publication entitied
“Determination of Straight-Line Remaining Life Depreciation Accruals.” Mr. Pous
relies on the publication’s statement that a simple average can be used to calculate
intertm retirement amounts for life span accounts. However, on page 28 of the
publication (See Exhibit No. _ (EMR-4) to my rebuttal testimony), it specifically
states “Im more accurate applications, this correction (speaking of developing
interim retirement rates) may be developed from an actuarial analysis of mortality
data for the interim retirements.”

The publication continues, on page 31, with the statement that “Certain
methods, as indicated, require detailed technical knowledge for which qualified
personnel may not be available to smaller utilities.” The publication also lists
preferable methods in order of accuracy, from the most accurate to the least
accurate, stating “Considering the methods solely from the standpoint of
accuracy, the preferable methods may be enumerated in the following order:

a. Develop a survivor curve by actuarial analysis and apply direct

weighting of age groups.

b. Develop remaining life by forecast methods.

c. Select a yype survivor curve from actuarial analysis of comparable

property and apply direct weighting of age groups.”
Then at the end of the list as item g:

“g. Determine remaining life by judgment means.”
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Mr. Pous’ approach of estimating a simple constant interim retirement percentage
1s essentially and sigmificantly based on a judgment approach. The CPUC U-4
bulletin clearly identifies the use of actuarial survivor curve analysis as the far more
accurate approach to identify interim retirement rates. This is the exact approach
that I used to develop interim retirement rates for the Company’s Production Plant

accounts.

MR. POUS STATES THAT INTERIM RETIREMENTS ARE SOME HOW
DIFFERENT AND CANNOT BE ANALYZED WITH AN ACTUARIAL
ANALYSIS. IS HE CORRECT?

No, Mr. Pous is incorrect, as his own cited authonty clearly demonstrates. The
California PUC U-4 publication (see Exhibit No.  (EMR-4) specifically states
“In more accurate applications, this correction (Interim Retirement Rate) may be
developed from an actuarial analysis of mortality data for the interim

b2

retirements.” Interim Retirement Rates are developed by an analysis of the total
property within each property group and are applied to the same property group in
arriving at the average remaining life of the category. Mr. Pous would have one
believe that all properties within the property group need to be the same to
complete such an historical analysis. It certainly would be desirable if that were
true but that is never the case with utility property. For example, even if there were
a group of similar motors or pumps that comprised a property group, not all of

those individual property units would experience the exact same life pattemn.

Dispersions of retirement activity clearly exist within all utility property groups.
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IS MR. POUS CORRECT IN HIS STATEMENT THAT THE INTERIM
NET SALVAGE ESTIMATES MUST BE UPDATED FOR THE FUTURE
TEST YEAR DATA?

No he is not. The estimation of future net salvage is essentially no different than the
estimation of average service life parameters. That is, the basic depreciation
parameters (life and net salvage) are estimated as of the depreciation analysis study
date and then applied to the subsequent plant in service until the next
comprehensive depreciation study, when another determination of basic life and
salvage parameters is completed. While he claims that the Company’s interim net
salvage parameters need to be mathematically updated for the additional 2008 and
2009 Company plant activity, he then goes on to state that his own intertm net
salvage recommendations (using his incorrect and inappropriate approach) do not
need to be adjusted for the additional year’s plant activity. Mr. Pous cannot have it
both ways and his attempt to do so clearly demonstrates the fallacy of this

argument.

MASS PROPERTY LIFE ANALYSIS.

WHAT ARE THE MASS PROPERTY ACCOUNTS?

The mass property accounts are those FERC accounts that contain groups of utility
property for which there i1s no set retirement date. These include transmissic;n and
distribution poles, FERC Accounts 355 and 364, respectively, for example. A
transmission or distribution pole enters service and continues to provide service

until it is retired due to wear, tear, storms, or other intervening events. There is no
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estimated retirement date for such utility assets. They are expected to continue to
provide service until they need to be removed.

The Company’s historical database of plant retirements for these mass
property accounts is used to make assessments and judgmients concemning the
service life factors, along with information relative to current and prospective
factors, in order to determine the appropriate future lives over which to recover the
utility’s depreciable fixed capital investments. The actuarial service life data is
used to develop a survivor curve (observed life table). This survivor curve is the
basis upon which smooth curves, the standard Iowa curves, are matched or fitted to
in order to determine the average service life being experienced by the property
account. This process is described in more detail in the Company’s depreciation

study and in my direct testimony in this proceeding.

DOES MR. POUS DISPUTE YOUR ESTIMATED SERVICE LIVES FOR
ALL OF THE COMPANY’S MASS PROPERTY ACCOUNTS?

No, he does not. Mr. Pous recommends alternative service lives for only two mass
property groups, namely, FERC Account 364 (Distribution Poles) and FERC
Account 368 (Distribution Transformers). However, these happen to be two of the
largest mass property accounts. As a result, his recommended alternative service
lives proposals have a larger impact on the Company’s level of depreciation

expense, demonstrating his bias in selecting accounts to dispute.

ARE YOUR RECOMMENDED SERVICE LIVES FOR THESE TWO
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ACCOUNTS PREPARED USING THE SAME METHODS YOU USED TO
ESTIMATE THE SERVICE LIVES FOR THE OTHER MASS PROPERTY
ACCOUNTS?

Yes. 1followed the same process and applied the same standard depreciation
methods to estimate the service lives for FERC Account 364 and FERC Account
368 that I used to estimate the service lives for the other Company mass property
accounts. I also followed the same process and applied the same standard
depreciation methods to estimate the service lives for these mass property accounts
in the current deprecation study that I used for the Company’s prior depreciation
study.

It 1s noteworthy that Mr. Pous did not propose alternative service lives for
these two accounts in the prior base rate proceeding mvolving the prior
depreciation study, notwithstanding the fact that my estimated average service life
estimates for each of the property groups were one (1) year shorter than my
estimates for the same property groups in the current depreciation study. The
current depreciation study analysis started with the exact same depreciation
database from the prior study and included the additional data from that period
forward through December 31, 2007. Little has changed between the completion
of the two depreciation studies with regard to life indications and resulting life
estimates. Mr. Pous, however, now recommends a sizable increase in the estimated
service lives for both property groups. I find it remarkable that Mr. Pous is taking
the position he currently is taking given his prior position with respect to these

same two accounts.
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DID YOU OBSERVE ANY PATTERN TO MR. POUS’ RECOMMENDED
ALTERNATIVE SERVICE LIVES FOR THESE TWO ACCOUNTS?

Yes. Mr. Pous relies heavily on the historical database and fitting the estimated life
service curve to the historical data. However, when the historical data do not fit his
desired goal he secks to exclude the historical data. For example, in his initial
discussion about service life forecasting by fitting the curves to the historical data
he states that less emphasis should be placed on the raw data points at the end of
life of the property group (in favor of greater emphasis on younger aged
experience). However, when he applies his service life analysis to Account 368,
for which he proposes an alternative service life, he weights his historical curve
fitting and future life estimate heavily on the experience near the maximum life of
the property group in this Account.

Also, when the Company’s retirement experience does not support his
proposed service life, Mr. Pous abandons his reliance on the Company’s historical
data in favor of other Company property information or even information from
depreciation studies I performed for other companies based on their unique
experience and data. Ofien the exclusion of data that does not support his analysis
1s accompanied by subjective characterizations of the depreciation study, the
Company’s data, or discovery responses the Company provided as inadequate or
incomplete or whatever other adjective he chooses to use. Mr. Pous’ accusations
are hollow and unsupported. They indicate no real investigation or analysis on his

part. Certainly, what Mr. Pous does is no substitute for the actual application of the
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standard industry depreciation methods that I used to prepare the Company’s
depreciation study.
It is apparent by such actions that Mr. Pous’ proposed alternative service

lives are results driven.

IS HISTORICAL STATISTICAL LIFE ANALYSIS THE SOLE FACTOR IN
ESTIMATING FUTURE AVERAGE SERVICE LIVES?

No. Historical life analysis is a tool used in the life estimation process but it is not
the determinative factor in that analysis. The NARUC “Public Utility Depreciation
Practice” manual makes this clear in the section discussing “Selecting the
Projection Life Curve.” There, the NARUC manual provides on page 126 that
“Depreciation analysts should avoid becoming ensnared in the mechanics of the
historical life study and relying solely on mathematical solutions.” A
depreciation analysis needs to consider the property content of the account, the
range of data, typical service life parameters and current and future expectations in
the process of estimating applicable future service lives. Mr. Pous does not employ
this range of analysis in reaching his recommended alternative service lives for

these two accounts.

WHAT DOES MR. POUS PROPOSE FOR ACCOUNT 364?
Mr. Pous proposes lengthening the estimated average service life for Account 364
(Distribution Poles, Towers and Fixtures), 6 years from the 29 year average service

life I estimated to 35 years.
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DO YOU AGREE WITH MR. POUS’ ALTERNATIVE LIFE ESTIMATE
FOR ACCOUNT 364?

No, Mr. Pous’ estimate is not supported by the Company’s experience. Mr. Pous
reaches his recommended alternative service life through each of the results driven
practices I observed in his analysis and discussed above.

He relies heavily on the observed life table but when historical retirements
do not assist his objective he eliminates them from his analysis. To illustrate, Mr.
Pous picks out and secks to discredit sizable retirements that occurred at age
interval 24.5 to 25.5. Without any empirical evidence whatsoever he calls these
retirements unusual and excludes them from consideration. This is inappropriate.

Furthermore, Mr. Pous claims information the Company provided regarding
its “program to inspect poles on an ongoing basis” supports his recommended
service life for this account. He concludes without any support that the Company’s
inspection program will lengthen the useful life of the Company’s pole
investments. He ignores the fact that the purpose of the mspection program is to
identify the condition of distribution poles and determine what action needs to be
taken based on that condition assessment. The inspection program, therefore, could
just as easily result in retirements and replacements of poles that would not
otherwise have occurred.

Also, in an attempt to support his alternative service life estimate, Mr. Pous
advances a lot of unsupported broad statements and accusations. For example, on

page 91 of his testimony, Mr. Pous states “[t]he survivor curve that I currently
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recommend will be a much better fit to the observed life table in the next
proceeding.....” Given that such activity has yet to occur it is pure speculation on
Mr. Pous’ part.

Further, Mr. Pous claims he conducted an investigation into the data in this
account and that I (erroneously) did not when the only investigation he did was to
go to the historic observed life table provided in the depreciation study report and
determine the numeric retirement values that caused the observed life table to
decline at selected points. This is not an investigation; this is an effort to exclude
data that he does not like.

Finally, on page 87 of his testimony, Mr. Pous states that the life estimate
for Account 364 is shorter than any average service life (ASL) that I have
determmned in depreciation studies for other companies. His recommended ASL is,
according to him, equal to the shortest I determined in one of the many other utility
depreciation studies that I have prepared and that he requested from me in
discovery. We produced these studies to him because he asked for them and not
because I relied on them in any way in the preparation of the Company’s
depreciation study.

