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Introduction

Please state your name and business address.

My name is Patricia Lee. My address is 116 SE Villas Court, Unit C, Tallahassee,
Florida 32303.

Have you previously filed direct testimony in this docket?

Yes, I filed direct testimony on behalf Florida City Gas (“FCG”), which supported the
2025 Depreciation Study, including the subsequent revision and amended filings.
Has your employment status and job responsibilities remained the same since
discussed in your previous testimony?

Yes.

Purpose of Rebuttal Testimony

What is the purpose of your rebuttal testimony?

The purpose of my rebuttal testimony is to respond to the Direct Testimony of Witness
William Dunkel, filed on November 5, 2025, on behalf of the Office of Public Counsel,
and the Direct Testimony of Witness Edwin A. Kunkler IV, filed on November 13,
2025, on behalf of the Florida Public Service Commission, in this instant docket. In
my rebuttal testimony, I will first respond to Witness Dunkel’s assessments and
conclusions regarding the depreciation study submitted for Florida City Gas, before
responding to Witness Kunkler’s assessment of the depreciation study and his
recommended adjustments to the depreciation parameters I have proposed for FCG.

Are you sponsoring any rebuttal exhibits?

Witness Lee 3|Page



10

11

12

13

14

15

16

17

18

19

Florida City Gas
Docket No. 20250035-GU
Rebuttal Testimony of Patricia Lee

A. Yes. Attached to my rebuttal testimony is Exhibit PSL-5, a compilation of
reconciliations for all accounts with significant variances between FCG’s study data
and FCG’s Annual Reports (2021-2024)", and Exhibit PSL-6, a list of Commission
orders where reserve imbalances were corrected over a period shorter than the
remaining life. Both exhibits were prepared under my supervision.

Please summarize your rebuttal testimony.

Certainly. As it pertains to OPC’s Witness Dunkel, I disagree that the methodology
of the depreciation study presented is incomplete or flawed, and address his
assessments as follows:

o [ will address his recommendation that FCG’s depreciation rates should not be
revised, which is based upon a flawed analysis (pp. 16-23);

o I will respond to his characterizations of FCG’s reserve imbalance proposal,
including the analogy he used, which are inaccurate, arbitrary, and not based
on a sound assessment of the data (pp. 5-6);

o I will respond to his various suggestions that aspects of FCG’s depreciation
study and associated reserve amortization proposal are contrary to the USOA
and to Florida’s depreciation rule (pp. 11-12, and 14)

e I will address his representations that FCG’s depreciation study and reserve

amortization proposal are detrimental to FCG’s customers (pp. 7-8); and

'FCG’s Annual Reports (2021-2024) are reflected on Sch G 202X of Exhibit PSL-2 workbook.
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e [ will respond to his assertion that any reserve imbalance should be addressed

through remaining life rates in a future rate case rather than amortization (pp.
49-50, 55, and 58).

As it pertains to Commission Staff’s Witness Kunkler, I will address his testimony

regarding statistical analysis (pp. 6-8), proposed adjustments to the parameters

proposed for Steel Mains (Account 3762) and Plastic Services (Account 3801) (pp. 9-

12), and positions regarding the correction of the reserve imbalance (pp. 12-14).

For clarity, for purposes of my rebuttal testimony, like my direct testimony, I will refer

to the depreciation study submitted in FCG’s 2022 rate case as the “Gannett Fleming

Depreciation Study.”

Are there aspects of Witness Dunkel’s testimony with which you agree?

Yes. 1 agree with Witness Dunkel’s definition of “depreciation” at page 5 of his

testimony. I also generally agree with his assessment that the existence of a reserve

surplus is an indication that customers have overpaid, or are overpaying, depreciation

expense.

Are there aspects of Witness Kunkler’s testimony with which you agree?

Yes. I generally agree with all of Witness Kunkler’s definitions and explanations of

depreciation concepts. As it pertains to Witness Kunkler’s testimony, it appears that

- our primary areas of disagreement pertain to the issue of statistical analysis and the

appropriate parameters for Accounts 3762 and 3801.

Witness Lee 5|Page



10

11

12

13

14

15

16

17

18

19

20

21

II1.

Florida City Gas
Docket No. 20250035-GU
Rebuttal Testimony of Patricia Lee

Regulatory Compliance

On page 26-28, Witness Dunkel states a major part of a new depreciation study
is to perform statistical analyses for life and net salvage determinations. Under
the Commission’s depreciation study requirements, must a company perform
statistical analysis for its life proposals?

No, Commission Rule 25-7.045, F.A.C., does not require that a Company perform a
statistical analysis. Statistical analysis may be used as a tool, but it is not required and
should not be viewed as determinative of future expectations for the life and net
salvage for any account. Reasonable life estimates can be developed through review
of current lives, curve shapes?, company input, and consideration of the average
service lives of other Florida gas companies. As I will discuss in greater detail in
Section V of my testimony, because statistical analysis reflects past account activity,
it provides historical context, but that often does not translate to accurate future
projections. In contrast, the purpose of the depreciation study is to establish forward-
looking life and salvage expectations; consequently, I consider the review of current
lives, current shapes, input of company personnel and average service lives of other
Florida gas companies to carry much greater weight when developing reasonable life
estimates.

