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FPROCEEDTINGS

CHAIRMAN ARGENZIANO: Okay. Let's call this.
meeting to order. And, staff, if you'd kick us off.

Well, let me do this. Commissioners, anybody
want to say -- Commissioner Stevens, then Commissioner
Skop.

COMMISSIONER STEVENS: Thank you,
Commissiconer. Am I on here? Here we go.

First of all, thank you for recognizing me.
I'd 1like to publicly thank staff. I know I'm the new
guy. I did a lot of studying ahead of time, but staff
has not only done an ocutstanding job putting all this
information together, because it is a lot of
information, but they alsoc helped me make sure that I
understand it. And I want tc thank them for not only
putting it together, but walking me through it instead
of running me through it. Thank you very much.

CHAIRMAN ARGENZIANOQ: Thank you.

Commissioner Klement.

COMMISSIONER KLEMENT: I'd like to echo
Commissioner Stevens' comments. I have alsoe had a great
experience with staff in trying to get up to speed and
feel that I have. And ready to proceed, Madam Chair.

CHAIRMAN ARGENZIANO: Great. Sounds great.

Commissioner Skop.

FLORIDA PUBLIC SERVICE COMMISSICON
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COMMISSIONER SKOP: Thank you, Madam Chair.

And I also wanted to thank staff. As the
Prehearing Officer on the case, it's progressed very
smoothly. I commend staff for all of their hard work
and effort in putting this together.

With respect to the case before us, I look
forward to deciding the case on the merits in a fair and
impartial manner. And as we move forward, you know,
staff has made its recommendation, which has a positive
revenue requirement of approximately $58 million, which
will result in a rate increase. And as we move forward
into deliberations with my colleagues, the ultimate
question as tc whether Progress customers will incur a
rate increase or a rate decrease will be ultimately
decided by the discretion and judgment the Commission
uses on essentially two issues, that of return on equity
and, more importantly, the theoretical depreciation
surplus.

So again I look forward to having that
discussion with respect to using such discretion.

Again, I think there is a, perhaps a win-win alternative
that's not been considered in the staff recommendation
that would achieve customers not having to have their

bill go up, but also ensure the financial integrity of

the company. And, again, when we get to those issues, 1
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look forward to having that discussion. Thank you.

COCMMISSIONER EDGAR: Okay. I'd like to also
recognize -- I see Senator Fasano in the audience.
Welcome. Glad to see you here today. And, members,
what I'd like to do, i1f you have questions, if I'm
moving too fast, if we need to get to the bottom of
something, I don't hear you, wave, scream, whatever you
need to do, because I'm going tc give everybody the time
they need to get the guestions answered and tc make sure
we're on the same page.

And to staff, same thing. Wave. You know, we
need to keep track, I'm positive we need to keep track
of the tally of all this because of how things are going
to be at the end.

Commissioner Stevens.

COMMISSIONER STEVENS: Madam Chair, do you
want to know the issue items that may be of greatest
concern to us upfront or just as we go —— Or are we
going to go through each one of them?

CHAIRMAN ARGENZIANO: Well, that's, that's a
good question. I think what we're going to do -- I just
talked with staff yesterday, and I think what we're
going to do is we'll have staff first let us know what
they think about the way, the movement of things. But

to that point, I had the same concern. There are some

FLORIDA PUBLIC SERVICE COMMISSION
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things that maybe we can move cn it in blocks.

COMMISSIONER STEVENS: Yes, ma'am.

CHAIRMAN ARGENZIANO: And then some things
that we may want to even within those blocks vote on
separately.

COMMISSIONER STEVENS: Right. Yes, ma'am.

CHAIRMAN ARGENZIANCO: So I want to make sure
that as we go through we're all --

COMMISSIONER STEVENS: Ckay. ©Sure thing.

CHAIRMAN ARGENZIANO: OCkay. So that's why I
say just say something and we can move on that way. And
if staff maybe could move us forward and give us some,
some idea of really the best way to approach this. Like
T think it's, what, Item, Issue 15 we may want to wailt.
And, Tim, if you would go ahead and kind of let us know
the best way to proceed, and then, Commissioners, any
ideas or guestions from that.

MR. DEVLIN: Be glad to, Madam Chair.

On your -- before you we left two documents.
One document 1is the modifications that we'd be making to
the recommendation. We circulated those electronically
Friday. We made a minor supplement Sunday. So you'll
have two, one thick document and one one-page document.
But those are the modifications. They primarily deal

with the depreciation area, and they, and an increase in
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the staff recommended revenue requirement from

48.1 million to approximately 58.8 million. I recommend
at this point, Madam Chairman, that we don't address
those;, the modification now. We should do that as those
issues come up in the proper order. But I just wanted
to let you know those are there. So when the staff
addresses, say, a depreciation issue, there will be a
modification made at that time.

CHATRMAN ARGENZIANO: Commissicners, any, any
questions? Okay. All right.

MR. DEVLIN: The second, the second document I
left with you 1s what we call the issues to be decided
list, and that was updated slightly Sunday actually to
include the page numbers and where there's a
modification.

CHAIRMAN ARGENZIANO: And I appreciate tnat
very much. It makes it so much easier for us to lock at
the issue and go right to the page number. So thank
you.

MR. DEVLIN: And this document will block
issues, 1if you will. And issues that were dropped
during the proceeding are in the back and issues that
are going to be decided at the rate hearing January 2Z28th
are on the back. So what we tried to do there 1s put

before you what issues need to be decided today in
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order.

And then I heard some discussion with
Commissioner Stevens on whether you want to take up
issues in block or not. That's something that, you
know, whatever the Commission is comfortable with. But
what we attempted to do is identify what we perceive are
the significant issues. That doesn't mean other issues
aren't worthy of debate. But that may help the Chair to
maybe block certain issues in groupings, like maybe the
first category could be six through 13 or so and see if
there's any discussion warranted there. If there isn't,
you. could entertain a motion to adopt those issues in a
block. That's just something you could work through.

CHAIRMAN ARGENZIANO: Members, any thoughts on
that? And that doesn't mean that when we go through
these issues, that you can't ask guestions and go back
and forth with staff. And, remember, this is just
between us and staff today. But if that sounds amenable
oY proper --

COMMISSIONER STEVENS: Yes, ma'am.

Absolutely.

CHAIRMAN ARGENZIANO: Okay. Everybody in
agreement? Okay. That sounds, that sounds good,
Mr. Devlin.

MR. DEVLIN: Okay. During our briefings with

FLCRIDA PUBLIC SERVICE COMMISSION
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the Commissioners it was apparent, really apparent that
the handling of the depreciation reserve surplus was of
great interest, and yesterday we prepared some summary
spreadsheets that provides options on how to handle
that. And they were, I'm sorry to say, provided to the
Commissioners this morning because we just prepared them
yesterday.

I would suggest that since the handling of the
depreciation reserve surplus is contingent in part cn
other issues or at least could be in the Commissioner's
mind, you know, for instance, the return on equity may
have an influence on how you want to handle the surplus,
I would suggest that you defer taking up the
depreciation issues relating to the surplus until the
very end. And if you, if you entertain that idea, those
would be Issues 15, 28 and 75 really relate to Ehe
depreciation reserve surplus and the concomitant effects
on depreciation, et cetera. Those three issues you
might consider deferring to the end.

Last —-

CHAXYRMAN ARGENZIANO: Excuse me. Excuse me.
Commissioner Skop.