Indeed, it 1s inappropriate to rely on studies prepared at different times for
different utilities based on their unique utility systems and experience in arriving at
the recommended service lives (or any other depreciation parameter for that matter)
for PEF’s property accounts when specific Company data is available. Rather, it is
necessary that depreciation study analysis and proposed service lives are estimated

for and from data relative to the Company for which the study is being completed.
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Information from general industry data and/or other companies is used only when
no company data is available. The required anmual level of recovery (based upon
average service live and net salvage plus company investment data) needs to be
based upon the specific experience of the company being studied so that future
depreciation accruals appropriately recover the unrecovered investment in the
property group.

Mr. Pous’ life estimate for the PEF’s Account 364 Poles has nothing to do
with the Company’s experience or anticipated life their property. Mr. Pous’
estimate is simply a results oriented estimate from other operating company’s

service life information.

IS THERE AN ADDITIONAL ISSUE THAT NEEDS TO BE CONSIDERED
FOR THIS PROPERTY GROUP?

Yes, the level of the company’s recovery for Account 364-Poles is currently
significantly unrecovered, which clearly suggests that the Company’s property is
actually experiencing a shorter service life and/or higher negative net salvage than
has been recovered to date. Such circumstances contribute to an under recovery
condition and subsequently produce a higher proposed ARL depreciation rate that

otherwise would exist.

DID YOU PERFORM AN INVESTIGATION AND ANALYSIS ON THE
ACCOUNT 364 DATABASE?

Yes, 1did. A detailed analysis of the vartous account life statistics was performed
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for each of the Company’s plant accounts that were studied. This analysis shows
that the property retirements over the past two decades have generally ranged
between $1 and $4 million per year and they are growing somewhat in more recent
periods. The average age of the retirements generally fell in the range of 25 to 30
years of age. Retirements were lower during the years 2001 to 2003 but they
subsequently increased to all time highs. Individual retirement ages vary from
period to period and will continue to do so in the future. The retirements at age
mterval 24.5 to 25.5 that Mr. Pous calls unusual did occur and are properly part of
the historical data in the same manner as all other property dispersions are properly
included in the data. Contrary to Mr. Pous’ assertion, even if this data were
removed or adjusted (which would not be appropriate), the adjusted analysis result
and estimated depreciation parameters (average service life and Towa curve) would

not be materially altered.

CAN YOU DEMONSTRATE THAT YOUR ESTIMATED FUTURE
AVERAGE SERVCE LIFE FOR THIS ACCOUNT MORE ACCURATELY
REFLECTS THE COMPANY’S ACTUAL ACCOUNT 364 DATA
EXPERIENCE THAN MR. POUS’ ESTIMATE?

Yes. Mr. Pous provided a plot of actual Company historical data versus the
Company’s estimate and Mr. Pous’ estimate as an exhibit to his testimony (Exhibit
JP-7 page 1 of 1). Mr. Pous’ inclusion of the various points of data on his graph is
somewhat difficult to follow but a closer look reveals that his ASL estimate is

inappropriate for the Company’s actual data. I prepared similar plots for Account
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364-Poles, Towers and Fixtures showing the comparative information on two
separate pages to provide additional clarity of the data at Exhibit No.  (EMR-5).
Page 1 of 2 displays a comparison plot of the actual Company retirement data to the
ASL parameters set forth in the Company’s depreciation study. Page 2 of 2 shows
the same comparison plots of the actual Company retirement data to the ASL
parameters recommended by Mr. Pous. It is very obvious from this exhibit that
that Mr. Pous’ recommendation significantly overstates the experienced and
anticipated useful life of the property group. Using Mr. Pous’ recommended
service life would simply further exacerbate the under recovery that currently exists

for this property group.

WHAT DOES MR. POUS PROPOSED FOR ACCOUNT 368?
Mr. Pous proposes lengthening the estimated ASL for Account 368-Line

Transformers 6 years from the 27 year average service life [ estimated to 33 years.

DO YOU AGREE WITH MR. POUS’ ALTERNATIVE LIFE ESTIMATE
FOR ACCOUNT 368-Line Transformers?

No, Mr. Pous’ ASL estimate is not supported by the Company’s experience. Mr.
Pous again picks and chooses the histonical data points that support his
recommendation and discards those that do not. Mr. Pous seeks to discredit sizable
retirements that occurred at age interval 26.5 to 27.5 in this account, again, without
any empirical evidence to support his exclusion of them from the analysis stmply

because he believes they are unusual. Mr. Pous, again, relies on speculation On
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page 91 of his testimony, he repeats the assertion he made for his ASL
recommendation for Account 364 for his ASL recommendation for Account 368,
stating “The survivor curve that I currently recommend will be a much better fit to
the observed life table in the next proceeding.....” Since such activity has yet to
occur, it is pure speculation on his part.

Mr. Pous repeats his erroneous assertion that he investigated the retirement
activity in the account and that I did not. The only investigation Mr. Pous did was
to go to the historic observed life table provided in the depreciation study report
and determine the numeric retirement values that caused the observed life table to
decline at selected points and exclude them from his analysis because they did not
support his recommended ASL. This is not an investigation into the retirement
data.

Mr. Pous further relied again on my recommendations for other utilities in
other depreciation studies prepared based on their unique data and retirement
experiences. This is inappropriate when sufficient data exists for PEF that
represents PEF’s unique retirement experience in this account. Again, it 1s
necessary that depreciation study analysis and proposed service lives are estimated
for and from data relative to the Company for which the study is being compieted.
Information from general industry data and/or other companies should be used only
when no company data is available. The required annual level of recovery (based
upon average service live and net salvage plus company investment data) must be
based upon the specific experience of the company being studied so that future

depreciation accruals appropriately recover the unrecovered investment in the
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property group.

Just like his recommended ASL for Account 364, Mr. Pous’ life estimate
for the PEF’s Account 368 Line Transformers has nothing to do with the
Company’s experience or anticipated life their property. Mr. Pous’ estimate is
simply a results oriented estimate from other operating company’s service life

information.

DID YOU PERFORM AN INVESTIGATION AND ANALYSIS ON THE
ACCOUNT 368 DATABASE?

Yes, I did. A detailed analysis of the various account life statistics was performed
for each of the Company’s plant accounts that were studied. This analysis revealed
that the property retirements over the past two decades have generally ranged
between $4 and $7 million per year and they are growing in more recent periods.
The average ége of the retirements generally fell in the range of 17 to 24 years of
age. There were unusually high levels of retirements during 2004 and 2005 but
those items had no bearing on the retirement amounts discussed by Mr. Pous.
Individual retirements do vary from period to period and they will continue to do so
in the future. Again, the retirements at age interval 26.5 to 27.5 that Mr. Pous calls
unusual did occur and are part of the historical data in the same manner as all other
property retirement dispersions are in the data. And, again, contrary to Mr. Pous’
assertion, even if these specific retirements were removed or adjusted (which would
not be appropriate), the estimated depreciation parameters (average service life and

Iowa curve) would not be materially altered. In fact in reviewing the observed life
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table it appears, at most, that the life indication would likely remain the same, while

the survival characteristic (Iowa Curve mode subscript) may change slightly.

CAN YOU COMPARE YOUR ESTIMATED FUTURE AVERAGE
SERVICE LIFE FOR THIS ACCOUNT TO MR. POUS’ ESTIMATED
AVERAGE SERVICE LIFE?

Yes. Mr. Pous provides a plot of actual Company historical data versus the
Company’s estimate and Mr. Pous’ estimate as an exhibit to his testimony (Exhibit
JP-9 page 1 of 1). Again, his graph is somewhat difficult to follow. A closer look
at the displayed information reveals however that Mr. Pous’ recommended ASL is
mappropriate based on the Company’s actual data. Contrary to his lengthy
discussion about putting less reliance on the tail of the Company’s actual observed
data, Mr. Pous’ plot of his recommended ASL shows, as I noted above, that he
placed an extreme amount of weight on the data at the maximum life or tail of the
property group.

I prepared similar plots for Account 368-Line Transformers showing the
comparative information on two separate pages to provide additional clarity.
Exhibit No. __ (EMR-6) page 1 of 2 displays a comparison plot of the actual
Company retirement data to the ASL parameters set forth in the Company’s
depreciation study. Exhibit No. _ (EMR-6) page 2 of 2 shows comparison plots
of the actual Company retirement data to the ASL parameters recommended by Mr.
Pous. In reviewing the exhibits it is very obvious that Mr. Pous’ recommendation

significantly overstates the experienced and anticipated useful life of the property
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group.

NET SALVAGE,

MR. POUS OPENS HIS DISCUSSION REGARDING NET SALVAGE
WITH A STATEMENT ABOUT THE SIGNIFICANT IMPACT OF NET
SALVAGE ON THE DEVELOPMENT OF DEPRECIATION RATES. IS
HIS STATEMENT CORRECT?
No. Mr. Pous’ assertions on pages 101 and 102 of his testimony about the impact
of net salvage on the development of a depreciation rate relate to the Whole Life
(WL) depreciation methodology not the Average Remaining Life (ARL)
depreciation methodology. The Company’s current and proposed depreciation
rates, of course, are developed based upon the ARL method. Mr. Pous’ point about
the impact of net salvage on the depreciation rate then is irrelevant and misleading.

The inclusion of negative net salvage, under ARL as opposed to WI:, will
cause the proposed depreciation rates to increase compared to situations where no
negative net salvage is included. The extent to which the resulting depreciation
rates increase depends upon the level of recovery that has been previously
achieved. Conversely, to the extent that positive net salvage is estimated the
resulting depreciation rate will be lower than what would occur if no positive net
salvage was estimated.

It is widely acknowledged by depreciation professionals and regulators
alike that utility companies routinely experience far more negative net salvage (i.e.

cost of removal/retirement exceeds gross salvage) for the majonty of the utility
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property account investments than it receives net positive salvage. This
circumstance exists because the property being retired is at the end of its useful life
and therefore, contains little remaining utility or value. Conversely, utility
companies expend funds in the process of removing or disconnecting the facilities
in order to continue providing customer service with new replacement plant.
Typically many, if not most, of the operating property plant categories experience
negative net salvage as opposed positive net salvage.

It is equally generally accepted that the utility companies need to ratably
recovery the total cost of the property investment (original or first cost and end of
life cost) to be made whole. Customers who consume the property in the process
of receiving service need to pay their ratable fair share of the cost of the facilities

used to providing customer service.

Q. DOES MR. POUS AGREE WITH THE COMPANY’S PROPOSED NET
SALVAGE PARAMETERS?

A. Not all of them., Mr. Pous disputes the Company’s proposed net salvage
parameters for fifteen (15) out of twenty-four (24) Transmission and Distribution

and one (1) General Plant mass property FERC accounts.

Q. DID YOU ARRIVE AT YOUR RECOMMENDED NET SALVAGE

PARAMETERS IN THE SAME MANNER FOR ALL 24 FERC

ACCOUNTS?

A. Yes. I applied the same depreciation method and tools to estimate the net salvage
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parameters for all twenty-four FERC accounts,

WHAT CRITICISMS DOES MR. POUS HAVE FOR YOUR NET
SALVAGE PARAMETERS FOR THE 15 FERC ACCOUNTS HE
DISPUTES?