Do you agree with Witness Dunkel’s statement that depreciation rates and
amortizations should only be revised with implementation “effective at the same

time as new tariffs/prices charged to ratepayers become effective.”’ ?

2 A curve shape or Iowa curve or mortality dispersion is a graphical representation plotting the percent of
property surviving at each age.
3 Dunkel testimony, page 50.
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No. Depreciation rates should not be restricted to revision only within a revenue rate
proceeding. The Commission has consistently encouraged utilities to file depreciation
studies whenever a need for revised rates is identified, as FCG is doing now. Linking
depreciation rate revisions exclusively to revenue proceedings would discourage
timely depreciation updates due to the high cost of a rate case. Such a requirement also
conflicts with the Commission’s established practice of allowing companies to file
depreciation studies for all or selected accounts whenever the need arises*.

On page 50, Witness Dunkel also suggests that depreciation rates should only
become effective at the same time as new rates and tariffs from the anticipated
rate case. Does the Commission usually dictate implementation dates for revised
depreciation rates?

No. Proposed implementation dates are typically at the company’s discretion. The
Commission just requires a depreciation study be filed at least once every five years
from the last submission and that the Study investments and reserves align with the
proposed effective date. Commission Rule 25-7.045(4)(b—c) provides that: a) if a
company proposes revised depreciation rates to be effective at the beginning of the
fiscal year, the study must be filed before the midpoint of that year; and b) if a company
wants new depreciation rates to be implemented at the same time as new base rates, a
depreciation study is required to be filed with the Company’s Minimum Filing
Requirements (MFRs). However, the actual timing of implementation is generally at

the company’s discretion to propose, unless otherwise specified by stipulation.

425-7.045(4)(a), and (6), F.A.C. requires a gas company to file at least once every five years, but permits a
study to be filed as needed.
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Periodic, regular depreciation filings are much more preferable because rate case
timing is unpredictable. In Florida, depreciation studies are required at least once every
four years for electric utilities and every five years for gas utilities, reflecting
industry-specific technology and technological changes. In states where depreciation
studies are only required in conjunction with rate cases, depreciation rates may go
unreviewed or revised for more than 10 years, depending on when a company chooses
to request a rate increase.’

Do FCG’s Original Study filed February 24, 2025, the Revised Filing submitted
October 3, 2025, and the Amended Depreciation Study filed November 4, 2025,

comply with the Commission’s depreciation rule for gas utilities?

Yes.

Data Integrity and Study Reliability

On page 58, Witness Dunkel states FCG’s changes to its depreciation study prove
that FCG does not have a clear grasp of its own data. What specific revisions have
been made to the February 24, 2025, originally filed study, and do these changes
indicate that the Company lacks a clear understanding of its actual data?

Five instances were identified where the Company updated the originally submitted
February 24, 2025 Study to reflect corrected balances and or parameters. FCG
“refined” its Study on two occasions, October 3, 2025 and November 4, 2025, to

include the following:

5 As an example, the CUC Delaware filed a depreciation study in 2024 commensurate with a rate case. (Docket
No. 24-0906) Depreciation rates had not been revised since 2008, with exception of Account 3900 for which a
depreciation rate was revised in 2018.
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1) A complete list of reserve adjustments;
2) A corrected curve shape for Plastic Mains (Account 3761);
3) A corrected curve shape and average remaining life for Steel Mains (Account
3762),
4) A recalculation of the average remaining life calculation for Transportation
(Account 3922) Light and Medium Trucks, SUVs, and Vans; and
5) Adjustments to average age calculations to address vintage discrepancies for
Steel Mains (Accounts 3762) and M&R Station Equipment (Account 3850),
asset misclassifications for Meters (Accounts 3810) and Meter Installation
(Account 3820) , and hard coded errors in both Mains accounts (Account 3761
and 3762).

Q. Are changes such as the ones you have noted unusual in the context of a
depreciation study?

A. No, they are not and certainly do not reflect that the Company does not know or
understand its data. To the contrary, these revisions were identified while responding
to more than 150 interrogatories and production of document requests from Staff and
OPC. Witness Dunkel’s statement mischaracterizes FCG’s transparency and
cooperation throughout this process, when, in fact, the Commission has recognized,

on more than one occasion that, “In the normal course of review and analysis of any

depreciation study, the Company’s original proposals are frequently refined or
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changed.” Order No. PSC-1995-1050-FOF-GU, issued August 24, 1995, in Docket
No. 19951776-GU.6

FCG has provided all known corrections to the OPC and Commission Staff in a
transparent, straightforward manner, upon its own realization of errors made. Such
transparency and due diligence should not be mistaken for a misunderstanding of the
data or other ineptitude, but rather the appropriate refinement of an analysis as new,
correct information comes to light.

Similarly, at page 20, Witness Dunkel suggests that FCG has acknowledged it has
incorrect data and cannot determine correct numbers. Is the data used by the
Company inconsistent or otherwise insufficient to support the requests
depreciation rates, lives, and salvage values?

No, it is not. Moreover, FCG has never stated nor implied uncertainty regarding the
data used in the 2025 Study. To be clear, FCG was acquired by Chesapeake Utilities
Corporation on December 1, 2023, and therefore does not possess detailed historical
activity records for the period 2021-November 2023. During the acquisition,
Chesapeake loaded the FCG asset listing acquired from FPL into its continuous
property records and project details for ongoing projects as of December 2023. As a
result, FCG cannot provide complete supporting documentation for activities recorded
prior to acquisition and must rely on source records from the prior owners.