COMMISSIONER SKOP: Thank you, Madam Chair.

Actually I would, I would like to do that, if

it's the will of the Commissicn.
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CHAIRMAN ARGENZIANO: Well, that's -- yes.

COMMISSIONER STEVENS: Yes, ma'am.

CHAIRMAN ARGENZIANO: If everybody agrees, I
think that's a good idea.

MR. DEVLIN: Okay. And the last, last --

COMMISSIONER EDGAR: I'm sorry. If I coculd
just ask a question so I know what —-

CHATRMAN ARGENZIANO: C(Commissioner Edgar,
please.

COMMISSIONER EDGAR: I'm keeping up and that's
all.

Mr. Devlin, you mentioned that you had, or
that staff had prepared some spreadsheets last evening,
I guess, or very recently. Is that -- does it look like
this and is it only two pages? I just want to make sure
I have what -- since I was just handed it a little bit
ago.

MR. DEVLIN: Yes. Yes, Commissioner Edgar.
It's two pages.

COMMISSIONER EDGAR: Okay. Nothing else that
is a new document to us.

MR. DEVLIN: Nothing else.

COMMISSIONER EDGAR: I just want to make sure
I have the right pages.

MR. DEVLIN: That's correct.

FLORIDA PUBLIC SERVICE COMMISSION
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COMMISSIONER EDGAR: OCkay. And, and then your
suggestion is to take up Issues 15, 28 and 75 after all
other issues, is that --

MR. DEVLIN: That's correct. After all other
issues regarding revenue requirements. I think there's
an interrelationship. It's just an idea. I mean --
okay.

COMMISSIONER EDGAR: Okay. Thank vyou.

MR. DEVLIN: The last point 1is that staff is
ready to have a short intro on any particular issue or a
more comprehensive introduction of the issue that may
include parties' positions, et cetera. We're flexible,
and it depends on the desire of the Commission. But
staff would be ready to do that for any particular issue
that the Commission needs.

CHAIRMAN ARGENZIANO: Well, I would think that
on the —-- they're all significant issues, but on the
lesser issues that we might take up in block that maybe
a short intro. And if Commissioners have or need more
information, we can just ask at that time. Okay. Does

that sound good?

Okay. And then we're -- and then what I do
plan to do, to let people know for planning purposes,
I'm going to try to move along today so that we can get,

and there's a lot to talk about. But with respect to
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lunch, probably about 12:30, 1:00 and an hour, no longer
than an hour, unless staff needs additional time. And I
know at the end of the day staff is going to need some
additional time, so we have to allot for that too.

But I'd like to make lunch as gquick as
possible and get back as gquickly as possible. And in
the meantime, if anybody has low blood sugar, there's
candy in front of everybody.

Commissioner Skop.

COMMISSIONER SKOP: Thank you, Madam Chair.

And then also too I just wanted to mention I
will be having a handout for the Commission, for the
Commissioners that provides a sensitivity analysis as to
the theoretical depreciation surplus and ROE and what
any changes to that would do to reducing the revenue
requirement. So I1I'll be handing that out once it
reprints.

CHAIRMAN ARGENZIANO: Okay. Do you want to do
that now or when we get to that?

COMMISSIONER SKOP: 1It's having to be
reprinted.

COMMISSIONER EDGAR: Okay. Okay. Great. So
with that said, I say let's get started.

MR. DEVLIN: I believe, Madam Chairman, we'd

be starting with Issue 6.

FLORIDA PUBLIC SERVICE COMMISSION
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CHATRMAN ARGENZIANO: Okay. Excuse me. Just
remember at any time just --

COMMISSIONER STEVENS: Madam Chair, do you
want a motion on each one of these issues that we start
with to accept?

CHAIRMAN ARGENZIANO: I don't think we need a
motion tc accept, I mean to hear the issue. Once we get
to -- if we're deoling them in block, we're going to
probably vote on them in block unless one of us feels
that we need to separate them for voting purposes and
then we'll need the meotion. Commissioners, does that,
does that sound fine with everybody? Ckay. And let's
just roll.

MR. VICKERY: Good morning, Commissioners.
Paul Vickery with Commission staff.

Issue 6 concerns the guality and reliability
of the electric service being provided by Progress
Energy Florida. Staff is recommending that the quality
and reliability of electric service be determined as
adequate, and we based this analysis -- based this
determination upon an analysis of customer complaints
and the various industry metrics that were analyzed.
Staff is available for any questions that you may have.

CHATIRMAN ARGENZIANO: Commissioners, any

guestions?

FLORIDA PUBLIC SERVICE COMMISSION
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COMMISSIONER STEVENS: No, ma'am. We <an move

on 6.

CHAIRMAN ARGENZIANO: Okay. Well, then are we
going to go ahead and —-- are we gcing to -- what do you
say, © to 13, so we'll just roll. Let's go -- instead

of doing a motion on 6, let's go ahead and roll on all
of them and then move, move all of them in unless
there's a probklem. Okay? So, staff, if you'd just move
on to the next issue.

MS. LEE: Commissioners, gocd morning. Pat
Lee of staff.

Issues 8 through 13, well, actually through 14
are all depreciation related issues. Issue 8 addresses
the capital recovery schedules that staff believes are
appropriate for Florida Progress Energy.  Basically the
staff recommendation addresses items of plant that are
no longer providing service as of the end of 2009. That
addresses the Crystal River 4 and 5 upgrade retirements,
the retirement of the steam generator repair and the
retirement of the Avon Park and Bartow steam plants. It
also addresses negative reserves that are apparent in
the meters account and the power operated account.

Issue 9 addresses the calculation of the
average remaining life. This is the mathematical, it's

simply a mathematical calculation that PEF issues for
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their average remaining life. No party disputed the
mathematical computaticn. They did dispute certain
elements gcoing into that. But as far as the
mathematical calculation which is addressed in Issue 9,
nobody disagreed with that.

Issues 10 and 11 address the lifespans for
PEF's producticn facility. Specifically Issue
10 addresses the lifespan for PEF's coal plants and
Issue 11 addresses PEF's lifespans for combined cycle
plant. The lifespan is determined from the day the
facility becomes operational until the day the facility
retires from service, no longer providing service.

The lifespan is your fundamental building
block in developing or in determining your average
remaining life for your producticon facilities. We begin
with the lifespan, excuse me, and apply your interim
retirement rate, and that gives you your average service
life and average remaining life that is further
addressed and recommended in Issue 12.

Issue 13 addresses the depreciation parameters
for transmission, distribution and general plant
accounts, which Sue ©llila will address, if you have any
questions.

And Issue 14 is the calculated theoretical

reserve calculatiocn. There are some errors that need to
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be corrected by oral modification that addresses Tables
12-1, 13-1 and 14-1.

Table 12-1 begins on Page 53 of your
recommendation. On Page 53, Crystal River 4 and 5,
Account 312, the reserve should be 22.49 rather than
23.90. The resulting depreciation rate is 2.5 rather
than 2.4. This is all part of the electronic
transmittal that was made Friday.

On Page 54, other steam production, Account
316, the net salvage should be -3 rather than -4. This
is under the staff recommended column. There is no
change to the depreciation rate. On the same page for
the Bartow peaking plant, the net salvage for Accounts
342, 345 and 346 should be -1 rather than -6, -7 and -23
respectively. The resulting depreciation rates are
3.0 rather than 3.3 for Accocunt 342, 1.8 for Account 345
rather than 2.1, and 0.4 for Account 346 rather than
1.7.