Mr. Pous criticizes my net salvage proposals set forth in the Company’s
depreciation study because he claims 1 (1) rely on data that incorporates
“catastrophic circumstances” related to hurricane events; (2) calculate a forecasted
future level of cost of removal that attempts to only recognize estimated future
inflation; (3) make no meaningful effort to actually identify and understand what is
reflected in PEF’s historical retirement database from a net salvage standpoint,
such as failing to mvestigate the reasonableness of unusually high levels of cost of
removal in the historical database; (4) fail to investigate or explain significant
changes 1n net salvage values between the existing and proposed levels, including
alleged swings that exceed $200 million of net salvage (i.e., Account 364); (5) fail
to explain the underlying reasons for changes that cause revenue requirements to
increase by more than $10 million annually for an individual account; (6) fail to
comply with NARUC Interpretation No. 67 as it relates to reimbursed retirements;

and {7) fail to adequately recognize, or recognize at all, the impact of economies of

scale salvage will have in the future.

DO YOU AGREE WITH MR. POUS’ CRITICISMS?

No. 1 will address criticisms (1) through (5) and (7) above. Mr. Garrett is
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addressing criticism (6) above in his rebuttal testimony.

DOES THE INCLUSION OF HURRICANE-RELATED DATA IN THE NET
SALVAGE DATABASE HAVE AN INAPPROPRIATE IMPACT ON THE
FUTURE NET SALVAGE ESTIMATES?

No. Mr. Pous’ criticism that the net salvage analysis results are inappropriately
impacted by catastrophic circumstances (hurricanes) is incorrect. First, the PEF
property is located in the State of Florida, an area that historically has routinely
experienced various levels of storms and hurricanes. Storms and even hurricanes
are a recurring event in the Company’s service area. Such events will continue into
the future. They, therefore, cannot be ignored since retirements have occurred and
will continue to occur as a result of storms and hurricanes.

Additionally, Mr. Pous’ criticism regarding the inclusion of this data is
premised on his erroneous argument that the cost of removal is not representative
of the Company’s other retirement experience and should therefore be excluded.
He argues with respect to Account 364 for example, that even with the hurricane
circumstances the Jevel of negative net salvage was less negative than the negative
50 percent net salvage | propose for Account 364 in this proceeding. (Pous Test.,
p. 122, L. 14-17). He explains that “in other words” even with the hurricanes the
Company did not sustain a negative 50 percent net salvage. (Id. at L. 17-19). Mr.
Pous’s real argument, then, is that the cost of removal resulting from hurricanes is

not representative of the Company’s cost of removal under other circumstances and

should not be constdered.
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His argument is contradicted by the position his client took in the
Company’s proceeding to recover its storm costs. OPC stipulated there that PEF
shall book to plant in service the normal cost of new plant additions under normal
operating conditions and shall book to the storm reserve only the costs of new plant
additions that exceed those normal amounts. Order No. PSC-05-0748-FOF-EI, p.3.
With respect to retirements and cost of removal expense, OPC argued that cost of
removal should be determined by using the ratio of the Company’s cost of removal
to the cost of retirements based on PEF’s current depreciation study {my 2005
depreciation study for the Company) or PEF’s most recent study. The Commission
agreed, finding that PEF shall calculate removal costs for plant damaged or
destroyed using the rate PEF is currently using to calculate removal cost. (Id. at p.
32). That is what PEF has done and OPC should not be heard to complain about it
now through Mr. Pous in this proceeding.

More significantly to the estimation of the net salvage parameters in the
current depreciation study, however, is the fact that the net salvage analysis
provides the basis to estimate the percentage relationship (as opposed to absolute
dollars of cost) of net salvage amounts to plant in service retired. The resulting
percentage relationship is then incorporated into the development of the proposed
depreciation rate. Because net salvage estimates are based on percentage
relationships (not absolute dollars) between net salvage amounts and retirement
amounts, the actual dollar cost of removal has little bearing on the estimate of the
net salvage parameters. Furthermore, future net salvage estimates are not based

upon one or two years of data, but rather the entire range of data and, importantly,
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considerations of future forecasts of anticipated net salvage percents.

MR, POUS CRITICIZES YOUR USE OF A FORECAST OF FUTURE NET
SALVAGE. IS IT APPROPRIATE TO PREPARE A FORECAST OF
FUTURE NET SALVAGE?

Absolutely. A net salvage forecast is simply one additional tool used to identify
and gain an understanding of the anticipated level of net salvage percent throughout
the remaining life of the present plant in service investments. Given that such
future costs are mostly comprised of labor costs, and labor costs are driven by
inflation, it is correct and proper to perform the forecast calculations presented in
the study. As readily seen in reviewing the study results, the forecast study results
were not used on an arithmetic basis and included without further analysis in the
development of the proposed depreciation rates. Mr. Pous apparently claims the
failure to blindly use the arithmetic net salvage forecast calculations means such
calculations are meaningless. In fact, it stands to reason that the use of the
forecasting tool helps identify the future level of cost of removal. This trend is
taken into account along with the more recent cost of removal experience in
establishing an estimated net salvage parameter that reflects a gradual movement
towards the future cost of removal level. The inclusion of estimated future net
salvage into proposed ARL based depreciation rates is a direct requirement of the

ARL depreciation technmque.

MR. POUS CLAIMS YOU FAILED TO MAKE A MEANINGFUL EFFORT
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TO IDENTIFY AND UNDERSTAND WHAT IS REFLECTED IN PEF’S
HISTORICAL RETIREMENT DATA BASE FROM A NET SALVAGE
STANDPOINT. DO YOU AGREE?

No. 1t is difficult to understand his exact criticism but it appears he is suggesting
that there may be material abnormal events contained in the Company’s salvage
database that should be exciuded. The Company books the depreciation reserve
accounting data in accordance with the Uniform Systems of Accounts. No material
abnormal events were noted in the process of completing the depreciation study.

To the extent his criticism is that I did not review and analyze the historical
database he is wrong. Charges to the Company’s depreciation reserve for gross
salvage and cost of removal are captured through the Company’s accounting
system and reviewed by the Company’s accounting staff. To the extent that items
look unusual in the course of the depreciation study analysis such information is
reviewed. It is unrealistic to expect gross salvage and cost of removal to be the
same each year or to assume that increases will routinely occur at some
predetermined “normal” level. Instead, net salvage (Gross Salvage less Cost of
Removal) routinely varnies from year to year depending upon the operational and
transactional data that occurs during the period. Accordingly, variations of year-to-
year reserve aclivity are one of the primary reasons why banded analysis (3 year, 5
year, etc.) is performed to level out such variations. The depreciation reserve (net

salvage) was also investigated by individual component to highlight the underlying

components that make of the overall information.
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MR. POUS CLAIMS YOU FAILED TO INVESTIGATE AND EXPLAIN
SIGNIFICANT VARIATIONS IN NET SALVAGE BETWEEN THE
EXISTING AND PROPOSED LEVELS. DO YOU AGREE?

No. Mr. Pous references an alleged $200 million swing but he fails to identify the
the source of this reference. Mr. Pous does focus his criticisms on Account 364-
Poles, Towers and Fixture. This is not surprising since it 1s one of the largest mass
property accounts and, therefore, important to his apparent results driven analysis.
It is widely recognized that the facilities that make up Account 364 experience
considerable levels of cost of removal relative to retired property. The removal
process is labor and overhead intensive. Equally, costs related to permits, traffic
controls, and safety, to name a few, are routinely incurred. Salvage is received for
a modest portion of retirements related to vehicular damage or highway relocations.
However, the over whelming majority of the Company’s Poles are anticipated to
live their normal life cycle and will experience no positive salvage. They are
expected to incur an ultimate physical disposal cost. It is obvious by simply
looking at the Company’s actual historical data (contained in Section 8 of the
depreciation study report), that the Company has recently experienced well in
excess of negative 50 percent net salvage --- the level of negative net salvage
estimaied in the Company’s depreciation study report. The analysis of the

Company’s retirement experience fully supports this estimated net salvage.

MR. POUS ALSO CLAIMS THAT YOU FAIL TO EXPLAIN THE

UNDERLYING REASONS FOR CHANGES THAT CAUSE REVENUE
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REQUIREMENT TO INCREASE BY MORE THAN $10 MILLION
ANNUALLY FOR AN INDIVIDUAL ACCOUNT. DO YOU AGREE?

No. Mr. Pous is critical of the impact (increase) on revenue requirements caused
by estimated future net salvage recovery levels. This is because his goal is to
reduce depreciation expense not set a reasonable net salvage parameter so the
Company is assured of recovering its full costs of service from the property. The
net salvage estimates are based upon an analysis of actual Company data and
consideration of anticipated future levels of net salvage. The Company is incurring
such costs as a percentage of plant retirements and is estimated to incur future
negative net salvage costs relative to its existing plant in service investments.
Accordingly, it needs to ratably and appropriately recover the costs from customers
that are receiving the benefit of the service of this property during the life of the
property. Otherwise, in future years, the property will be out of service without the

Company having recovered the cost of the property.

DO YOU AGREE WITH MR. POUS THAT YOU HAVE NOT
RECOGNIZED THE IMPACT ECONOMIES OF SCALE WILL HAVE ON
NET SALVAGE IN THE FUTURE?

No. In general, economies of scale do not and will not occur m utility property
retirements and replacements due to the fact that such properties are not changed
out en masse. To the extent that a groups of properties are or will be replaced such
activity that would occur in future periods would likely also have occurred during

recent periods. Therefore, the relationships relative to plant retirements and effort
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to remove and retire property can be deemed to reasonably represent future work
efforts. Those relationships do not reflect cost savings from economies of scale.
This is to be expected. In discussions with Company employees, they explained
removal or replacement projects are inherently inefficient. Replacements or
removals typically occur in congested areas that are difficult to access, require
permit, safety, and other coordination, and are dispersed throughout the service
territory. Efficiencies that might exist when placing property in a new development
do not exist when a single unit of property needs to be replaced in that same
development after streets, other utilities, houses and other buildings, and
landscaping exist. As a result, little or no cost efficiencies exist with replacement
or retirement projects. This i1s consistent with my experience preparing

depreciation studies for other electric utilities.

Mr. POUS ALSO ATTACKS YOUR ESTIMATES AS UN-
SUBSTANTIATED. DO YOU AGREE?
No. That statement is totally false. The process I utilized is consistent with
and supported by actual Company data across the Company’s entire range
of accounts. Mr. Pous simply does not like the results of the estimates
made relative to estimated future net salvage.
In completing the analysis, consideration is given to the range and
level of historical activity (gross salvage and cost of removal), the content
of the account, and the likely and/or potential for generating gross salvage

at the end of the property’s useful life. Such factors must be considered in
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estimating future net salvage, otherwise an improper level of net salvage
will be estimated (if only the raw historical data is analyzed and an estimate
made from an arithmetic calculation as Mr. Pous seems to suggest, for
example). My analysis process is totally consistent with the process used
by the Company in prior depreciation studies in making a professional
assessment regarding the makeup on the historically experienced gross
salvage.  Likewise this type of assessment was recognized and
acknowledged by the FPSC in consideration and approval of prior net

salvage percents.

WHAT DO YOU HAVE TO SAY REGARDING MR. POUS” ANALYSIS
AND RECOMMENDATIONS?