Witness Dunkel was provided a high-level reconciliation between booked additions

and audited financial reports for 2021-November 2023, which did not include vintage

¢ See also, Order No. 1995-0180-FOF-TL at page 5, issued February 9, 1995, in Docket No. 19941229-TL,
which was protested, but only as it pertained to United.
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or accounting details. FCG identified variances between the annual reports and prior
property records and reported them as FPL’s reconciling adjustments in schedules
provided to OPC. While detailed historical entries are unavailable, FCG’s continuous
property records are reliable. The activities from 2021-November 2023 are embedded
in the asset balances carried forward into Chesapeake’s records. FCG’s reconciliation
of investments by vintage for 2021-2024 against audited financial statements
confirmed minimal discrepancies and demonstrated that its continuous property
records are the most reliable and efficient source [swiftest means of obtaining the
information] for determining asset distribution as of January 1, 2025, for average age
calculations of surviving investments.

Beginning on page 16 of his testimony, Witness Dunkel asserts that FCG’s
depreciation study violates Florida Administrative Rule 25-7.045(5)(h) because it
relies on data that does not “agree with activity booked by the utility”. He further
claims there are “vast inconsistencies” between the study data and FCG’s audited
Annual Reports, resulting in erroneous calculations for average age, remaining
life, and reserve surplus. Do you concur with Witness Dunkel’s assessment?

No. Witness Dunkel’s conclusion is incorrect and misleading. FCG’s 2025
Depreciation Study complies with Rule 25-7.045(5)(h) and aligns its data with booked
accounting activity. The Company used all reasonably available information and
supplemented gaps with peer group data (Exhibit PSL-4), a standard and accepted

practice in depreciation studies.’

"Order No. PSC-2023-0103-FOF-GU, page 19.
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FCG rejects the claim of “vast inconsistencies” between the study and its audited
Annual Reports. Variances cited by Witness Dunkel for years 2021-2024 reflect
normal timing differences between asset placement and the recording of post-in-
service costs—not errors or noncompliance. These differences do not result in flawed
methodology or inaccurate calculations of the age.

Further, during discovery, FCG provided detailed reconciliations for all accounts with
significant variances between the study data and Annual Reports (2021-2024), as
shown in OPC Interrogatory Nos. 17-19. These reconciliations confirm that the
discrepancies are due to timing with only three instances involving surviving
investment figures differing from source documentation, and those were fully
explained. OPC’s witness did not include any of these reconciliation schedules in his
Exhibit WWD-5. In particular, Witness Dunkel’s choice to highlight a partial schedule
for 2021 at page 19 of his testimony is misleading and inconsistent with the
reconciliations FCG has provided the record. As such, I have included with my
testimony Exhibit PSL-5, which includes the reconciliations provided in response to
OPC ROG 3-17 through 3-19.

Would it be unusual for additions reported on a company’s 2021 Annual Report
to differ from what is shown as the December 31, 2024 surviving investment for
the 2021 vintage?

No. Additions reported in the 2021 Annual Report can differ from the surviving
investment for the 2021 vintage as of December 31, 2024, even without retirements,
adjustments, or transfers. This occurs because legitimate late charges or true-ups

related to the original project cost may be capitalized in a later accounting period.
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These timing differences between the in-service date and subsequent cost entries are
normal and represent valid components of the total capitalized cost.
Please explain what is meant by timing differences.
Assume a project costing $5 million is placed into service in October 2024 with an
expected service life of 40 years. In June 2025, after the project is closed out, the
Company receives a contractor’s final invoice totaling $100,000 for construction work
performed before the project was placed in-service. That $100,000 in late charges is
added to the original costs of the asset and references that same in-service date of
October 2024 as the original entry. Financial records for year 2024 will not be restated
to include the additional $100,000 project variance. Instead, the utility will report the
late charges as part of its new plant additions in the 2025 financials and depreciate the
new additions over the remaining life of the asset, which, at year 2025 assuming a
square-wave curve is 39 years.
On pages 18-23 of Witness Dunkel’s testimony, he characterizes the
inconsistencies between FCG’s data and FCG’s Annual Reports as “huge” and
therefore, the study should be rejected. Do you agree with Witness Dunkel’s
assertion?
No. I do not. The study has been extensively reviewed by all parties (FCG,
Commission Staff, and OPC), reconciled to Annual Reports for 2021-2024, and
amended to incorporate all known corrections. FCG provided these updates to ensure
all stakeholders have the most complete and accurate data available. Rejecting the
study at this stage would be a draconian measure inconsistent with the Commission’s

historical approach to depreciation studies.
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Would there be any changes to the data if the study were rejected and refiled at
a later date?

If the 2025 Study were rejected and refiled later, the implementation date would
change, and the only substantive change to the data would be the inclusion of one
additional year of actual data from FCG’s continuous property records. No other

material changes are anticipated.

Statistical Analysis

Both Witness Dunkel and Witness Kunkler expressed concern that the FCG
study did not include a statistical analysis. Is that a reasonable concern?