On Page 55 for the De Bary peaking plant,
Account 342, the net salvage should be -1 rather than
zero, and this changes the depreciation rate to 2.6
rather than 2.5.

For Account 343, the net salvage should be
zero rather than -1, and this changes the depreciation

rate to 3.0 rather than 3.1. For Account 345, net
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salvage should be -1 rather than zero, and this changes
the depreciation rate to 2.5 rather than 2.4.

Now on that same page, that's Page 55, under
the Hines Energy Complex, Account 343, the reserve
should be 32.57 rather than 32.63. And there's no
change in the depreciation rate.

The last change for Table 12.1, 12-1 is on
Page 56 under the Hines Energy Complex, Unit Number 3.
Account 346, the reserve should be 26.60 rather than
20.60, and this changes the depreciation rate to
3.1 rather than 3.4.

Now going on to Table 13.2, which is Page 76
of your recommendation, there are three accounts --

CHATRMAN ARGENZIANO: Excuse me one mement.

Commissioner Skop.

COMMISSIONER SKOP: Thank you, Madam Chair.
Ms. Lee ——

MS. LEE: Yes.

COMMISSIONER SKOP: -- with respect to the
table on Page 53 where they were, staff was evaluating
and recommending the remaining life and remaining life
rates, I'm looking at a backup schedule that was
provided that apparently is the working file that shows
the comparison between the current approved, the company

proposed, OPC proposed and FIPUG proposed and what staff
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ultimately recommended. Are you familiar with that?

MS. LEE: Yes, sir.

COMMISSIONER SKOP: Okay. For the most part
would it be correct to say that where there were
differences between what the company proposed and what
the Intervenors requested, that for most of the items on
the remaining life, that staff pretty much went with
what Public Counsel recommended?

MS. LEE: For production plant that is
correct. The only, T think the only difference was in
the Hines Energy Complex where we recommended a longer
lifespan.

COMMISSIONER SKOP: Ckay.

MS. LEE: In fact, it was a lifespan that was
actually suggested by Public Counsel as being
reascnable.

COMMISSIONER SKOP: Okay.

MS. LEE: So that changed the remaining life.
But, ves, you were correct.

COMMISSIONER SKOP: All right. Thank, thank
you.

MS. LEE: On Page 76, Commissicners, Table
13.2, there are four accounts. The first one is Account
362. The reserve should be 18.20 rather than 18.07, and

there's no change to the depreciation rate.
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Account 366, the reserve should be 16.86
rather than 15.40. There 1s no change tc the
depreciation rate.

Account 367, the reserve should be 31.20
rather than 32.50, and the rate changes from 2.9 to
3.0 percent.

The last account is Account 370. The reserve
should be 27.0 rather than 24.40, and the rate changes
from 6.2 to 6.0.

The next correction is on Tabkle 14.1, which is
Page 78, and this is your theoretical reserve
calculation. The input errors into -- the inputs into
the theoretical reserve calculation are your average
remaining life, your average service life, your net
salvage. To the extent any one of these parameters 1is,
is input in error, it changes the calculation, and that
is what happened in this case. There was, some inputs
were put one cell, one row off and it changed the
calculation.

Specifically in the distribution and general
plant function, the reserve imbalance is 266.1 million
rather than 295.8 million, which gives you a total
reserve imbalance of 697.4 rather than the 727.1. And
that change also needs to be made in the recommendation

statement on Issue 14, changing the 727.1 to 697.4. And
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staff is available for questions.

CHATIRMAN ARGENZIANO: Commissioners, to any of
the issuesg?

Staff, on Issue 1C, so I don't have to go
back, the lifespan for Crystal River 1 and 2 staff
recommended 54 and for, was it 3 and 4, 60 years?

MS. LEE: 4 and 5 was 60 years.

CHATRMAN ARGENZIANO: I'm sorry. 4 and 5.

MS. LEE: 4 and 5 was 60 years and 54 for
1l and 2. OPC did not have a disagreement with Crystal
River, with the lifespan for Crystal River 1 and 2, but
proposed a 60-year lifespan for Crystal River 4 and 5
and staff agreed.

CHAIRMAN ARGENZIANO: All right. Members, any
other guestions on -- we went through -- what about
Issue 14?7 We -- did everyone change the number I guess?
Ckay. So staff's new number is 697. Okay. So we are
voting on blocks then from, on the blocks 6 to 14. Any
questions?

Commissioner, please,

COMMISSTONER KLEMENT: If, if I could ask
staff to perhaps, just talk a bit about the, the, on
Issue 12, the driver for establishing the theoretical
reserve balance.

MS. LEE: The driver for the thecoretical

FLORIDA PUBLIC SERVICE COMMISSION
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reserve calculation? Your drivers are your average
remaining life, which is addressed in Issues 12 and 13,
and your net salvage, which is also addressed in 12 and
13.

COMMISSIONER KLEMENT: Why -- can you explain,
perhaps some of the citizens who may be watching or here
in the auditorium understand why there's the disparity
between a theoretical life between Intervenors and yours
and the company's theoretical lifespans? It seems ——
you know, these disparities. How do you know how long?

MS. LEE: Okay. If we are talking lifespans,
your lifespan is your fundamental building block that
you begin with in developing your remaining life.

CHAIRMAN ARGENZIANQ: FExcuse me. Can
everybody hear in the back? Everybody can hear okay?
Okay. Thank you. I'm sorry.

MS. LEE: Your lifespan is an estimate. It is
an estimate usually based on engineering judgment. It's
based on what other utilities arcund are using for
lifespans, but it is an estimate of how long that
production facility or that type of facility will be
providing service to the public.

In PEF's case there was, staff did not believe
that there was enocugh substantiating evidence supporting

PEF's proposed lifespans. There was cone piece of paper
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that PEF provided, and I think it was Exhibit 216. But
it listed the in-service date of each facility, the
retirement date of each facility, with some conclusory,
conclusory comments. For example, in one, for one site,
and I cannot remember right now which one it was, the
comment was due to clean air legislation. That could be
a multitude of things and it could mean different things
to different people. And I -- the extension —-- and in
this particular case it was an extension of a lifespan
by 14 years and the comment made was due to clean air
legislation.

As a depreciation person I find that company
planning is usually the best measure because they're
more familiar with their plant. However, in PEF's case
that infermation was lacking. Therefore, as OPC and
FIPUG both suggested, lock to the outside, loock and see
what other utilities are using as lifespans for coal
plants, for combined cycle plants, and that's what we
did.

COMMISSIONER KLEMENT: My understanding in
reading through the transcript of the hearings is that
as years pass assumptions that existed in the past have
been raised that perhaps as plants have somewhat longer
lives than were envisioned five, ten or 15 years ago

generally in the industry; is that correct?
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MS. LEE: That is correct. And that 1is one
reason why this Commission has depreciation study rules
which require electric utilities to file depreciation
studies once every four years. Because planning does
change, the industry does change, legislation, both
state and federal legislation can cause the early
retirement or open up, open up an avenue that a plant
can continue operating. And so that is one reason why
this Commission has adopted the four, have companies
file their comprehensive depreciation studies every four
years to always relook and rethink about where we're
going with these lifespans and more particularly the
average remaining life.