First, Mr. Pous is inconsistent. He severely criticizes the presentation of the net
salvage forecast analysis and the supposedly un-substantiated estimates in the
development of the future net salvage percent within the Company’s depreciation
study for the accounts for which he proposes alternative net salvage factors. Yet,
he readily accepts the results of the same net salvage study analysis for all the
remaining accounts.

Second, Mr. Pous relies heavily on the average historical net salvage or
gross salvage when it supports his recommended nect salvage parameters,
Similarly, Mr. Pous relies on a single year or event of gross salvage or cost of
removal experience when that year or event best supports his recommended net

salvage parameters. Mr. Pous continuously looks backward in the historical
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database because over time cost of removal has increased and negative net salvage
has generally increased. But we are not setting rates based on historical events or
periods; the depreciation rates, including the net salvage parameters, are set
prospectively.

Finally, 1 analyzed the Company’s data to identify the future trends to
determine the appropriate net salvage parameters for each FERC account. 1 also
supplemented my analysis with discussions with Company management with
responsibility for the assets in each of the Company’s mass property accounts. As
a result, I made an informed judgment what the net salvage parameters should be
for each account. Mr. Pous on the other hand makes recommendations that are
clearly biased toward decreasing net salvage percentages with the apparent goal of
decreasing depreciation expense. With respect to each disputed account, Mr. Pous
recommends a lower, not higher net salvage percentage and the most readily
apparent calcnlation that he makes is the calculated reduction in depreciation

expense that results from his recommendation.

WILL. YOU PLEASE TURN TO MR. POUS’ NET SALVAGE
PROPOSALS?

Yes. What follows are my comments regarding Mr. Pous’ account-by-account
analysis for the fifteen (15) property groups for which he provides alternative

proposals.

WHAT DOES MR. POUS PROPOSE FOR ACCOUNT 353.1-
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TRANSMISSION STATION EQUIPMENT?

Mr. Pous estimates future net salvage at positive 5%.

DO YOU AGREE WITH HIS RECOMMENDATION?

No, I do not. Mr. Pous references a large $11.7 million retirement in the account
and states “...when large retirement activity occurs, on anticipated that large
transformers are reflected in such activity.” Mr. Pous automaticalily jumps to the
conclusion that “all” transformer retirements will automatically experience the
same level of gross salvage. Such an assumption is not true. Mr. Pous simply
ignored both the actual net salvage analysis that was provided in the study which

was approaching zero or turned negative during more recent years.

WHAT DO YOU PROPOSE AND WHY?
My proposed net salvage parameter for this account is zero (0) percent. In my
analysis process, the level of achieved gross salvage was significantly discounted
arriving at my proposed zero (0) percent net salvage. The historical cost of
removal has averaged eleven percent, which would imply negative eleven (11)
percent if one assumed zero (0) percent gross salvage. However, it was anticipated
that some minor level of future net salvage may be received from the disposal of
the retired station equipment. Accordingly, future net salvage was therefore
estimated at a conservative zero (0) percent net salvage,

The $11.7 million retirement referenced by Mr. Pous was related to a

variety of items from the property account of which approximately $6 million was
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specifically related to the retirement of transformers. Conversely, with regard to
the $1.66 million gross salvage experienced, the majority of the amount is related
to transformers, but a large portion of the experienced 2007 gross salvage is
applicable to property that has long been out of service. Specifically, with regard
to the 2007 recorded gross salvage, during 2007 the Company disposed of 50 plus
Transformers, many of which had been retired from service years carlier and were
physically located at various substation sites throughout the Company’s service
area. Given the large size and extra work effort to move the transformers, they had
never been assembled to a central location for disposal. Accordingly, much of the
booked scrap salvage was not relative to 2007 retirements or any other recent
year’s retirement activity. In addition to the recorded retirements and gross salvage
amount, $1.034 million was also incurred for Cost of Removal duning 2007, which
was related to cost of removal related to the 2007 retirements.

The calculation of 2007 net salvage withoui the inclusion of the sale of the
50 plus old transformers would produce negative 22.2% net salvage (31,662,961
recorded gross salvage minus $1,012,843 sale of old out of service transformers
minus $1,034,280 cost of removal/$11,732,609 2007 retirements= $384,162
negative net salvage relative to the 2007 booked retirements).

Mr. Pous makes a further misleading statement, saying: “In 2006, the year
before the large positive net salvage (the positive net salvage was only 5%)
corresponding to the large retirement activity, the Company retired only $2 million.
In that year the Company experntenced the largest negative net salvage percent in its

entire database.” What Mr. Pous fails to mention is that in the preceding two years,
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2004 and 2005, the Company experience retirement of $2.3 and $5.1 million for
which it experienced 16.6% and 17.9% negative net salvage, respectively. Also,
for 2006 the event Mr. Pous references, the negative net salvage percent was 45.2
percent. This activity clearly shows that at the very least the estimated zero (0)
future net salvage is reasonable given that three (3) of the last four (4) years net
salvage experience have been significantly negative.

Lastly, Mr. Pous relies on speculation that the Company will generate
significant level of scrap salvage from future plant retirements. While some
increased levels of scrap salvage may occur, it will likely be limited, plus any such

increase in scrap value is far from certain.

WHAT DOES MR. POUS PROPOSE FOR ACCOUNT 355 -
TRANSMISSION POLES & FIXTURES?

Mr. Pous proposes negative twenty-five (25) net salvage for Transmission Poles.

DO YOU AGREE WITH HIS RECOMMENDATION?

No, 1 do not. Mr. Pous simply ignored the actual recent net salvage in developing
his proposal. Mr. Pous totally failed to recognize or significantly discounted the
fact that negative net salvage for the most recent five years ranged from negative

mnety-two (92) to negative four hundred eighty-four (484) percent.

WHAT DO YOU PROPOSE AND WHY?
My proposed net salvage parameter for this account is negative fifty (50) percent.

The historical net salvage analysis averaged approximately negative fifty-two (52)
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percent net salvage, due to a dramatic increase in the level of negative net salvage
during more recent years. Retirement poles have little or no value at the end of
their life thus the cost of cost of removal/retirement 1s the primary driver for net
salvage in the property group.

The net salvage forecast indicates that end of life cost of removal is
anticipated at nearly two hundred (200) percent. Histoncal gross salvage
experience is calculated at approximately thirty-six (36) percent (a level that will
likely occur only for a limited amount plant retirements refated to damages or
relocations). While there will likely be some modest level of third party damages
for the pole account throughout the property’s life, it 1s not realistic that this
category of salvage receipts will come anywhere close to 36 percent for the entire
property class. A sizable portion of the recorded gross salvage is likely property
returned to stores, which is simply an accounting entry and not real salvage at all.
While various earlier years experienced net positive salvage, in other years the
Company experienced net negative salvage ranging upwards to negative fifty (50)
percent net salvage. Mr. Pous simply ignores the Company’s actual overall and

most recent net salvage experience,

WHAT DOES MR. POUS PROPOSE FOR ACCOUNT 356 — OVERHEAD

CONDUCTORS & DEVICES?

Mr. Pous recommends negative ten (10} percent net salvage.

DO YOU AGREE WITH HIS RECOMMENDATION?
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No, I do not. Mr. Pous recommended negative ten {(10) percent in the current case
but he recommended negative fiftecen (15) percent net salvage in the prior case,
notwithstanding the fact that the Company has experienced dramatic increases in
net salvage during more recent years. Again, Mr. Pous ignored the detailed
information that was provided to him and misrepresented the facts as they exist.
Mr. Pous references the review of work orders in which he identified a credit of
$50,000 to plant as a Contribution in Aid of Construction (which he implies should
be gross salvage). Mr. Garrett addresses his apparent argument that this credit
should have been recorded as gross salvage. Whether it should be or not, the
$50,000 credit is exiremely minimal given that the Company has historically

experienced more than $17 million of cost of removal.

WHAT DO YOU PROPOSE AND WHY?

My proposed net salvage parameter for this account is negative thirty (30) percent.
In this account, while the three year rolling bands are positive for most years, years
during more recent periods experienced considerable levels of negative net salvage.
The level of cost of removal has generally been escalating over time. Future cost of
removal trended to in excess of two hundred (200) percent while overall historical
gross salvage averaged approximately sixty (60) percent. Five year trend analysis
of gross salvage equaled zero (0) percent. Again, the level of historical gross
salvage will simply not occur at the end of the propeﬁy’s life. While some level of
scrap value will be received, such salvage will be limited inasmuch as most of the

property is aluminum conductors as opposed to more valuable copper conductors.
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Given the currently increasing cost of removal and the trend toward higher cost of

removal, I conservatively estimated negative thirty (30) percent net salvage.

WHAT DOES MR. POUS PROPOSE FOR ACCOUNT 358 -
UNDERGROUND CONDUCTORS & DEVICES?

Mr. Pous proposes negative zero (0) percent net salvage for this property group.

DO YOU AGREE WITH HIS PROPOSAL?

No, I do not.

WHAT DO YOU PROPOSE AND WHY?

My proposed net salvage parameter for this account is negative three (3) percent.
The historical net salvage analysis averaged zero {0) percent net salvage. The
forecast net salvage is negative three (3) percent. It is anticipated that a modest
Ievel of future negative net salvage will be required to disconnect the facilities at

the end of their useful lives.

WHAT DOES MR. POUS PROPOSE FOR ACCOUNT 362 -
DISTRIBUTION STATION EQUIQMENT?

Mr. Pous recommends zero (0} percent net salvage.

DO YOU AGREE WITH HIS PROPOSAL?

No, I do not. In arriving at his current 0% net salvage proposal, Mr. Pous simply
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ignored the underlying historical data that was provided to him at his request. Mr.
Pous acknowledges that “negative 15% does correspond to the level adopted in the
Company’s last rate case, which was based on a settlement.” OPC was a party to
that prior rate case settlement.

Lastly, Mr. Pous speculates that the Company will generate significant level
of scrap salvage from future plant retirements. While some increased levels of

scrap salvage may occur, it will likely be limited, plus it 1s far from certain.

WHAT DO YOU PROPOSE AND WHY?

My proposed net salvage parameter for this account is negative fifteen (15) percent.
The overall average experience does not begin to indicate the real expectation with
regard to the anticipated future net salvage for this property group. The gross
salvage has averaged approximately twenty-six (26) percent over the historical
experience but has declined rather dramatically during more recent years.
Accordingly, the gross salvage trended to one (1) percent. The cost of removal has
historically averaged sixteen (16) plus percent and the level has increased during
inore recent years. Cost of removal through the end of the useful service life of the
property group forecasted to in excess of sixty (60) percent.

Much of the gross salvage activity i1s certainly related to accounting
transactions for return to stores. The historical experience is not anticipated in the
future, nevertheless, some modest level of end of life gross salvage (e.g. scrap, eic)
is anticipated to be received at the end of life of the property.

With regard to cost of removal, sizable portions of the investments in this
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property groups are related to the station transformers which can either be retired
and/or moved from one location to another. Retirement and/or relocation of these
facilities are anticipated to occur at much greater frequency for distribution
facilities and for transmission facilities (for which zero percent net salvage was
estimated). With the occurrence of this retirement/relocation activity there will be
a significant work effort and costs incurred in conjunction with those tasks. All of
the above factors were considered in estimating the proposed negative fifteen (15)

percent net salvage for this property group.