No. I will explain there are several reasons why it is not, and should not be a concern.
On pages 27-28, Witness Dunkel contends that FCG did not file a comprehensive,
new depreciation study because the study filed did not include a statistical
analysis. Is statistical analysis required for life and salvage determinations under
the Commission’s Rule 25-7.045, F.A.C.?

No.

Can you give an example of a recent depreciation study completed without
statistical analysis, where the Commission approved new rates and parameters?
Yes. In the recent Florida Public Utilities consolidated natural gas depreciation study,
Docket No. 20220067-GU, the Commission approved revised depreciation rates and

parameters without any statistical analysis being performed.

Witness Lee 14|Page



10

11

12

13

14

15

16

17

18

19

20

21

22

Florida City Gas
Docket No. 20250035-GU
Rebuttal Testimony of Patricia Lee
Did you perform statistical analysis for your life and salvage proposals?
No. After reviewing the information in the last Commission order on depreciation for
FCG, Order No. 2023-0177-FOF-GU, the statistical analysis results from the Gannett
Fleming Depreciation Study, the account activity since 2022, as well as information
gleaned from conversations with FCG personnel, my opinion was that additional
statistical analysis was not needed at this time.
Is this a basis for rejecting FCG’s 2025 Depreciation Study and retaining the
current depreciation rates, as Witness Dunkel suggests?
No. First and foremost, Witness Dunkel’s assertion that FCG failed to file a complete
depreciation study is incorrect and inconsistent with the Commission’s depreciation
rule for gas utilities. His claim rests on the premise that Rule 25-7.045(4)(a), F.A.C.,
requires statistical analysis to support life and salvage proposals. In fact, the Rule
contains no such requirement. FCG’s depreciation study fully complies with the
requirements explicitly set forth in the Rule. The study provides the necessary data,
methodology, and supporting rationale consistent with Commission standards. If the
Commission determines that statistical analysis should be a required component of
future depreciation studies, the appropriate course of action would be to revise Rule
25-7.045, F.A.C. to reflect that expectation. Companies should not be penalized for
failing to provide information that is not currently required under the governing
regulation.
Witness Dunkel also cites a section from the NARUC Public Utility Depreciation

Practices regarding life analysis to support his claim that FCG did not submit a
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complete depreciation study. Does this language support Witness Dunkel’s claim
that FCG did not provide a complete study?

No, Witness Dunkel’s reliance on the referenced passage from Public Utility
Depreciation Practices is misplaced. The language he references states: “Historical
life analysis is the study of past occurrences that may be used to indicate the future
survivor characteristics of property.” (emphasis added). The key phrase is “may be
used.” NARUC does not mandate that historical life analysis must be employed to
establish future life expectations. Rather, it acknowledges that such analysis is one
possible tool among others available to depreciation analysts. Moreover, the NARUC
Public Utility Depreciation Practices manual advises against strict reliance on
historical data and fitting, and states, “Depreciation analysts should avoid becoming
ensnared in the historical life study and relying solely on mathematical solutions. The
reason for making an historic life analysis is to develop a sufficient understanding of
history in order to evaluate whether it is a reasonable predictor of the future. The
importance of being aware of circumstances having direct bearing on the reason for
making an historical life analysis cannot be understated.... The analyst should become
familiar with the physical plant under study and its operating environment, including
talking with the field people who use the equipment being studied.”® (Emphasis
added) Thus, neither NARUC guidance nor Rule 25-7.045, F.A.C., requires historical

life analysis to determine average life expectancy.

8 Public Utility Depreciation Practices, published by the National Association of Utility Commissioners, 1996,
page 126.
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In your experience, is it prudent to base life and salvage projections on historical
trends?

No.

Please explain.

For any depreciation study, considerations other than the historical data should inform
the service life and net salvage recommendations, because conducting a depreciation
study involves estimating the future (e.g., the future service life experience and timing
of future retirements) over many decades. FCG’s overall data is available for a
relatively short period of time (19 years). Relying only on historical data assumes that
the future service life experience and retirements will be substantially the same as the
past, which, in my experience, I have found is usually not a reasonable assumption.
This is true even if there is extensive historical data available that provides fairly
definitive indications of how long assets have survived in the past.’

For a company such as FCG, with more limited data, it is more critical to exercise
judgment in estimating service lives. Accordingly, while I reviewed the statistical
analysis results in the Gannett Fleming study, the limited extent of available data
requires that other factors—such as Commission-approved estimates in prior
depreciation studies for FCG and other Florida gas companies—be given greater
consideration than would be the case for a utility with a much more extensive data

history.

® For example, Tampa Electric Company has approximately 75 years of data based on information in Docket
No. 20230139-EI.
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On page 28,Witness Dunkel asserts that FCG has claimed that retirement rates
averaging less than 1% are meaningless. Did you make that claim?
No, nor did I claim that that means there is something wrong with the data. The data
itself is not meaningless, insufficient, or unreliable; rather, it is the statistical analyses
results of such minimal retirement activity that lacks value. Retirement rates averaging
less than 1% indicate a lengthening of service life, as Witness Dunkel acknowledges
on page 29 of his testimony. He further concedes on page 31 that multiple average
service lives and curve shapes could fit the data. That is precisely my point: extremely
low retirement rates allow for numerous possible curve fits, making reliance on the
service lives of other Florida gas companies both necessary and consistent with
Commission practice for life projections.