COMMISSIONER KLEMENT: And just to clarify for
those who may not understand, the longer the lifespan,
then that is responsible, that drives creating this,
this depreciation reserve; correct?

MS. LEE: It is one —-—

COMMISSIONER KLEMENT: Enliarging it.

MS. LEE: It is one element to that. The
other element is of course the net salvage. But, yes,
you are correct.

COMMISSIONER KLEMENT: Right. Yes. Thank
you.

MS. LEE: The longer the life, the more cf a
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reserve imkalance, and in this case it would be a
surplus, you would have when you calculated the
theoretical reserve.

COMMISSIONER KLEMENT: Uh-huh. Right. Well,
just for -- Madam Chair. For the Commission,
understanding these depreciaticn factors is one of the
hardest parts of this case, and I believe I have, but
the average person is going to have a great deal of
trouble. So anything we can do to clarify it would be
helpfui.

CHATRMAN ARGENZIANO: I agree and appreciate
that. And if staff could just go over the positions
again. It was, the company's position was 30 years?

MS. LEE: The company's positicn for combined
cycle units was 30 years.

CHAIRMAN ARGENZIANO: And --

MS. LEE: Just give me a minute. The
company's position was 30 years. FIPUG proposed 35
years. OPC did not make a proposal but suggested that
35 years would be reasconable. And FRF did not file
testimony but suggested 40 years. And this is for
combined cycle, the combined cycle plant.

CHAIRMAN ARGENZIANO: And staff's rec, if
you'll go over that again, please.

MS. LEE: The staff recommendation was to go
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with 35 years.

CHAIRMAN ARGENZIANO: 35. Okay. Members?

Ckay. Commissioner Skop.

COMMISSIONER SKQP: Thank you, Madam Chair.

Just a quick clarification te Ms. Lee. With
respect to the calculated reserve surplus as amended by
staff I guess in the update that we received yesterday
afternoon, the surplus has now been adjusted to
697.4 million versus the original amount of
727.1 million; is that correct?

MS. LEE: That is correct.

COMMISSIONER SKOP: Okay. Great. And, Madam
Chair, T do have that printout. I'm happy to hand it
out to my colleagues now, or I can wait until we get
into the discussion of Issues 15 and 47.

CHAIRMAN ARGENZIANO: Commissioners, would you
rather have that now or do you want to wait for the
issue?

COMMISSIONER STEVENS: Yeah. Pass it on now.

CHATRMAN ARGENZIANO: Okay. Let's pass it on
now. Well, that's some thick paper.

COMMISSIONER STEVENS: Commissioner, are you
looking for a motion for 6 and 8 through 147

CHATIRMAN ARGENZIANO: Yes, we are, unless

there's any cother discussion on 6 through 14.
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COMMISSIONER EDGAR: Madam Chair, just for
groupings.

CHAIRMAN ARGENZIANO: Commissioner Edgar.

COMMISSIONER EDGAR: Just a suggestion.

CHAIRMAN ARGENZIANC: Please.

COMMISSIONER EDGAR: Because we've talked
about doing groupings, 6 is a separate grouping than 8
through 15.

CHAIRMAN ARGENZIANO: Right. That's true.

COMMISSIONER EDGAR: And so let's just —-

CHAIRMAN ARGENZIANO: Move on b.

COMMISSIONER EDGAR: Could we consider a
motion for 6 --

CHAIRMAN ARGENZIANO: Absolutely.

COMMISSIONER EDGAR: -- because it is a
separate grouping to sort of set the tone for the
groups, I'm thinking.

CHBAIRMAN ARGENZIANO: Good point.

COMMISSIONER EDGAR: And then move on. I'm
comfortable moving right intc that next grouping that
begins with 8 if everybody else is.

CHAIRMAN ARGENZIANO: Absolutely. So we have
a motion for Issue 6.

COMMISSIONER STEVENS: Second.

CHAIRMAN ARGENZIANO: All in favor.
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(Simultaneous vote.)

All opposed, same sign. So that motion
passing.

And we'll move to the group now from 8 to —--

COMMISSIONER SKOP: 13.

CHAIRMAN ARGENZIANO: 13.

COMMISSIONER STEVENS: Ycou didn't want to
include 14 in that?

CHAIRMAN ARGENZIANO: Well, I think --

COMMISSIONER SKOP: 14 is fine.

COMMISSIONER STEVENS: 8 through 14°7?

CHAIRMAN ARGENZIANO: Commissioner Skop, did
you have guestions specifically? Did you want to pull
out 147?

COMMISSIONER SKOP: No, so long as -- I just
need to establish an amount. I think I've done it with
Ms. Lee, that it's 697.4 million.

CHATRMAN ARGENZIANO: 697. Right. Okay.
Then we need a motion if everybody —-

COMMISSIONER STEVENS: You have a motion.

CHAIRMAN ARGENZIANO: From 8 through 1472

COMMISSIONER STEVENS: Yes, ma'am.

CHAIRMAN ARGENZIANO: D¢ we have a second?

COMMISSIONER SKOP: Second.

CHAIRMAN ARGENZIANO: All those in favor of
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the motion.

COMMISSIONER EDGAR: Madam Chair.

CHAIRMAN ARGENZIANO: I'm sorry. Hold on.
Commissioner Edgar, sorry.

COMMISSIONER EDGAR: Just for clarity may I
ask if the motion does encompass all of the
modifications that have been proposed by staff.

CHAIRMAN ARGENZIANO: Yes, it does. The
motion --

COMMISSIONER EDGAR: Just for clarity.

CHAIRMAN ARGENZIANO: Yes. And that's good
clarification. The motion does encompass the
clarifications, and we have a motion, it's been
seconded.

COMMISSIONER KLEMENT: Madam Chair, I think --

CHAIRMAN ARGENZIANO: Commissioner Klement.
Klement.

COMMISSIONER KLEMENT: 1 think Ms. Helton had
a guestion.

MS. HELTON: I was just golng to point out
that it would be a good thing to include the
modifications, but Commissioner Edgar beat me to the
punch.

CHAIRMAN ARGENZIANO: That's good, but

remember the old waving of the hand. But thank you,
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Commissioner Edgar, because that was, that was what we
intended. So -- and that's what we're going to do,
that's what we have a motion and a second on. All in
faver, signify ave.

(Simultanecous vote.)

Opposed, same sign. Show that motion adopted.

And we are now, staff, on -- we're going,
we're going to defer 15 for the end and we're going to
move to Issue 17.

COMMISSIONER EDGAR: Madam Chair, while we're
waiting for that, Commissioner, do you by any chance
have other copies of this? Because I would certainly
like my aide to be able to look at it at the same time I
am.

CHAIRMAN ARGENZIANO: Can we get some others?

COMMISSIOMER SKOP: The additiocnal copies are
being made as we speak. And Jjust what this one-page
handout embodies is basically a sensitivity analysis
showing the sensitivity of, of various ROE values to the
reduction of revenue requirement from that recommended
by staff. And the second part of that basically shows
variations of amortizing a portion of the theoretical
depreciation reserve over a four-year period and what
that would do to reducticn of the staff recommended

revenue requirement. So, again, when we get to the
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issues 47 and 15, again I think I'1ll be in a position to
discuss this in more detail. But again --

COMMISSIONER EDGAR: But my question is can I
get another copy?