WHAT DOES MR. POUS PROPOSE FOR ACCOUNT 364 -
DISTRIBUTION POLES, TOWERS & FIXTURES?

Mr. Pous’ recommended net salvage is negative thirty-five (35) percent net salvage.

DO YOU AGREE WITH HIS RECOMMENDATION?

No, I do not. Mr. Pous’ proposal is based heavily on historical data as opposed to
consideration of future expectancies. The long-term average historical net salvage
and gross salvage are simply not representative of the recent and expected
experience in this account. Mr. Pous is improperly looking to the past to set rates
prospectively when he should be looking more at the cument and expected
experience to set future rates. Mr. Pous also claims I recognized my recommended
net salvage parameter in the last depreciation study was extremely unreasonable.
Mr. Pous’ statement is incorrect. My recommendation then as now is based on my

analysis of the Company’s net salvage experience and expected future net salvage.
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WHAT DO YOU PROPOSE AND WHY?

My proposed net satvage parameter for this account is negative fifty (50) percent.
The Company’s cost of removal is the true driver of the anticipated future net
salvage. The cost of removal has continuously increased in recent years and can be
anticipated to continue to do so in future years. While the historical average cost of
removal was approximately fifty-six (56) percent that level does not begin to
recognize the actual level of cost of removal the Company experienced in more
recent years. In various past years, the Company experienced in excess of one
hundred (100) percent cost of removal.

During the most recent couple of years, this cost of removal moderated
somewhat, but it will likely return to much higher levels in the future. Net salvage
over the past four (4) years temporarily moved to a less negative level than prior
periods. The current estimate of future negative net salvage recognizes the existing
level of negative salvage data notwithstanding the anticipation that during future
years the negative net salvage will again increase to all time high levels. This
anticipation is based upon the fact that net salvage for this property account is
primarily driven by labor cost, and the fact that retirements and related cost of
removal routinely occurs randomly throughout the Company’s service termtory,
requiring extensive travel time plus all the other related cost associated with the
replacement of retirement and removal of Poles.

Considening the recent moderation in cost of removal, and other factors

related to the account, future negative net salvage was currently estimated at a
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lower conservative level of negative fifty (50) percent.

WHAT DOES MR. POUS PROPOSE FOR ACCOUNT 365 -
DISTRIBUTION OVERHEAD CONDUCTORS & DEVICES?

Mr. Pous proposes negative twenty (20) percent net savage.

DO YOU AGREE WITH HIS PROPOSAL?

No, I do not. His proposal heavily relies again on the long-term, backward looking
historical net salvage. Mr. Pous gives essentially no consideration to recent
experience let alone expected future experience. Mr. Pous also speculates, again,

about the level of future scrap value as a basis for his future net salvage estimate.

WHAT DO YOU PROPOSE AND WHY?

My proposed net salvage parameter for this account is negative forty-five (45)
percent. The Company’s net salvage averaged approximately negative twenty (20}
percent, but many of the factors contributing to the positive salvage occurred
during the pertod 1975 to 1985, with some high levels of gross salvage during the
late 1990’s, specifically 1997 to 1999. Such salvage was likely not true salvage.
Because the gross salvage dropped off significantly during the most recent years,
the gross salvage was interpreted as zero (0) percent. Cost of removal has
historically been high, averaged approximately seventy (70) percent, but returned to
all time highs during the last few years. The forecasted end of life cost of removal

aggregated approximately 143 percent. Based upon the available data, future net
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salvage was estimated at negative forty-five (45) percent.

WHAT DOES MR. POUS PROPOSE FOR ACCOUNT 366 -
UNDERGROUND CONDUIT?

Mr. Pous proposes negative 0% net savage.

DO YOU AGREE WITH HIS PROPOSAL?
No, I do not. His proposal is entirely based upon the statement that the property
will be abandoned in place irrespective of the fact that the Company has

experienced negative net salvage.

WHAT DO YOU PROPOSE AND WHY?

My proposed net salvage parameter for this account is negative ten (10) percent.
Historically, the Company has experienced average net salvage of approximately
negative eighteen (18) percent. For the most recent ten three-year rolling bands,
net salvage ranged between negative twenty-four (24} and negative two hundred
forty (240) percent. The forecasted level of net salvage is approaching negative
four hundred (400) percent. Notwithstanding the recent significantly negative
experienced, future net salvage was estimated at a very modest negative ten (10)

percent due to the fact that much of the property may be abandoned in place.

WHAT DOES MR. POUS PROPOSE FOR ACCOUNT 367 -

DISTRIBUTION UNDERGROUND CONDUCTORS & DEVICES?
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Mr. Pous recommends negative five (5) percent net salvage.

DO YOU AGREE WITH HIS PROPOSAL?

No, I do not. Abandonment in place may occur for much of the property, but
retirements are not necessarily limited to that approach. Additionally, even with
abandonment in place, the Company still incurs costs to 1solate and disconnect the
assets from the operating distribution system. Mr. Pous simply chose to ignore this

information.

WHAT DO YOU PROPOSE AND WHY?

My proposed net salvage parameter for this account is negative ten (10) percent.
The Company’s historical net salvage has averaged approximately negative ten (10)
percent net salvage. And, since the early 1990’s, the net salvage has routinely
turned negative and during various years significantly more negative. During the
late 1990’s, notwithstanding the fact that significant levels of gross salvage were
recorded, negative net salvage remained very high. Future gross salvage was
estimated at zero (0) percent inasmuch as the very high levels of gross salvage
during the late 1990’s dropped off significantly in recent years. While levels of
gross salvage have been received in conjunction with third party damage of limited
portions of the Company’s property and will continue to be experienced, it is

extremely unlikely that levels anywhere near the levels recorded in the past will be

* applicable to the “total property group” throughout the property’s life. Conversely,

cost of removal for this property group actually forecasts to in excess of one
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hundred thirty (130) plus percent. Again, all of this data supports my

recommendation.

WHAT DOES MR. POUS PROPOSE FOR ACCOUNT 368 -
DISTRIBUTION LINE TRANSFORMERS?

Mr. Pous recommends negative five (5) percent net salvage.

DO YOU AGREE WITH HIS RECOMMENDATION?

No, [ do not.

WHAT DO YOU PROPOSE AND WHY?

My proposed net salvage parameter for this account is negative fifteen (15) percent.
Historically, the Company has experienced average net salvage of approximately
negative ten (10) percent for this property group. Gross salvage has averaged ten
(10) plus percent and cost of removal has averaged twenty (20) percent. The
forecasted gross salvage is three (3) percent, which is being driven by the recent
decline in gross salvage. Cost of removal levels previously declined during the
turn of the century only to again increase during the last several years. Three year
rolling band costs during recent periods has been n excess of twenty (20) percent
while gross salvage during the same periods have generally been approaching zero
{0) percent. The future forecast cost of removal level is still at more than thirty
(30) percent. Accordingly, future negative net salvage was estimated at negative

fifteen (15) percent.
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WHAT DOES MR. POUS PROPOSE FOR ACCOUNT 369.1 -
DISTRIBUTION OVERHEAD SERVICES?

Mr. Pous estimated negative forty (40} percent net salvage.

DO YOU AGREE WITH HIS RECOMMENDATION?

No, I do not. Mr. Pous claims the updated data yields a positive level of net
salvage. Mr. Pous’ statement is incorrect and unsupported. The net salvage over
the past four (4) did change and the current estimate of future negative net salvage
accounts for that data. Mr. Pous, however, is wrong in his assertion that Overhead
Services routinely gencrate positive salvage. Many of the Company’s Overhead
Services are Aluminum Triplex, which generates a limited amount of scrap value,
plus removing Overhead Services is a labor intensive task resulting in the Company

incurring high costs of removal.

WHAT DO YOU PROPOSE AND WHY?

My proposed net salvage parameter for this account is negative fifty (50) percent.
The Company’s historical net salvage for this property group averaged negative
eighty-nine (89) percent. Gross Salvage averaged approximately seventy-six (76)
percent (much of which is likely relative to return to stores -- which is not actual
salvage), and the cost of removal averaged in excess of one hundred sixty-five
(165) percent. Gross salvage forecasted to zero (0) percent, while cost of removal

forecasted to more than two hundred eighty (280) percent. While future customer
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relocations will likely generate some level of gross salvage, nothing near the
overall recorded levels of gross salvage will be experienced for the Company’s
total plant. Conversely, cost of removal levels will continue to increase over time.
Considering the high levels of both historic and even higher future cost of removal

factors a conservative estimate of negative fifty (50) percent was proposed for this

property group.

WHAT DOES MR. POUS PROPOSE FOR ACCOUNT 369.2 -
DISTRIBUTION UNDERGROUND SERVICES?

Mr. Pous estimates zero (0) percent net salvage.

DO YOU AGREE WITH HIS RECOMMENDATION?
No, I do not. Mr. Pous claims hurricane damage is a contributing factor to negative
net salvage. Given that the facilities are underground little, if any hurricane

damage would occur.

WHAT DO YOU PROPOSE AND WHY?

My proposed net salvage parameter for this account is negative fifteen (15) percent.
The Company’s historical net salvage for this account averaged approximately
negative six (6) percent, which is influenced by the significant levels of positive
salvage during the 1970°s and early 1980’s. Historical gross salvage averaged
approximately six (6) percent, and the gross salvage forecast was zero percent.

While various levels of gross salvage have been received relative to swimming
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pool construction and third party damage, it is extremely unlikely that future levels
will be anywhere near the past levels recorded throughout the total property’s life.
The historical cost of removal averaged eleven (11) plus percent and
forecasted to nearly thirty (30) percent. While it can be argued that much, if not
most, of the underground services will be abandoned in place, the Company will
still incur costs to disconnect the services from the distribution system at the end of
the life. Giving consideration to the historical experience, the results of the forecast
analysis which identifies that cost will continue to escalate in future years, future
net salvage for this account was estimated at a conservative negative fifteen (15)

percent.

WHAT DOES MR. POUS PROPOSE FOR ACCOUNT 370 - METERS?

Mr. Pous estimates negative six (6) percent net salvage.

DO YOU AGREE HIS ESTIMATE?
No, I do not. Mr. Pous simply ignores the range of historical data and events

affecting this property group.

WHAT DO YOU PROPOSE AND WHY?

My proposed net salvage parameter for this account is negative ten (10} percent.
Mr. Pous’ recommended net salvage is less negative than the overall historical
experience. The Company’s historical net salvage for this property group averaged

negative seven (7) percent, which was dramatically influenced by the change out of
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a significant quantity of meters during the last couple of years. During earlier
years, when more typically levels of meter retirements and change-outs occurred,
the level of net salvage was routinely in the range of negative ten (10) to fiftcen
{15) percent or higher. Now that the major change-out has occurred, a return to the
more typical level of cost is anticipated. Furthermore, cost of removal levels are

anticipated to continue to increase over time.

WHAT DOES MR. POUS PROPOSE FOR ACCOUNT 373 -
DISTRIBUTION STREET LIGHTING?

Mr. Pous recommended net salvage is negative five (5) percent net salvage.

DO YOU AGREE WITH HIS PROPOSAL?