In normal circumstances, conducting the same statistical analysis year after year is not
productive for determining useful life indications. In contrast, reviewing average
retirement rates, as I did, will show if — and when — there is any change in the
retirement pattern that warrants further investigation as to cause, and possibly the need
to conduct a new life analysis. Statistical analysis will, at best, only reveal how the
subject plant investment has lived in the past. As such, reliance solely upon statistical
analysis in the determination of an average service life has limited benefits and is only
valuable if the.future is expected to mirror the past.

On pages 31-32, Witness Dunkel suggests that your assertion that retirement

rates averaging less than 1% per are not reliable for statistical analysis is not
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supported by the NARUC Public Utility Depreciation Practices. Do you agree?
While there is not a specific citation, the National Association of Regulatory Utility
Commissioners (NARUC) discusses stub curves, that is, incomplete curves that do not
reach 0% surviving. NARUC states “It is generally considered desirable to have the
stub curve drop below 50% surviving.”!® Additionally, in Depreciation Systems by
Frank Wolf and Chester Fitch, stub curves with more than 70% surviving are
considered not a reasonable fit with accuracy to complete curves.!!

For example, accepting the curve graph and original life table as presented in Exhibit
EAK-1 of Witness Kunkler’s testimony for the combined Steel and Plastic Mains
accounts (Account 3761 and Account 3762), a stub curve exists with more than 70%
surviving. Therefore, it is logical to conclude that the data should not be considered a
reasonable fit to a complete curve.

Because there is no reasonable fit to a complete curve, how did you determine
that the R2.5 curve is appropriate?

This is where professional judgment comes into the process. Certainly, historical data
would indicate very little infant mortality (early retirements). From conversations with
FCG, its program to relocate mains from the customer’s back yard to more accessible
areas as well as the program to retire orange pipe due to safety concerns has led to
increased future retirement expectations, and a mortality dispersion (curve shape)
recognizing more early retirements. While the historical data may indicate a higher

mode curve, taking the above into consideration supports a curve indicating more early

10 public Utility Depreciation Practices, published by the National Association of Utility Commissioners,
1996, page 120.
Y Depreciation Systems, Frank K. Wolf and W, Chester Fitch, lowa State University Press, 1994, pages 48-50.
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retirements than historical indications. The existing curve shape underlying the
currently prescribed average remaining life is an R2. My professional judgment is an
R2.5 curve recognizes some increase in retirement expectations and is more indicative
of the future.

Do any of FCG’s accounts provide complete survivor curves?

No. A survivor curve will extend to the maximum life when the group or account is
fully retired or approaches full retirement. This means that a curve and average service
life are not known until the group or account retires. We are dealing with estimates
based on the most current information available including judgement. Judgement is
not limited to estimating future expectations and is often used where there is a limited
data set. This does not mean that FCG’s data is incomplete. It means that more
subjectivity enters into determination of a curve shape that is a mix of history and
future expectations. There are curve fitting techniques, such as mathematical or visual
methods, that can be used in extending the stub curve'? to a complete curve in order
for a life calculation to be made.

Did you use professional judgement in developing your proposed lives, curve
shapes, and net salvage values?

Yes, as well as input from company personnel.

Why is it important to give significant weight to information obtained from
Company subject matter experts, as well the professional judgment of a

depreciation expert?

12 A stub curve is an incomplete curve, one that does not extend to maximum life.
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FCG has changed ownership since 2022 and will not be subject to the same historical
retirement patterns and net salvage practices and procedures. This makes reliance on
current operational insight in combination with relevant professional judgment in
depreciation much more important to incorporate in the future life and salvage
expectations. FCG’s personnel are knowledgeable about the assets being studied and
deal with these assets as part of their work assignments. Their input is invaluable given
the small level of analytical data and should carry significant weight, especially when
historical statistical analysis does not capture forward-looking insight. In addition, as
I’ve noted earlier, this is consistent with the guidance in the NARUC Public Utility
Depreciation Practices manual. 13

Witness Dunkel also suggests that FCG has miscalculated the average retirement
rate. Is he correct?

No. It appears that Witness Dunkel misunderstands how FCG has made its calculations
in Schedule F-1. FCG’s calculation takes the retirements during the year divided by
the exposures (plant in service at the end of the years plus the retirements during the
year). Exposures equate to the plant exposed to retirement during the year.

Is the retirement rate calculation in FCG’s Schedule F-1 consistent with
appropriate depreciation methodology?

Yes.

Did Witness Dunkel provide any support for his assertion that the calculations

were incorrect?

B Public Utility Depreciation Practices, published by the National Association of Utility Commissioners,
1996, page 126.
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No. While he offered an example and referred back to the prior study, his underlying
analysis was unsupported and still misunderstood FCG’s calculation of the retirement
rates.

Does Witness Dunkel’s assessment that FCG’s depreciation study is based on
“circular logic” hold water?