COMMISSIONER SKOP: Yes. They're being,
they're being --

CHATIRMAN ARGENZIANO: Yes. And for purposes
of getting copies to our staff, it's on 1ts way. And
we'll make sure staff has enough time to look at 1t too,
my staff as well.

COMMISSIONER EDGAR: Roberta, come get 1it.
Thank you.

CHAIRMAN ARGENZIANO: Okay. Issue 17.

MR. HIGGINS: Good morning, Commissioners.
Devlin Higgins with Commission staff.

Item Number 17 addresses PEF's proposal that
its current annual fossil dismantlement accrual be
revised. Staff recommends the Commission revise the
company's current annual fossil dismantlement accrual.
The specific amount is addressed in Issue 19.

Item Number 18 addresses PEF's proposed
dismantlement reserve allocations. Staff recommends the
Commission approve the reserve allocations presented in
Table 18-1 of the staff recommendation.

Ttem Number 19 addresses the amount of PEF's
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annual fossil dismantlement accrual. Staff recommends a
system annual accrual of $3,845,221 the appropriate, as
the appropriate annual provision for dismantlement.

Item Number 20 addresses the assumptions made
in PEF's fossil dismantlement study. Staff is
recommending that the assumptions made in PEF's 2008
fossil dismantlement study with regards to site
restoration are reasonable. Staff is available for any
questions you may have.

CHAIRMAN ARGENZIANO: Members, Commissioners?
That was 17 to 20. Any other questions, Commissioner
Stevens?

COMMISSIONER STEVENS: No, ma'am.

CHAIRMAN ARGENZIANO: Commissioner Skop?

COMMISSIONER SKOP: If there are no additional
questions, Madam Chair, I believe if we've introduced
Items 17 through 20, I'd move to adopt the staff
recommendation on those items.

CHAIRMAN ARGENZIANO: Is there a second?

COMMISSIONER STEVENS: Second.

CHAIRMAN ARGENZIANO: Hearing a second, all
those in favor, signify aye.

(Simultaneous vote.)

Opposed, same sign. Hearing ncone, the issues

are adopted.
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And now we will move to Issue 24, to rate
base.

MR. WRIGHT: Issue 24 is Has the company
removed all non-utility activities from rate base? And
staff is recommending that an additional amount of
$874,089 be removed from plant, and $18,405 be reduced
accumulated depreciation for a total cof $892,494 to be
removed for non-utility activities. And staff is ready
for any questions.

CHATIRMAN ARGENZIANO: And you just spoke to
Issue 247

MR. WRIGHT: Yes.

CHATIRMAN ARGENZIANO: Any questions on Issue
24?2 OQkay. We'll go to 27.

MR. SLEMKEWICZ: John Slemkewicz with staff.
Issue 27 is a fallout issue based on any other
adjustments that have been made to rate base and/or
plant-in-service. And based on the adjustments that
have been made, staff is recommending that the
appropriate amount of plant-in-service is
$10, 383, %46, 687.

CHATRMAN ARGENZIANO: Members, Commissioners?

COMMISSIONER STEVENS: No questions.

CHATRMAN ARGENZIANO: C(Ckay. Let's move on.

28.
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COMMISSIONER STEVENS: Are we going to hold
287

CHAIRMAN ARGENZIANC: Yes. 1I'm sorry. We are
going to hold 28. That's correct. So we're going to
wait on 28 and we'll go to —-

COMMISSIONER SKOP: Actually —-- Madam Chair.

CHAIRMAN ARGENZIANO: Commissioner Skop.

COMMISSIONER SKOP: 1'll look to staff, but I
think we can move forward on 28. I don't think that
accunmulated depreciation necessarily effects, it could
be, but I'll iook to staff on that. Can we move forward
on that issue or do we need to hold off on it?

MS. MARSH: Anne Marsh for Commission staff.
Issue 28 is a calculation that comes from the, the
earlier depreciation issues to the extent that there are
no changes and that the number won't change. But I
believe that number does include the surplus, and so to
the extent that that is dealt with differently, the
rates may change.

CHATRMAN ARGENZIANO: So we need to wait, we
need to wait on that.

COMMISSIONER SKOP: All right.

CHAIRMAN ARGENZIANO: Okay. 5o we're going to
go to Issue 29.

MS. MARSH: 29 is a fallout,
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CHATRMAN ARGENZIANO: Fallout. Okay.

30.

MR. WRIGHT: 30, is PEF's requested level of
CWIP-No AFUDC in the amount of $151,145,000 appropriate,
and staff is recommending that, that it is appropriate.

CHAIRMAN ARGENZIANO: Commissioners?
Commissioner Skop.

COMMISSIONER SKOP: Thank you, Madam Chair.
And if staff could just briefly, for those in the
audience and that may be listening, Jjust instead of
using acronyms, explain briefly what CWIP and AFUDC are.

CHATRMAN ARGENZIANO: That's a good idea.

MR. WRIGHT: Okay. CWIP or C-W-I-P is
construction work in progress, and AFUDC is allowance
for funds used during construction.

COMMISSIONER SKOP: Okay. And so with respect
to the AFUDC or allowance for funds used during
construction, how that comes into play is essentially
when the Commission approves a power plant under a
determination of need and the utility starts to
ultimately develop and construct that plant, they are
accruing the AFUDC during the time of construction,
which is basically the carrying costs or interest for
monies they expend until the plant comes in service and

they recover it in base rates. Is that correct?
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MR. WRIGHT: That's correct. And if, and if a
project is less than a year, then there would be no
allowance.

COMMISSIONER SKOP: Okay. Great. Thank you.

CHATRMAN ARGENZIANO: Okay. Issue 31. And I
would request that 33 be separated in this batch, if
there are no problems. Okay?

MR. WRIGHT: 33 (sic.) is is Progress's
requested level of Plant Held for Future Use in the
amount of --

CHAIRMAN ARGENZIANO: Wait. Wait. Wait.
Wait. Wait. We're talking about 31.

MR. WRIGHT: Oh, I'm sorry.

CHAIRMAN ARGENZIANO: Okay. 31.

MR. WRIGHT: Okay. Yeah. 31 is is Progress's
requested level of Plant Held for Future Use in the
amount of $25,723,000 appropriate? And staff is
recommending that that amount is appropriate.

CHAIRMAN ARGENZIANO: Any gquestions, comments?
And if I'm moving tco quick, 1f we're moving too fast
and you want to take a minute, we'll do that. I don't
want to ——

COMMISSIONER STEVENS: I'm fine.

CHAIRMAN ARGENZIANO: Okay. All right. As

long as I know everybody is comfortable, we can move c¢n
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to 32.

MR. MATLOCK: Good morning. I'm Sid Matlock,
Commission staff.

Issue 32 addresses the level of nuclear fuel
inventory. Staff recommends the requested amount of
$126,556,000.

CHAIRMAN ARGENZIANO: Any questions?

Commissioner Klement.

COMMISSIONER KLEMENT: There was considerable
discussion --

CHAIRMAN ARGENZIANO: Your mike is not on.

COMMISSIONER KLEMENT: Sorry. It was on.

There was considerable discussion during the
hearings about the level of reserve, nuclear fuel
reserves, whether the requested amount for 2010 was
possibly excessive to, to raise the revenue. Is that
where this applies in this issue or is it in another
issue? I'm not clear.

MR. MATLOCK: This, this amount was an
increased amount from the, from the previous inventory
levels. Witness Donohue addressed the increase, and in
his rebuttal testimeny he talked about Progress wanting
to have a two-year inventory level in rate base. And
that, that discussion or that, his testimony is the, and

his justifications are the basis of staff's
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recommendation.