No, I do not. Mr. Pous relies on supposed future sales of street lighting systems to
generate unknown levels of positive salvage. He also continues to refer to the
impact of past hurricanes on the study results. Neither of these items is an

appropriate consideration in estimating the future net salvage on this account.

WHAT DO YOU PROPOSE AND WHY?

My proposed net salvage parameter for this account is negative twenty (20)
percent. While the Company’s historical net salvage in this account averaged a
positive eight (8) percent, the average was driven by large positive value dunng the
1970’s and 198(’s. In more recent years, the Company routinely experienced

negative net salvage. The historic gross salvage averaged twenty-seven (27)

83

15600417.1




10

1

12

13

14

15

16

17

I8

19

20

21

22

23

0u3614

percent, which forecasted to zero (0) percent. Inasmuch as Company management
specifically indicated that no municipalities had recently acquired street light
systems much of the gross salvage is likely attributable to return to stores. Returns
to stores 1s not true gross salvage. Likewise, no street lighting system acquisitions
are anticipated for future years. Historical cost of removal averaged more than
nineteen (19) percent and is forecasted to twenty seven (27) percent due increased
future costs. The property within this property group will live to the end of its

useful life and experience the end of life negative net salvage cost.

WHAT DOES MR. POUS PROPOSE FOR ACCOUNT 390 — STRUCTURES
& IMPROVEMENTS?

Mr. Pous recommended positive fifteen (15) percent net salvage.

DO YOU AGREE WITH THIS RECOMMENDATION?

No, [ do not. Mr. Pous ignores the realities of the operations of special use utility
properties in estimating the future net salvage for the property group. His estimate
of future net salvage is generally based upon the premise that the Company will sell

the properties at the end of their service life, which in many cases will not occur.

WHAT DO YOU PROPOSE AND WHY?
My proposed net salvage parameter for this account is negative five (5) percent.
The Company’s historical net salvage for this property group averaged negative

one (1) percent. Historical overall gross salvage averaged approximately five (5)
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percent while the cost of removal averaged six (0) percent. While in some
historical years, the Company expernenced a limited level of net positive salvage, in
far more years the Company experienced either zero or much greater negative net
salvage. During 2007, the Company expenenced the largest retirement of property
($12,158,714) during the 32 year history, and the net salvage relative to that one (1)
retirement year was in excess of negative five (5) percent. While some properties
may be sold from time to time, the facilities are special use properties with littie
value for the structures at the end of their useful life. Ofien times such properties
are refurbished or upgraded and not sold. Such activity routinely generates high
levels of cost of removal and little or no salvage. Accordingly, future net salvage

was estimated at a modest negative five (5) percent net salvage.

MR. POUS ASSERTED THAT YOUR ESTIMATED NET SALVAGE
PARAMETERS WERE EXCESSIVELY NEGATIVE. DO YOU AGREE?

No. I can demonstrate that my recommended net salvage parameters are
conservative and not excessively negative as Mr. Pous erroncously claims. In
Exhibit No. _ (EMR-7) to my rebuttal testimony, I have included a summary of
net salvage factors for selected plant accounts for several operating companies
located in the State of Florida, namely PEF, Florida Power & Light (“FPL™),
Tampa Electric Company (“TECO”), and Guif Power Company. The listed net
salvage rates for TECO are those from the most recent approved Order (Order No.
PSC-08-00145), plus those in effect prior to the order. For Gulf Power the net

salvage rates are from the Company’s 2009 depreciation study. The net salvage
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rates for PEF and FPL are included from the proposed rates in the respectifx;:
company’s depreciation study. I have also included OPC’s recommended net
salvage percentages in the pending PEF and FPL rate case proceedings because Mr.
Pous is the OPC depreciation consultant in both proceedings.

In comparing the data, the Company’s proposed negative net salvage factors
are reasonably comparable, if not lower, than other operating entities within the
State of Florida. While net salvage factors should be based on the merits of the
information within each operating company, the comparison demonstrates that my
recommendations are not excessively negative and in fact are conservative.

The exhibit also demonstrates that OPC’s proposed net salvage factors for
PEF and FPL are driven by a results oriented approach. In several large mass
property accounts (namely Acct 356, 364, 365, 368, 369.1, and 370), Mr. Pous
recommended a percentage level of negative net salvage equal to or higher for FPL
property than he recommended for similar PEF property accounts. Indeed, with
respect to each of the referenced accounts, Mr. Pous recommended a considerably
lower level of negative net salvage for PEF’s property than he recommended for

FPL’s property.

SUFFICIENT COMPANY DATA.

ARE THE DEPRECIATION PROPOSALS SET FORTH IN YOUR
COMPREHENSIVE DEPRECIATION STUDY RELATIVE TO PEF’'S
PLANT IN SERVICE REASONABLE AND APPROPRIATE?

Yes. The Company’s proposed depreciation rates resulting from an analysis of the
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Company’s property investments as of 12-31-2007 and 12-31-2009 are well
founded and fully supported by a detailed analysis of the history of the Company’s
plant in service and the factors anticipated to impact the Company’s property over
the remaining lives of the asset groups. The Company maintains their books and
records in accordance with the Uniform System of Accounts in the Code of Federal

E.egulations.

WAS YOUR DEPRECIATION ANALYSIS OF PEF’S STUDY PREPARED
USING THE GENERALLY ACCEPTED STANDARD DEPRECIATION
METHODS, PROCEDURES AND TECHNIQUES?

Yes. Additionally, the study was prepared in accordance with Commission Rules

25-6.0436 and 25-6.04361, F.A.C.

WHAT STEPS WERE TAKEN TO ENSURE YOU HAD SUFFICIENT
DETAIL TO PREPARE THE PROPOSED DEPRECIATION RATES?

My comprehensive depreciation analysis included a detailed analysis of PEF’s
fixed asset records through December 31, 2007, the end of the most recent fiscal
year. All historical data utilized in the course of performing the detailed service
hfe and salvage study were obtained directly from PEF’s books and records.
Historical vintage data for additions, retirements, adjustments and balances were
cbtained for each depreciable property group. These historical cost records by
FERC account were assembled into a depreciation database upon which detailed

service life and salvage analysis were performed.
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The Company aiso provided estimated proforma January 1, 2008 through
December 31, 2009 data. This data was provided by FERC account for additions,
retirements and adjustments and was used to arrive at the proposed December 31,

2009 investment balance, reserve balance and proposed deprecation rates.

DID YOU RECEIVE THE NECESSARY DATA FROM THE COMPANY
TO COMPLETE THE DEPRECIATION STUDY PROPERLY?

Yes, the Company provided a full and complete database of all of the Company’s
available historical additions, retirements, adjustments and net salvage data (cost of
removal and gross salvage). Additonally, Mr. Pous was in possession of the same
data that I was provided to complete the depreciation study, therefore, he had every
opportunity to assess whether, in his opinion, components set forth in the

depreciation study were reasonable,

DID YOU HAVE ANY DISCUSSIONS WITH MANAGEMENT OR PLANT
PERSONNEL?

Yes, T had detailed discussions with plant and asset management personnel in
power operations (steam and combustion turbine/combined cycle), nuclear
generation, transmission, distribution and general plant (IT/Telecom related)
personnel. I also had detailed discussions with resource planning personnel. These
were comprehensive discussions about the Company’s planned use of assets,
planned retirements, or major upgrades. Additionally, I made several site visits to

view the operation and question Company personnel.
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CONTINOUSLY THROUGHOUT HIS TESTIMONY, MR. POUS BOTH
STATES AND IMPLIES THAT INSUFFIFICIENT INFORMATION WAS
PROVIDED BY THE COMPANY TO SUPPORT THE COMPANY’S NET
SALVAGE ESTIMATES AND TO ENABLE HIM TO COMPLETE HIS
ANALYSIS. DO YOU AGREE?

No. Mr. Pous was provided with all the underlying net salvage database
information that is available within the Company’s records. The information
contained within the Company’s records are items of information that are normally
and routinely maintained by all operating companies in accordance with the
Uniform System of Accounts. In addition, the depreciation study includes a
complete analytical analysis of the historical data through December 31, 2007
along with the completion of net salvage forecast analysis based upon the

underlying historical data.

CONCLUSION.

DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?

Yes.
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CHAIRMAN CARTER: Call your next witness.

MS. TRIPLETT: Thank you, sir.

PEF calls Joe Donahue.

And, Mr. Chair, I deon't believe that
Mr. Donahue has been sworn, and there are a couple of
other witnesses in the room, if you want to do a
swearing in.

CHAIRMAN CARTER: OQkay. Let's do this,
including Mr. Donahue, would all witnesses that will be
testifying today, would you please stand and raise your
right hand so I may be able to administer the oath?

(Witnesses collectively sworn.)

Thank you. Please be seated.

You may proceed.

MS. TRIPLETT: Thank you, sir.

JOE DONAHUE
was called as a witness on bkehalf of Progress Energy
Florida and, having been duly sworn, testified as
follows:
DIRECT EXAMINATION

BY MS. TRIPLETT:

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

A. Yes. My name is Joe Donahue. I'm currently

the Vice President of Nuclear Oversight, and my office

FLORIDA PUBLIC SERVICE COMMISSION
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is 410 South Wilmington Street in Raleigh.

Q. And who do you work for, sir?

A, I work for Progress Energy.

Q. And have you filed rebuttal testimony and
exhibits in this proceeding?

A. Yes, I have filed a rebuttal testimony.

Q. Okay. And do you have any changes to make to
your prefiled rebuttal testimony?

a. Yes. I would like to make the following
changes. The second week in September I changed
positicons. I currently, I previously was, when the
rebuttal was submitted, the Vice President of Nuclear
Engineering and Services. I am now the Vice President
of Nuclear Oversight. And that's in Lines 3, 4 and 5.

The other change is on Line 8. In my previous
job I was involved in both the Pressurized Water Reactor
and the Boiling Water Reactor Owners Groups, and I have
given up those responsibilities.

MR. MOYLE: I didn't hear his new title. If
he wouldn't mind ——

THE WITNESS: It's Vice President of Nuclear
Oversight.

MR. MOYLE: COversight?

THE WITNESS: Oversight.

MR. MOYLE: Thank yocu.

FLORIDA PUBLIC SERVICE COMMISSION
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BY MS. TRIPLETT:

Q. Mr. Donahue, do you think you could scoot this
way to be between the two microphones? Thanks. And now
I can see you better. Thank you.

A. Okay.

Q. With those changes, if I asked you the same
questions in your prefiled rebuttal testimony today,
would you give the same answers that are in your
prefiled rebuttal testimony?

A, Yes, I would.

MS. TRIPLETT: Madam Chairman, we request that
Mr. Donahue's prefiled rebuttal testimony be entered
into the record as though read.

COMMISSIONER EDGAR: The prefiled rebuttal
testimony of the witness will be entered into the record
as though read, with the changes and updates noted by
the witness.

MS. TRIPLETT: Thank you.

FLCRIDA PUBLIC SERVICE COMMISSION




10

11

12

13

14

15

16

17

18

19

In re: Petition for rate increase by Progress Energy Florida, Inc.

Docket No. 090079-EI

REBUTTAL TESTIMONY OF
JOE W. DONAHUE

I. Introduction and Purpose.

Please state your name, position, and business address.