No. It does not. FCG’s proposed lives are based on a reasoned analysis of historical
experience, industry benchmarks, and forward-looking expectations. While past data
informs the study, it is not the sole determinant—for projecting future service lives.
Florida gas utilities are subject to similar meteorological conditions (i.e., hurricane
incidence), and subsurface conditions (e.g., karst geology, saltwater intrusion and
corrosion). Additionally, being in a peninsular environment, Florida companies are
subject to similar operating and environmental conditions of heat and humidity. They
are also subject to similar regulatory envirénments relating to, for example, storm
protections that impact maintenance and retirements. Expensing and capitalization
practices are also similar among Florida companies regardless of the number of
customers being served. Thus, comparisons to the service lives of assets for other
similarly-situated companies is appropriate and aligns with Commission standard
practices, ensuring that estimates reflect both historical trends and anticipated
conditions. The range of lives for the companies in Florida has historically been used
as a range of reasonableness for company proposals, as well the Commission’s

analysis of those proposals.!* There is nothing circuitous about it.

14
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Parameter Selection and Objectivity

Life Parameters

Q.

On page 6 of Witness Kunkler’s testimony, lines 2-5, he suggests that, for this
study, you relied, at least in part, on the life analysis from the Gannett Fleming
Depreciation Study. Is that a correct assessment?

No. I reviewed the study as a reference tool, accepted the results at face value, and
determined that additional statistical analysis was not necessary. That does not mean
I agreed with the conclusions. Statistical life analysis depends not only on the input
data and output, but also on the assumptions and variables selected by the analyst
running the program. Because I do not know all of those assumptions, I cannot state
whether the analysis is correct in the Gannett Fleming Depreciation Study. All I can
say is that the analysis represents the results he produced, and I recognize that other
interpretations are possible. Moreover, I did not believe it appropriate to rely on data
from a study that was not actually approved by the Commission.

On pages 8-9, Witness Kunkler proposed an R4 curve for the combined Steel and
Plastic Mains (Account 3761 and Account 3762). Is this curve appropriate in
depicting future retirement expectations?

No, Witness Kunkler’s proposed R4 curve is not appropriate for depicting future
retirement expectations for the Steel Mains (Account 3762). FCG’s proposed R2.5
curve better reflects anticipated future conditions of increased retirements due to the
SAFE program as compared to the existing R1.5 for Steel Mains (Account 3762).
While the R4 curve reasonably represents historical life characteristics, it assumes a

very minimal retirement pattern that does not reflect the Company’s anticipated
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conditions. For this reason, it’s important to give more weight to company input and
the professional judgment of a depreciation expert for future expectations. FCG has
demonstrated that its SAFE program will accelerate retirements of older mains,
making the R2.5 curve a more accurate and forward-looking choice, including the
Company’s plan to continue adding new steel mains. The R2.5 curve incorporates both
historical data and Company input regarding planned replacements, ensuring that
depreciation rates align with expected future activity rather than trends that no longer
apply. Additionally, adopting R2.5 minimizes intergenerational inequity by allocating
costs more fairly across current and future customers, rather than deferring expenses
far into the future as the R4 curve would. This approach is consistent with regulatory
principles and industry practice, which emphasize prospective analysis and expert
judgment when known changes in retirement patterns are imminent.

On page 9, Witness Kunkler claims FCG’s proposed 65/R2.5 life pattern “does
not adequately represent the dispersion witnessed in historical retirements” and
argues that “a 65/R4 life pattern is a better representation.” Does this suggest his
analysis relied solely on historical data?

Yes. His testimony indicates he based his recommendation for life/curve pattern for
Steel Mains (Account 3762) on a curve derived from historical retirements in the
Gannett Fleming Depreciation Study. He did not incorporate the Company’s

expectations or judgment about future retirements, including those influenced by

FCG’s SAFE program.
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What life/curve pattern did the Commission approve for Steel Mains (Account
3762) in FCG’s last proceeding?

The Commission approved a 65/R1.5 life pattern in the last rate case, Order No. PSC-
2023-0177-FOF-GU.

Is Witness Kunkler’s reliance on Gannett Fleming Depreciation Study an
appropriate basis for making adjustments to FCG’s 2025 Depreciation Study?
No. It is important to remember that FCG is proposing parameters of how the
investment is expected to live in the future not how it has lived in the past. While the
Gannett Fleming Depreciation Study can serve as a reference, it should not be the
primary basis for any recommendation.

The existing R1.5 curve indicates more future retirements than FCG expects. Witness
Kunkler’s proposed R4 curve indicates few retirements through age 33. The R4 curve
may be indicative of how the account has lived historically, but based on company
input described above, a lower modal curve than R4 is appropriate.

On page 9, Staff Witness Kunkler states that a R4 is a better representation for
the Steel Mains (Account 3762) historical retirements. Do you agree?

No. Again, his recommendation relies solely on historical retirement data and the
statistical analysis in the Gannett Fleming Depreciation Study. Because FCG’s
historical data is limited, it is critical to consider additional factors—such as future
expectations under the SAFE program—which he ignores. While R4 reflects past
retirements, it does not account for anticipated changes based on input from Company

personnel.
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Salvage Parameters

As it pertains to the salvage proposal in the 2025 Depreciation Study, Witness
Dunkel suggests that FCG’s net salvage proposals are intended solely to increase
the calculated reserve surplus. Do you agree?

Absolutely not. FCG’s net salvage proposals are based on a comprehensive review
that includes historical salvage data, recent trends, input from subject matter experts
(SMEs), projections from other Florida gas companies, and professional judgment.
These proposals were not designed to create or enlarge a reserve imbalance.

He also suggests that the reserve surplus is designed to benefit shareholders and
therefore a conflict of interest for the personnel selecting the parameters. Do you
agree?