COMMISSIONER KLEMENT: But there was, there
was a lot of detail in that discussion as I recall, T
don't know, Commissioners, if you do, that questions
whether the company is being too conservative by asking
for this much reserve, two years and more, for what
contingencies that are not on the horizon, you know,
delivery interruptions and so forth. So you're, you're
content with this, their figure that they're not
exaggerating it for revenue purposes?

MR. MATLOCK: That's correct, sir.

COMMISSIONER KLEMENT: Okay.

CHAIRMAN ARGENZIANO: Commissioner Skop.

COMMISSIONER SKOP: Thank you, Madam Chair.

And to Commissioner Klement's line of inquiry,
again, initially when the issue was at hearing, you
know, certainly with my nuclear background I had some
concern as to better understand the company's position
and rationale for why they were requesting the increase
in basically fuel inventory. Again, the fuel for
nuclear is a long, lengthy process. You have the
yellowcake, the uranium ore which it refines, and
ultimately all that goes through the process and you
condense it into fuel pellets and develop the fuel rods

which ultimately go into refuel the reactor. At least
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in terms of the analysis on Page 126 there has been a
substantial price increase in the uranium yellowcake,
that there is supply concerns in terms of new nuclear
construction and such.

So, again, rationalizing the, the company's
perspective as to why they might want to do this in
terms of reliability and supply interruption and being
able to operate their lowest cost dispatch unit
continucously being nuclear as opposed to other fossil
fuel alternatives, it seems to be, as staff has noted, a
good hedge against fluctuations in nuclear fuel prices
and having to incur the spot price of higher fuel should
you have to displace your nuclear generation and adopt
others. S$So it seems to me that, vou know, obviocusly
it's a discreticnary situation, but at least from my
perspective the company has provided sufficient
justification and rationale for why the expenditure
would be prudently incurred.

COMMISSIONER KLEMENT: And, staff, you didn't
concur with the Office of Public Counsel and other
Intervenor's in thinking this might be excessive?

MR. MATLOCK: Staff felt that the Intervenors
raised guestions in their testimony, and those
questions, staff feels that these guestions were

addressed later by, by Progress Energy.
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COMMISSIONER KLEMENT: Ckay. That's all I
have.

CBAIRMAN ARGENZIANO: Okay. Any other
questions on Issue 327

Okay. Let's -- how about we have, we move on
24.

MR. DEVLIN: Madam Chairman?

CHAIRMAN ARGENZIANO: I'm sorry.

MR. DEVLIN: [ was wondering if we could
clarify on the fallout issues, I probably should have
done that up-front.

CHAIRMAN ARGENZIANO: Okay.

MR. DEVLIN: Issues 27 and 29, if you're going
to entertain a motion to that position, the fallout
issues weuld be subject to change as a result of other,
other decisions. I just wanted to clarify that.

CHAIRMAN ARGENZIANO: Okay. Do we have a
motion? Commissioner Skop.

COMMISSIONER SKOP: Thank you, Madam Chair.

If there's no further questions, I'd move to accept the
staff recommendation on Issue 24, Issue 27, Issue 29,

Issue 30, Issue 31 and Issue 32, necting that the fallout
change, fallout issues may change, be subject to change.

CHAIRMAN ARGENZIANO: Subject to change. Do I

have a second?

FLORIDA PUBLIC SERVICE COMMISSICN

39




10

11

12

13

14

15

16

17

18

15

20

21

22

23

24

25h

COMMISSIONER STEVENS: Second.
CHATIRMAN ARGENZIANO: Okay. All those in
favor, aye.

(Simultaneous vote.)

Opposed, same sign. Show that motion adopted.

And now we're on Issue 33. And 1 just kept
this separate because I think there may be some
differences of opinion or different discussion, and I
wanted to speak to the issue too. But, staff, if you'd
go ahead and fill us in on Issue 33 on the storm damage
reserve, please.

MR. WRIGHT: Issue 33 is should an adjustment
be made to PEF's or Progress's requested Storm Damage
Reserve, annual accrual of $14.9 million, and target
level of $150 million? And staff is recommending that
no increase to the current 5.566 million accrual should
be allowed, and that results in a decrease in the
operation and maintenance expense of 9,356,000 and
increase in working capital of $14,546,872. And in
addition, staff is recommending that the reserve be
treated as a reduction to rate base.

CHAIRMAN ARGENZIANO: Commissioner Skop.

COMMISSIONER SKOP: Madam Chair, just a quick
clarification to staff. With respect to the requested

Storm Damage Reserve, is that a funded reserve account
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or unfunded?

MR. WRIGHT: It's unfunded.

COMMISSIONER SKOP: Okay. So basically any
amounts that the Commission approve for the storm
reserve basically is, 1s just basically free cash flow
going to the company that they can use for other things.
And then at such time as they have a storm, basically
it's just an accounting adjustment where that money is
reversed to offset any storm restoration costs; is that
correct?

MR. WRIGHT: Yes, sir.

COMMISSIONER SKOP: COCkay. So, again,
Commissioners, this is I think one of those
discretionary items where we're going to have to
exercise our Jjudgment and discretion as to an item that
basically not only influences cash flow but the revenus
requirement on a dollar per dollar basis.

CHAIRMAN ARGENZIANO: Okay. Well, then let's
use our discretion. What is it we want to do,
Commlissioners?

And let me ask staff, are we actually reducing
the accruazl to zero under staff's -- I'm sorry. No.
No. No. No. I'm sorry. We're leaving —- give me the
number again.

COMMISSIONER STEVENS: The accrual is 5.566 or
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6 million.

MR. WRIGHT: Right.

CHATRMAN ARGENZIANO: Okay. So —-- hang on one
second, Commissioner Skop.

Commissioner Edgar, did you have a —-

COMMISSIONER KLEMENT: Madam Chair.

COMMISSIONER EDGAR: I was just going to say
because there are so many numbers in front of us, if I
may ask staff to clarify in my own mind, the staff
recommendation is to continue the current accrual on an
annual basis with a cap amount which would be different,
which would be to not approve the increased accrual
amount that Progress had requested. Do I have that
right?

MR. WRIGHT: That's correct.

CHAIRMAN ARGENZIANO: BRut continue the
accrual.

MR. WRIGHT: Yes.

CHAIRMAN ARGENZIANCQ: At what, at —-

MR. WRIGHT: At 5.566 million.

CHAIRMAN ARGENZIANO: Commissioner Skop and
then Commizsioner Klement.

COMMISSIONER SKOP: Thank you, Madam Chair.

As to Issue 33 on the, on the storm reserve,

the way I kind of look at this is it's a rainy day fund,
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1f you will. You're asking customers to save for —-
hopefully we won't have any more hurricanes. But if a
hurricane comes, basically you're developing some sort
of reserve. There's a fundamental difference between a
funded reserve where you're depositing money to a
segregated account and it stays there and an unfunded
reserve which is just free cash flow. And in this
situation it's unfunded reserve, which means it's free
cash flow that the ratepayers are paying into and the
company can use for operations.