00362

Ni'ee Presidert o Nuctear O erspgnt

My name is Joe¢ W. Donahue. I am a VR-Nuclear Engincering-& Serviees for

Progress Energy Florida (“PEF” or the “Company””). My business address ts 410 S.

Wilmington Street, Raleigh, NC 27601.

What are your duties and responsibilities?
A. My responsibilities include negotiating and managing the uranium mining,

conversion, enrichment, and nuclear fuel fabrication contracts for both Progress

Energy Carolinas, Inc. (“PEC”) and Progress Energy Florida, Inc. (“PEF”). Iam

responsible for making sure the PEC and PEF nuclear generation power plants,

including Crystal River Unit 3 (“CR3"), have sufficient nuclear fuel, on time, and at

a reasonable cost.

Please describe your educational background and work expertise?

A. I earmned a Bachelor of Science degree in Nuclear Engineering from the University

of Massachusetts at Lowell. I joined Progress Energy in 1994 as Plant General
Manager at the Harris Nuclear Plant. [ became vice president of the Nuclear

Engineering & Services department in December 2000 and currently oversee

14513788.2
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Q. Have you reviewed the Intervener Testimony filed in this Docket?

A. Yes, [ have. 1 have reviewed and I will provide rebuttal testimony to portions of the

00364

Nuclear Fuels, Nuclear Materials, License Renewal, Chief Engineering and NGG
Fleet Major Project’s sections.

Before joining Progress Energy, I worked for the Texas Utilities and Arizona
Public Services serving in various management positions. I have held positions in
nuclear plant start-up, plant operations, plant management and managing large
projects. I spent two years (1998-2000) on assignment with the Institute of Nuclear
Power Operations leading 20-person teams evaluating management practices at over
ten nuclear plants. keuwzently serve-on-the Pressurized-Water-and-BoilinsVWater
Regetor-Owners-Groupsand EPRI Nuclear Power Council, Material and NDE

executive management committees.

intervener testimony of Helmuth Schultz III (“Schultz”), filed on behalf of the
Office of Public Counsel (“OPC”). Specifically, I will rebut the Schultz testimony

with respect to the Company’s nuclear fuel balance.

Q. Have you prepared exhibits to your testimony?
A .  Yes. Isponsor the following exhibit, which is attached to my prefiled testimony:

o ExhibitNo. _ (JWD-1), which is a corrected calculation of Schultz Exhibit HWS-
1, Schedule B-3.

This exhibit is true and accurate.

14513788.2 3
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Intervener witness Schultz states that the Company’s requested net nuclear
fuel 13-month average balance of $155.017 million is not supported by the
Company’s witness and/or the filing. Is this statement accurate?

No it is not accurate. Progress Energy has provided a number of schedules that
support the net nuclear fuel projected balance. The Minimum Filing Requirement
Schedule B-16 details the balance sheet accounts which captures all nuclear fuel
activity from 2008-2010. Schedule F-8 only states the amount of natural (non-
enriched) uranium inventory purchases in 2009 and 2010 which have not been

assigned to a specific reload.

Do the nuclear fuel purchases shown in Schedule F-8 reflect all nuclear fuel

inventory procurement costs forecasted in 2009 and 2010?

No. The $41 million in purchases for 2009 represents natural uranium inventory
procurement, which is only part of the fuel expenditures. The Company
inadvertently failed to include an additional $38 million for the cost of reload
batch-specific services (uranium enrichment, fabrication manufacturing and
engineering charges) necessary due to a refueling outage in 2009. Thus the total
expense in 2009 that should have been reflected on Schedule F-8 is
approximately $79 million. Crystal River 3 (“CR3”) does not have a refueling
outage in 2010 and there are no significant reload-specific expenditures.

Therefore the natural uranium inventory purchase, of approximately $29 million,
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1Q. Was the correct figure for 2009 projected nuclear fuel procurements reflected

Al Yes, the Company provided monthly expenditures for nuclear fuel activity in its

Q. It appears that the amount stated in F-8 for 2009 should have been $79 million

Q. Has the Company increased its nuclear fuel inventory levels for 2009 and 20107

003646

represents the total forecasted expenditures for 2010 and was correctly reflected

on Schedule F-8.

elsewhere in the Company’s filing?

Schedule B-16, and the total of those numbers (specifically Accounts 120.1 through

120.4) yields a figure of approximately $75 million for 2009.

as opposed to the approximate $75 million in B-16. Why is this?

A.  When the Company was preparing the Schedule B-16, this $4 million
understatement was discovered in the review process, but the decision was made not
to correct the Schedule because the understatement was considered conservative

while not having a significant impact on the Company.

A. Yes, the Company has increased its nuclear fuel inventory levels for Crystal River

Unit 3 (“CR3").

14513788.2 5
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Q. Before explaining why the Company has increased the inventory, can you

please briefly describe the components of nuclear fuel that are used at CR3?

A. Yes. Nuclear fuel begins with uranium, which must be mined from the ground
using various mining techniques. This raw uranium ore is then milled near the mine
to produce an oxide called U308. Another industry term for U308 is “yellowcake.”
Uranium is found in many locations worldwide, Uranium is a common mineral so
there is little risk that there will be insufficient uranium to meet current and future
nuclear energy production needs. Currently, however, there are limited open
uranium mines due to historically depressed uranium prices. As uranium prices rise,
which recently occurred, expansions of existing mines and the development of new

mines dare expected to meet demand.

The next step is the chemical conversion of the U308 to UF6, which reaches
a gaseous state when heated. Any impurities are removed during this chemical
process and the process of converting the UF6 to a gas is necessary for the next step
in production. This step is the enrichment process. Existing reactors use uranium
with a higher percentage of the U-235 isotope than is found in nature. Natural
uranium contains 0.711 percent U-235, while CR3 needs approximately 4 percent to
5 percent U-235. The enrichment process raises the UF6 from 0.711 percent U-235

to 4 percent to 5 percent U-235.

The final step is to take the enriched UF6, change it to a powder, press and
sinter the powder into ceramic pellets, feed the pellets into tubes in a pre-set order

with inert elements, seal the tubes (thereby forming “fuel rods”) and bundle them

14513788.2 6
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together into fuel assemblies. This is the fabrication process. Once the fuel
assemblies are complete, they are shipped to the CR3 plant site for insertion into the

nuclear reactor.

Q. Why has the Company increased its nuclear fuel inventory levels for 2009 and

2010?

A. The Company’s inventory plan for nuclear fuel is to maintain inventory for the
uranium and conversion components of the nuclear fuel. Every other year, CR3
has scheduled fuel outages in which approximately one half of the nuclear fuel
assemblies are replaced. PEF currently plans to maintain sufficient inventory of
uranium and conversion in the amount of one reload for CR3. This target
inventory for uranium is 400,000 kilograms uranium (KgU) and will represent an
mvestment of approximately $80 million in 2010 (or $200/KgU). This inventory
level allows a minimum of over two years of forward operation of CR3, which the
Company deems adequate to obtain alternate fuel supplies if that were to become

necessary.

Q. What is the objective of the Company’s nuclear fuel inventory target level for
p g

uranium?

A. The Company’s main objectives are to maintain an inventory level for uranium that

provides for working stock, protects against supply interruption, and acts as a

14513788.2 7
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financial hedge to buffer against potential volatility in the nuclear price. Working
stock refers to the uranium which is built up and consumed in cycles corresponding
to the reload schedule. Working stock is needed to reconcile the delivery schedules
from uranium producers with the two year refueling calendar for CR3, considering
the lead times required by the suppliers of intermediate and final processing
services. Working stock also allows for late changes to refueling requirements to
provide an optimal match between the reactor’s energy requirements and the fuel
reload. Finally, working stock balances the small variations between design and as-
manufactured uranium content.

The inventory level (also referred to as “strategic inventory™) is also
necessary to guard against potential supply interruptions. Strategic inventory is a
uranium stockpile that we do not expect to consume except in rare emergency
situations. Progress Energy obtains its uranium from worldwide sources. Given the
relatively few number of uranium producers, and the location of those producers, it
is important for the Company to have a sufficient inventory to protect against an
interruption in the fuel supply. CR3 is on a two-year refueling calendar, so it is
essential to ensure that the Company has the uranium needed to make the reload
schedule.

The uranium inventory also insulates ratepayers from potential large swings
in nuclear fuel cost associated with volatile prices for individual deliveries. By
having uranium in inventory, Progress Energy has the freedom to evaluate what the
most cost-effective purchase is at the time the purchase is made. If the spot market

price of uranium is higher than the cost of the inventory uranium, PEF can use the

14513788.2 8
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inventory uranium for that fuel reload, which aliows flexibility as to when the
Company must enter the market for uranium purchases. As experienced in 2006-
2007, uranfum prices can increase tremendously merely on market sentiments
without any real supply interruption — in the event of a significant disruption in
supply or transportation, available supply could become extraordinarily costly if

available at all.

Q. What is the objective of the Company’s nuclear fuel inventory target level for

UF6 or conversion?

A, The Company’s main objective is to maintain the inventory in the more flexible and

immediately useful form of UF6, which includes conversion, thus reducing the risk
of supply interruption at the conversion stage. Conversion is relatively low-cost
(about 3% of the total fuel cost), yet it is one-fourth of the entire fucl cycle.
Maintaining this inventory represents “insurance” against potential interruptions
(c.g. arecent industry event: the shutdown of the Port Hope Facility due to a
shortage in the supply of hydrofluoric acid). Currently Progress Energy only
obtains conversion from a producer in Canada, although primary conversion supply
is available in the United States, France, Russia, and the UK. , albeit the number of
facilities are very limited (one per country). It is important for Progress Energy to
keep conversion in inventory to ensure that UF6 is available for the other
components to be completed in time for the refueling outages at CR3 every two

years.

14513788.2 g9
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Why doesn’t PEF maintain inventory for the other components of nuclear fuel,

the enrichment and the fabrication processes?

The enrichment and fabrication processes are expensive components of the nuclear
fuel. Unlike UF6, these components are also very specialized and not easily
transferable between reloads to meet emergent needs. Based on the availability of
vendors who can complete this work and the risk being offset, PEF does not see a
benefit in maintaining inventory at this time for these components. PEF does
regularly monitor its nuclear fuel inventory plans, and it may begin holding such
components in inventory if the balance of risk and economics deem necessary. At
this time, for 2010, PEF does not plan to maintain inventory for enrichment or

fabrication.

Does Schultz recommend an adjustment to the Company’s proposed nuclear

fuel balance?

Yes, he recommends reducing the Company’s request for Net Nuclear Fuel of
$155.017 million by $32.766 million ($26.752 million jurisdictional). He would

therefore only allow $122.251 million for Net Nuclear Fuel. (Testimony p. 5)

How does Schultz make this calculation?

A. Mr. Schultz explains, in page 5 of his testimony, that he uses the $41 million of

nuclear fuel purchases in 2009 from Schedule F-8 as the basis for his calculations

14513788.2 10
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Exhibit HWS-1, Schedule B-3. The $41 million was misstated in Schedule F-8 as

detailed earlier in my testimony.

What effect did this incorrect figure have on Schultz’s calculation?

The 13-month average Net Nuclear Balance ended December 2010 is undet-stated

by $34 million.

Did Schultz make any other errors in the calculations he provided in his

Exhibit HWS-1, Schedule B-3?