No. That is an absurd assessment from several perspectives that he repeats several
times throughout his testimony. Repeating it, however, does not make it true,

First, I conducted the study and the responsibility for the selection of the parameters
ultimately rested with me. I am an outside consultant to the Company. I am not a
shareholder in the Company nor am I a regular employee.

Second, the data utilized and analysis conducted to complete the 2025 Study is
consistent with the Commission’s Rule, NARUC’s Public Utility Depreciation
Practices manual, and Commission-accepted depreciation policies.

Third, the reserve surplus reflected in the 2025 Depreciation Study was the result of
the 2025 Study, not the goal, as Witness Dunkel implies. If he were correct, the
Company’s self-initiated adjustments, which ultimately reduced the reserve surplus

from that reflected in the initial filing, would be completely illogical.
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Fourth, a reserve imbalance does not benefit either shareholders or customers. It is not
an account or pot of money from which shareholders can make withdrawals.
Finally, the Company’s proposal to amortize the surplus over two years is specifically
intended to return the benefit to current customers through lower depreciation
expenses, consistent with Commission precedent, as both I and Witness Everngam
have stated previously.
Do you agree with Witness Dunkel’s assessment that FCG’s net salvage proposals
for Plastic Services (Account 3801) and Steel Mains (Account 3762) are simply a
means to increase the reserve imbalance and are not supported by facts in this
case?
No, I do not agree. While historical data shows net salvage more negative than FCG’s
proposals, Company SMEs anticipate less negative net salvage going forward.
Improved accessibility to retired pipe is expected to reduce labor costs, which are the
primary driver of removal expense. FCG’s proposals also consider the net salvage
estimates of other Florida gas companies, as shown in Exhibit PSL-4. Although recent
experience from 2020-2024 reflects more negative net salvage, judgment and SMEs
input should carry greater weight than historical averages, particularly given the
minimal retirement activity for these accounts. For Steel Mains, net salvage has
steadily improved—from negative 97% in 2021 to negative 1% in 2024—and, under
Chesapeake’s removal practices, this trend is expected to continue. Plastic Services
show a similar, though less pronounced, improvement. Witness Dunkel’s reliance on
historical salvage ignores these trends and operational changes, making his conclusion

misleading.
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Did Witness Kunkler have concerns with regard to FCG’s proposed net salvage
factors?

Witness Kunkler disagrees with FCG’s proposed net salvage factors for Steel Mains
(Account 3762) and Plastic Services (Account 3801). He contends that FCG has not
provided sufficient support for proposing less negative net salvage values, given that
both historical data and the recent 2020-2024 period reflect more negative net salvage
than the Company’s recommendations.

What information has FCG provided to support its proposed net salvage factors?
FCG’s proposals are based on multiple considerations. First, input from Company
SMEs indicates that less negative net salvage is expected in the future, primarily due
to improved accessibility to retired pipe, which will reduce labor costs—the largest
component of removal expense. Second, the proposals reference net salvage estimates
from other Florida gas companies, as shown in Exhibit PSL-4. While recent experience
from 2020-2024 reflects more negative net salvage than FCG’s recommendations,
judgment and SME input should be given greater weight than historical averages,
particularly given the minimal retirement activity for these accounts. For Steel Mains,
net salvage has improved significantly, moving from negative 97% in 2021 to negative
1% in 2024, and under Chesapeake’s removal practices, this trend is expected to
continue. Plastic Services show a similar, though less pronounced, improvement.
Witness Kunkler’s position—that no change should be made because current factors
fall within the range of other Florida companies—fails to consider these trends and
operational changes. His reliance on historical salvage is misleading given the very

low retirement rates for these accounts.
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Handling of Reserve Imbalances

Witness Dunkel contends that FCG’s proposal to amortize the reserve surplus
over a period shorter than the average remaining life is tantamount to giving the
surplus to FCG’s owners by providing an analogy. Do you agree?

No. Again, a reserve imbalance, in either direction, does not equate to a funded
account. A reserve surplus occurs when customers over pay their fair share of
depreciation expense. FCG’s proposal amortizes this surplus by reducing depreciation
expense for two years, directly lowering cost of service. No cash is “taken” from the
reserve; the reserve is an accounting mechanism, not a bank account. The adjustment
ensures customers who contributed to the surplus are more likely to receive the benefit
promptly, consistent with Commission precedent.

FCG’s proposal reduces depreciation expense by approximately $11 million per year
for two years. This reduction flows through cost of service, benefiting customers.
Amortization using the remaining life approach would take much longer to return the
surplus to FCG’s customers.

Witness Dunkel’s suggestion that the surplus should be refunded through tariff
reductions conflates depreciation accounting with revenue requirement adjustments,
which is not how reserve corrections are handled under Rule 25-7.045, F.A.C.

While it is true that any increase or decrease in depreciation expenses will affect a
company’s earnings, in FCG’s case, the decrease in depreciation expenses will simply
allow the Company to earn within its authorized rate of return range, as detailed in the
rebuttal testimony of Matt Everngam. In that regard, I do agree with his statement at

page 54, in lines 10-13, that, “If the amount of depreciation expense that is being
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recorded in the Depreciation Reserve is not based upon the depreciation expense that
is being collected from the ratepayers, that makes the Depreciation Reserve less
accurate, which makes the rate base and the amount of return on rate base the investors
receive less accurate.” The 2025 Depreciation Study I have sponsored corrects the
depreciation expense being recorded to the reserve so that the impact on rate base, and
allowed return determined in the next rate case is accurate.