At least from my perspective, I'm somewhat
comfortable with the staff recommendation, leaving the
accrual at the current level. It 1s somewhat low. But
I would caveat that by the fact that that basically, the
36 million for storm reserve translates on a dollar per
dollar basis, if I'm correct, to a $6 million revenue
requirement. S$So, again, if you were tc modify the
accrual amount, you would subsequently reduce the
revenue requirement. But, again, I think that's a
discretionary item and look forward to the discussion of
my colleagues.

CHAIRMAN ARGENZIANO: I have a different
opinion on that. I think that the accrual should cease,
especially at a time of economic distress because there

hasn't been -- because it has significantly been
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increased without being drawn upon. And I think at this
time to hit the consumers with that would be hard.
So —-

COMMISSIONER STEVENS: I agree.

CHAIRMAN ARGENZIANO: That is my opinion of
that. Suspend it for now and then see what happens.

Commissioner Klement first, please, and then
Commissioner Skop.

COMMISSIONER KLEMENT: Commissioners, it's a,
to me it seems like a pay me now or pay me later choice.
We know that if a huge storm comes, they incur huge
exXpenses, they're going to be able to cecllect that back.
And in the past, say in '04 and '05, I believe, that
surcharges were approved by this Commission to make up
for the huge damages suffered then.

I, 1 concur with Commissioner Argenziano
regarding the current climate, that in —-- I
philosophically would favor having a rainy day fund.
That's, that's just a prudent economic philosophy.
However, this is ncot a normal time, it's an unusual
time, and I think to collect less than the company asks
now would be a good decision of this Commission.

CHAIRMAN ARGENZIANO: Commissioner Skop.

COMMISSIONER SKOP: Thank you, Madam Chair.

Just briefly to staff. I think I share the
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view of my colleagues. Again, it is an item that the
Commission has discretion, and in these difficult
economic times, again, using such discretion wisely
ultimately can result in not having a rate increase
should certain issues be decided in certain matters.

But to staff, what is the current reserve
balance in terms of what's already been funded? TIs it
$144.5 million?

MR. WRIGHT: If we keep the accrual at
5.566 million, it would result in $144.5 million.

COMMISSIONER SKOP: For 2010.

MR. WRIGHT: Right.

COMMISSIONER SKOP: So it's somewhat a little
bit less than that now. Then it would be basically
$6 million less than that?

MR. WRIGHT: Yes.

COMMISSIONER SKOP: About $136 million
currently in the reserve fund?

MR. WRIGHT: It's about $141,776,000.

COMMISSIONER SKOP: Okay. All right. Madam
Chair, again, I support you and my colleagues in terms
of making an adjustment to the storm reserve. Again, it
is free cash flow to the company. I understand that.
But, again, in these economic times, dollar per dollar

basis that would result in a $6 million reduction in the
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revenue requirement, which again moving towards zero

would -- 1f the revenue requirement is positive, there's
a rate increase. If the revenue requirement is zero,
its rates are constant. So¢, again, this is a

discretionary item, and I would support my colleagues if
they desire to make that adjustment to the staff
recommendation to make the accrual amount zero.

CHAIRMAN ARGENZIANO: Commissioner Klement.

COMMISSIONER KLEMENT: I would like to just
ask staff to review. The surcharge that was approved
for the '05 and '04 storms, how much was that and how
did that work for those -- was it three years that it
was on?

MR. WRIGHT: It was actually two years, and
they, the amcunt was around 260,000 -- $260,000,000 that
the damage was for the four hurricanes in 2004, and that
was a surcharge that was added on a monthly basis.

COMMISSIONER KLEMENT: Can you tell me the
surcharge cost per average customer?

J+ MR. WRIGHT: I believe it was around 3$2.50.
COMMISSIONER KLEMENT: 52.50.

MR. WRIGHT: Uh-huh.

COMMISSIONER KLEMENT: So, Commissioners,

LW colleagues, that, that gives us an idea of what we might

be talking about if we are cursed to have more hurricane
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CHAIRMAN ARGENZIANO: Commissioner Edgar, then
Commissioner Skop.

COMMISSIONER EDGAR: Thank you, Madam Chair.

The storm reserve item in concept is something
that has come before this Commission with different
companies and in different scenarios, but a number of
times over the past few years. I am either fortunate or
unfortunate to be the only one of us who has sat here
and actually during and after a recent hurricane season
that impacted our citizens and customers that, and then
had to kind of asg, as a Commission together work to sort
out costs and impacts. And I recognize the pay me now
or pay me later and that there are absolutely a wide
range of legitimate approaches to this issue.

I have said in the past and I want to be
consistent to what I have said in the past that because
of the experience T had the first two years I was here
and scorting through with staff and all the parties and
Commissioners, of course, the costs and the issues and
how best to deal with them, I am a believer in the value
of a very small annual accrual for a healthy, not overly
healthy but towards a healthy reserve amount for storm
damage.

I believe that I saw in 2005 and 2006 when we
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were dealing with significant storm impacts from 2004
and 2005 some value to the state and to the consumers
who had been impacted by having that, recognizing that
in most of those instances the storm reserve did not
cover all of it.

I also recognize and I've had this discussion
with staff and have asked the gquestion, you know, upon
what do we base an amount? What is the scientific or
economic basis for an amount? And in my non-accountant
language I would say in my opinion there is no ~- if
indeed you believe in the concept, there is no exact
right amount. And so it's at some point the level or
amount is kind of an educated approach or sort of even a
gut-level approach.

The item that is before us I note is a, the
staff recommendation is a significant reduction from
what the company is requesting, and I do believe that
their request was based at least partially on some of
the experience that their territory had in those storms
in '04 and '05.

I think that the reduction that staff has
recommended is reasonable and is raticnal. I also
recognize that again you have to kind c¢f buy into the
concept, and not all may. I will also say that although

I certainly recognize and believe strongly that the
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process that this Commission utilized to attempt to
address storm incurred costs through the surcharge
mechanism worked and worked well in '05. It was really
the first time, certainly the first time I had dealt
with it. It was the first time, I believe, that this
Commission had dealt with that issue. If not ever,
certainly in many, many, many years. And so some of the
issues that were before us were issues of first
impression.

When we unfortunately had more storms and had
to deal with them the second time, we had the
opportunity to improve and refine those processes and
those decisions. And I felt gocd then and I do now
about the way this Commission addressed that.

My final point on this for the moment is to
come back to, yes, I believe that that surcharge
mechanism process is important and is an important
protecticon to the consumers and to the company. But I
alsc recognize that when there are huge swaths of
regions and customers who have been significantly
impacted by a storm is a difficult time to impose a
surcharge. &And some of the value of establishing a
reserve is so that when you have pecople who have just
been economically devastated and communities

economically devastated, that is not generally the time
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that you want to necessarily add an additional cost.
And 1 see the storm reserve mechanism as a little bit of
a buffer against that.

So to sum up, Madam Chair, I recognize that
there are absolutely reasonable different opinions on
this. I have in the past in cther issues voted, other
cases voted for a storm reserve, storm reserve accrual
that I believe the amount was reasonable and rational,
and I believe that in this instance the staff
recommendation meets that as well, Thank you.

COMMISSIONER STEVENS: Madam Chair.

CHAIRMAN ARGENZIANO: Thank you. Commissioner
Stevens -—- I'm sorry. Commissioner Skop was next and
then Commissioner Stevens.

COMMISSIONER SKOP: Thank you, Madam Chair.

Just a question to staff. With respect to the
surcharges that Progress customers incurred as the
hurricanes in their service areas back in 2004 and 2005,
what was the total amount of the surcharge, if you will,
in terms of storm damage or amount in millions of storm
damage?