Yes. As reflected on page 6, line 3 of the Schultz testimony, Schultz deducted
one-twelfth of the amortization included on Schedule B-16. However, Schuliz
neglected to include June 2010 amortization expense of $3.359 million in the total
amortization figure. Adding the June 2010 expense would bring the total
approximate amortization to $39.642 million, rather than the $36.283 million he

calculated in his testimony.

After correcting witness Schultz’s calculations to account for the correct 2009
nuclear expense and the total amortization figure, what is the average Net

Nuclear Fuel balance using Schultz’s methodology?

Making those corrections, and using Schultz’s methodology, results in a Net

Nuclear Fuel balance of $154.709 million, as compared to the $122.251 million

11
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shown in his testimony. These corrected calculations are shown on my Exhibit

No. _ (TWD-1).

What has the Company included as its requested Net Nuclear Fuel balance?

As shown on Schedule B-16, the Company is requesting $155.017 million. This
is just $308,216 ($251,646 on a jurisdictional basis) higher than Schultz’s
proposed adjustment, after correcting the errors. This is a percentage difference of

0.2%.

What accounts for the difference between average Net Nuclear Fuel balance

shown in the B-16 and the corrected calculation of witness Schultz?

Schultz’s calculation is a less precise form of the PEF calculation included in our
filing. Using Schultz’s methodology, monthly amortization charges are summed
over a calendar vear, and then included as an average value for each month of the
year. This type of an alternate calculation can only provide an estimate of the
correct costs for rate recovery. Thus there will be differences between the B-16
figure and Schultz’s methodology due to rounding assumptions and using

averaged values for amortization and expenditures rather than the original inputs.

What is the appropriate amount of Rate Base Adjustment that should be

made given as a result of these Nuclear Fuel calculations?

12
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A There should be no adjustments made to Schedule B-16. As reflected in the

Company’s original filing, as supplemented and further explained by my rebuttal
testimony, the Company’s requested Net Nuclear Fuel Balance is reasonable and
appropriate. The Commission should approve the Company’s request with no

adjustments.

Does this conclude your testimony?

Yes it does.

14513788.2 13
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BY MS. TRIPLETT:

Q. Mr. Donahue, do you have a brief summary of
your rebuttal testimony?

A. Yes, I do.

(o Could you please provide that?

A. Yes. I am currently the Vice President of
Nuclear Oversight for Progress Energy Florida. I was
the Vice President of Nuclear Engineering and Services,
and in that role I was responsible, the responsibilities
included negotiating and managing uranium mining,
conversion, enrichment, nuclear fabrication for both
Progress Energy Carolina and Progress Energy Florida.

The purpose of my rebuttal testimony is to
address certain inaccuracies and conclusions made by
OPC's witness Helmuth Schultz in his direct testimony
filed on October 10th, 2009, with respect to PEF's
nuclear fuel balance.

Witness Schultz suggests that PEF's requested
net nuclear fuel 13-month average balance of 155 million
was not supported by our filing. This is not true. PEF
did provide an MFR schedule, Bravo 16 and Foxtrot 8,
which captures all nuclear fuel activity.

MFR Bravo 16 captures the nuclear fuel data
from 2008 to 2010. And MFR Foxtrot 8 captures the

uranium purchases in 2009 and two thousand -- 2009 and

FLORIDA PUBLIC SERVICE COMMISSION
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2010.

PEF does maintain a nuclear fuel inventory for
reasons similar to nuclear fuel sources such as coal,
gas and o0il. Every other year Crystal River Unit 3 has
scheduled refueling outages, which approximately
one~half of the nuclear fuel assemblies are replaced.

PEF plans to maintain sufficient inventory of
uranium in the amount of approximately one reload for
CR-3. The inventory level is referred to as strategic
inventory. It is necessary tc guard against potential
supply interruptions.

Uranium inventory also isclates the ratepayers
from potential large swings in nuclear fuel costs
associated with volatile prices for individual
deliveries.

In summary, there should be no adjustments
made to the schedule MFR Bravo 16. The company's
requested net nuclear fuel balance is reasonable and
appropriate.

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

MS. TRIPLETT: Thank you. We would tender the
witness for cross-examination.

CHAIRMAN CARTER: Thank you.

Mr. Rehwinkel, you're recognized.

FLORIDA PUBLIC SERVICE COMMISSTON
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MR. REHWINKEL: Thank you, Mr. Chairman.

Good morning, Mr. Donahue.

THE WITNESS: Good morning.

MR. REHWINKEL: Coculd you turn to Page 3 of
your -- that's all the questions I have. I'm just
kidding. No guestions.

(Laughter.)

CHAIRMAN CARTER: Ms. Bradley.

MS. BRADLEY: No gquestions.

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

MR. MOYLE: Thank you.

CROSS EXAMINATION
BY MR. MOYLE:
Q. Good morning, Mr. Donahue.
A, Good morning.
Q. Jon Moyle on behalf of FIPUG. I do have some
questions for you.

On Page, Page 4 I'm trying to understand the
import of an error that it appears that the company made
with respect to failing to include $38 million in, in,
information that was originally filed with, with the
Commission. And I guess on Line 15 you, you addressed
that; correct?

A. Yes, I did.

FLORIDA PUBLIC SERVICE COMMISSION
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Q. Okay. And OPC Witness Schultz, he made
calculations and made his filing of testimony based on,
on certain information that included this error;
correct?

A, Correct. He took, he took a value of
41 million from Foxtrot 8. If you take a look at the
Bravo 16 document, the correct value of 41 million plus
38 million, which comes to 79 million, but the Bravo 16
document fleoats 75.4 million throughout the total of
fuel balance calculations.

Q. And, and it was brought to your attention that
there was an error by Mr. Schultz's testimony; correct?

A, It was brought to my zttention that the
41 million in fox borough —-- Foxtrot 8 included the
uranium only portions of both 2009 and 2010. It did not
include the 38 million for what we call load, reload
specific, which is engineering, procurement, fabrication
for the CR-3 of additional 38. And T do believe he used
the 41 million listed for just the uranium purchases.

Q. All right. And Mr., Mr. Schultz is suggesting
that, that the nuclear fuel amount is, is overstated;
isn't that, isn't that right? He suggests that this
Commission reduce your recovery by $32 million; is that
right?

a. The, in the testimony by Mr. Schultz he did

FLORIDA PUBLIC SERVICE COMMISSION
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recommend reducing by 32 million. But once again, if
you take the, the Bravo 1¢ document and you take the
75 million that's flowed through there, if you account
for that additional 38 million, you account for one
additional emission, which was a June 2010 accrual, in
using his same methodoleogy it comes out to roughly
154 million, which is very cleose to the 155 million
which is in our submittal.

Q. So you see Mr. Schultz's testimony on Page 10,
Line 15, where he says he recommends reducing the

company's request by 32.77

A, Which document are you looking at, sir,
please?
Q. This is your rebuttal testimony.

A, Okay. My rebuttal. Okay.
Yes, sir.

Q. Okay. Now -— and I'm, I'm not clear on this,
but assuming that Mr. Schultz had the accurate
information when he did his analysis, is it your
testimony that, that his recommended reduction, if you
did the calculation, would be, would be higher than this
32.766 reduction?

A. It is my, 1t is my testimony that 1f yocu'd
included the 38 million for batch reload, we would be

extremely close to the original 155 million that was

FLORIDA PUBLIC SERVICE COMMISSICN
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submitted by the Bravo 16 document.

Q. Okay. But how about with respect to the
impact upon Mr. Schultz's analysis? Would that 32.766
number be higher or lower, if you know?

a, The reduction in Mr. Schultz would be lower.
The additicnal difference would be the missed June 2010
amortization of about 3.3 million. And the combination
of both of those would bring us to 154 and some change
versus 155 million. So it would be extremely close

using his same methodology and our methodology.

Q. And is that what's found on Page 12, Line 47
A, That 1s correct.
Q. I'm the guy that's been accused of picking up

pennies. But would you agree that Mr. Schultz's
proposed number, which is I guess 300,000 less, is, is
appropriate?

A. I would say no, mainiy by in his particular
calculation he did take some round-offs in estimating.
His methodology was sound, but he used -- he just

estimated a round-off, so I believe our numbers are more

correct.
Q. Okay. And I want to ask you a few questions
about, about nuclear fuel. I thought you did a very

good job in one or two pages of explaining the process

of, of mining uranium and how it is processed and it

FLORIDA PUBLIC SERVICE COMMISSION
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ultimately turns into these fuel rods. So thank you for
making that simple in a way that someone not skilled in
engineering could, could understand it.

Do your responsibilities include fuel
procurement and supply for the Harris nuclear power
plant as well, which is part of the Progress system?

A. In my previous role as Vice President of
Nuclear Engineering and Services, the fuels department
which reported to that position does supply fuel to the
three Caroclina plants as well as to the Florida plant.

Q. Okay. So, so total system, there are four
nuclear generators?

A. That's correct. Harris, Robinson and
Brunswick in the Carolinas and Crystal River in Florida.

Q. Okay. And, and just roughly a combined
operating life to date of those four units would be?

A. The combined operating life, presently the
three Carolina plants have been extended to 60 years,
and we have a license renewal application in in front of

the NRC as we speak with CR-3.

Q. And that wasn't a very good question.
A. Okay.
Q. I'm just trying to understand as we sit here

today if you took how long all of your nuclear units

have been in operation and added the years, you know,

FLORIDA PUBLIC SERVICE COMMISSION
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what, what that number would be approximately.
A. Harris is roughly 20, Robinson and Crystal

River are roughly 30 plus, and Brunswick is 30 plus.

Q. So roughly over a hundred, over a hundred
years”?

A. Yes.

Q. Now during that 100-year time frame there has

never been a period of time in which the units were
unable to get fuel; correct?
A, During the period of time for the Carolinas we

have been able to obtain fuel for the, for the

facilities.
Q. And the same for the, for the Fleorida units?
A. That 1s correct.
Q. Okay. And you have -- you indicate that the

fuel socurces are from various countries, and there's cne
supplier per country; is that right?

A, Now what -- in the case of -- it depends on
the particular type of, the stream. In the case of
uranium, uranium is found in quite a few countries. In
the conversion there's roughly one major supplier in
each of the countries, and the same thing with
enrichment.

Q. aAnd on, that's on Page 9 of your testimony,

Line 167

FLORIDA PUBLIC SERVICE COMMISSION
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A. And that has to do with the conversion portion
of the --
Q. And the conversion 1s when it's enriched; is

that right?

A. No. It goes from uranium, which is mined in a
mineral, to a gasification, that's the conversion, and
then from the gasification it goes to the enrichment
facility. So it's in between enrichment and the mine.

Q. Okay. And with respect to the enrichment, 1is
that, is that the process that the government gets
involved with and monitors very closely because that
material could be used for purposes other than running
nuclear power plants?

A. The, the enrichment facilities are commercial
facilities, but monitored by the Nuclear Regulatory
Commission with regulations.

Q. Okay. And the suppliers that list, that
you're listing here on the chart, Canada, United States,
France and UK, you know all of those to be allies of the
United States; correct?

A. We have trade agreements with all of those
countries.

(Transcript continues in sequence with Volume

26.)
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