Witness Dunkel, however, claims removing funds from the reserve will increase
rate base and future rates. Is his assertion correct?

This is misleading. First, there is no “removal of funds” from the reserve. Rate base
calculations in a future rate case will reflect actual plant and accumulated reserve
balances at that time, subject to Commission review. Amortizing the surplus does not
automatically increase rates; it reduces depreciation expense now, benefiting
customers.

Witness Dunkel also contends that the annual reduction in depreciation expense
based on FCG’s proposed depreciation rates is misleading and will lead to higher
future depreciation rates. Do you agree?

No. I do not agree. The $1 million reduction in depreciation expense is based on FCG’s
proposed depreciation rates using investments and reserves as of the study date,
company future expectations, and professional judgment. A reduction in depreciation
expense does not automatically necessitate a future increase. The decrease is a benefit
to customers because it will lower the revenue requirement in the next rate case.
Whether rates must be adjusted in the future depends on a number of factors, including

actual service life experience, reserve adequacy, and Commission review in
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subsequent depreciation studies. Depreciation is a cost component in setting rates;
reducing it decreases the overall cost of service. In my opinion, Witness Dunkel’s
assertion oversimplifies the process and does not reflect the judgment required in
applying depreciation principles to a company of FCG’s size and data set.
How does Witness Kunkler address any reserve correction measures?
On pages 13-14, Witness Kunkler proposes reserve transfers but makes no
recommendation for the remaining reserve surplus, leaving open whether amortization
should be over the remaining life through the remaining life rate design for each
account or amortization over a shorter period of time as FCG proposes. However, his
Exhibit EAK-4 depicts the change in depreciation expenses comparing his proposed
remaining life rates and FCG’s proposal.
Is the amortization of a reserve surplus covered in depreciation theory?
No. Correction of reserve deficiencies or surpluses are policy driven, not depreciation
theory. To be clear though, recovery of reserve imbalances through remaining life
depreciation rates is amortization, just over the average remaining life. The issue is
whether reserve imbalances, deficits or surpluses, should be recovered/amortized over
a period shorter than the remaining life. A shorter period would result in a quicker
correction of the understated rate base to its appropriate level. Any reserve imbalance
indicates the existence of intergenerational inequity that should corrected as fast as
economically practicable. The Commission’s historic policy has been to return reserve
surpluses over a period as fast as a company can afford, while typically recovering

deficits over longer periods. In FCG’s case, correcting the reserve is a correction to an
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understated rate base, which has contributed to the Company not earning a fair return
on its investments as discussed in Matt Everngam’s rebuttal testimony.

Do you agree with Witness Kunkler’s assessment of the corrective reserve options
available?

He offers two alternatives to correct the imbalance: (1). amortize the remaining reserve
surplus over the remaining life of each account, estimated over 40 years, or (2).
amortization over 2 years. I agree that those are the options available and his analysis
of those options, based upon the reserve surplus he has calculated, appears correct.
However, Witness Kunkler calculates a net reserve surplus of $6.8 million based on
his proposed depreciation parameters. In contrast, FCG calculates a net reserve surplus
of $19.2 million and proposes a 2-year amortization to return the surplus to the
customers who may have paid for it. In my expert opinion, 40 years is far too long for
ratepayers to realize the benefits of a reserve surplus through lower depreciation
expenses.

Does the Commission have a policy on the corrective treatment for reserve
imbalances?

The Commission has an established policy of using a combination of remaining life
rates and amortization over a given period to correct reserve imbalances, deficits or
surpluses. The period of amortization has been as short as 1 year to more than 30 years.
Whether an account reserve imbalance or a bottom-line reserve imbalance is not the
issue. Both relate to a failure to recover and a misstatement of rate base that should be
corrected as fast as possible in order to restore intergenerational equity. Correcting a

reserve surplus is just as important as correcting a reserve deficit. My Exhibit PSL-6
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lists cases where the Commission has addressed the treatment of reserve imbalances
through amortization periods shorter than the remaining life.!> Additionally, reserve
transfers, explicitly provided in Rule 25-7.045, F.A.C. have been a standard

Commission practice for decades. Reserve transfers, in my opinion, are essentially 1-

year amortizations of a reserve imbalance.

Conclusion

Please summarize the Company’s proposal in this proceeding.

Florida City Gas proposes revised depreciation rates effective January 1, 2025, based
on its 2025 Depreciation Study. The study updates average service lives, curve shapes,
and salvage factors to reflect current expectations and correct a significant reserve
surplus. The Study identifies a $19.2 million surplus, which the Company recommends
amortizing over two years to promptly return over-recovered amounts and maintain
intergenerational equity. This approach will reduce annual depreciation expense by
approximately $10.7 million for two years and about $1 million thereafter. Overall,
the proposal ensures appropriate recovery of investment and compliance with Rule 25-
7.045, F.A.C.

Does this conclude your rebuttal testimony?

Yes, it does.

15 FCG’s response to Staff’s Second Set of Interrogatories, No. 26.
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