MR, WRIGHT: I think it was 230 milliion,

231 million.
COMMISSIONER SKOP: Ckay. So currently to

Commissioner Edgar's point we currently have a reserve
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balance of approximately 141 million; 1s that correct?

MR. WRIGHT: Right.

COMMISSIONER SKOP: So we roughly have a
reserve balance equal to half of what the projected
costs were as the result of a catastrophic event; is
that correct?

MR. WRIGHT: Yes, sir.

COMMISSIONER SKOP: Okay. Madam Chair, again
I think that again this is an item that certainly is one
of discretion, and in better economic times, again, I
think that we might have more latitude to continue the
storm accrual reserve. But, again, we are in difficult
economic times. And as Commissioner Klement has pointed
out, there is adequate remedy to the company should we
have the catastrophic event where they need to seek
storm recovery costs. They can come to the Commission.
We've granted surcharges in the past for that. I know
that that sometimes presents a hardship on consumers at
that particular point in time, but, you know, consumers
are facing difficult times now making ends meet. And,
again, at the end of the day this is $6 million on a
dollar per dollar basis of free cash flow that basically
impacts the revenue requirement and basically causes
rates to go up by 36 million.

So, again, I think that temporarily, whether
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1t be for some period of time or until the next rate
case, suspending the accrual, $6 million a year accrual,
that's pretty much where I support the views of my
celleagues.

CHATIRMAN ARGENZIANO: Commissioner Stevens.

COMMISSIONER STEVENS: I would just like to
reiterate that this is not, these funds are not accrued
inte a restricted trust fund, are they?

MR. WRIGHT: That's correct. They're not.

COMMISSIONER STEVENS: They are a part of the
operating revenues of the company.

MR. WRIGHT: Yes, sir.

COMMISSIONER STEVENS: So it's a book entry
as, as a reserve,

MR. WRIGHT: Yes, sir.

COMMISSIONER STEVENS: Okay. And what that
means is they can use it as an operating, they can use
those funds for operating expenses through the year as
long as it balances out at the end of the year.

MR. WRIGHT: Correct.

CHAIRMAN ARGENZIANO: Commissicner Skop.

COMMISSIONER SKOP: Thank you, Madam Chair.

To Commissioner Stevens' point, again, that's
the exact point I was making. When you have an unfunded

reserve account versus a funded reserve, which is a
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dedicated account, it is free cash flow to be used for
operations. And, again, there's no requirement to,
other than making an accounting entry, to, to refund the
cash cr offset the cash for, until a storm occurs. S$o,
again, that's where, again, it becomes that
discreticnary item, so.

COMMISSIONER EDGAR: Commissioners, as I said

in the beginning, my thoughts are basically what I said

"to begin with and what some of you have reiterated.

While T understand the need to have a rainy fund and
sometimes that is a good thing, I just remember and
going back on to the company's witness, Mr. Toomey, they
seem to address more of the historical storms from the
early 1900s. And I felt that at this time and the
economic problems we're facing and with -- that the
ratepayer need not fund to the excessive. We've got a
good fund reserve. And as Commissioner Klement had
mentioned, there's another mechanism should something
occur for the company to, to attach to or to get from.
S0 with that --

COMMISSIONER STEVENS: 1I'il make a motion.

COMMISSIONER EDGAR: Commissioner Stevens.

COMMISSIONER STEVENS: That a, that no
adjustment and no accrual be made from now on.

COMMISSIONER EDGAR: So we're moving to deny
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staff.
COMMISSIONER STEVENS:
CHAIRMAN ARGENZIANO:
COMMISSIONER STEVENS:
accrual.

CHAIRMAN ARGENZIANC:
COMMISSIONER SKOP:
CHAIRMAN ARGENZIANO:

Skop. We have a second.

COMMISSIONER STEVENS:

like --

CHAIRMAN ARGENZIANO:

COMMISSIONER KLEMENT:

some discussion of that.

CHAIRMAN ARGENZIANO:

COMMISSIONER KLEMENT:

what staff has recommended,

All those in favor,

54

Yes.

And —--

Make it a zero dollar

-~ a zero accrual.

Second.

Okay. Commissioner
aye.
Madam Chair, I would

Commissioner Klement.

I would like to have

Okay.

That's a change from

as T understand it?

CHAIRMAN ARGENZIANO: VYes. It's denying staff
on the accrual and —--

COMMISSIONER KLEMENT: So instead of -~ we
would, we would not -- they would not be accumulating

5.56 million per year.
think.

CHATRMAN ARGENZIANO:

COMMISSIONER KLEMENT:

I have a problem with that I

Ckay.

I thought we said that
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this was a prudent amount to be putting away, but far
less than the company asked.

CHAIRMAN ARGENZIANO: Well, I think there's, I
think there's a difference of opinion here. I think if
you are saying you would like staff's recommendation on
the 5.66 to be accrued, well, then that's your --

COMMISSIONER KLEMENT: Right. That's what —--

CHAIRMAN ARGENZIANO: The motion is, is not --

COMMISSIONER KLEMENT: I understand. But I'm
having debate about that motion, so.

CHAIRMAN ARGENZIANO: Right. Okay.

COMMISSIONER KLEMENT : I don't think I can
support it.

CHAIRMAN ARGENZIANO: I understand. Okay. We
have a motion and a second on the table. For those --
Commissioner Skop.

COMMISSIONER SKOP: Thank you, Madam Chair.

Just to Commissioner Klement's point, again,
the staff recommendation does provide for maintaining
the current level of storm reserve accrual, but I guess
the financial impact of that results in a $6 millicn
revenue reguirement. So, again, in the discretionary
realm, being an unfunded reserve, the, that approval of
this amount drives additional revenue requirement to the

ratepayer, so it would seek to increase rates. And

FLORIDA PUBLIC SERVICE COMMISSION

55




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

that's embodied within the staff recommendation, but I
jJust wanted to clarify that point. I think that from my
perspective I support the motion, as I seconded it, to
suspend the, and cease the storm damage accrual pursuant
to what Public Counsel had recommended.

CHAIRMAN ARGENZIANO: And just, there 1s still
a reserve, I think he understands that.

COMMISSIONER KLEMENT: The reserve remains.
But I, I guess perhaps I misunderstood it. I thought we
were goling to, thinking in terms of maintaining it at
the level it's at. But your motion is to, to have no
new accumulation.

CHAIRMAN ARGENZIANO: Right. I think
Commissioner Edgar had indicated she would be in favor
of keeping some accrual. I believe and the other two
Commissioners have just the opposite, zero accrual and
keep the reserve.

and as I said, my perscnal feeling is that the
reserve is at, has been significantly increased. And at
a time when there's economic hardships for people, T did
not want to have the ratepayer funding to an excessive
fund because of the fact, as you indicated, that the
company -- there's more than enough money in there for
non-storm problems. The company has other ways 1f there

were to be storms of catastrophic proportions that they
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can recover that mcney.

COMMISSIONER KLEMENT: I would be interested
in Commissioner Edgar's opinion on the motion.

CHAIRMAN ARGENZIANO: Commissioner Edgar.

COMMISSIONER EDGAR: Thank you, Madam Chair.

Commissioners, I, with all respect, as I said
I think in my comments, I hope I made clear that I do
think this is an issue that can have a number of
different opinions. I am not in favor of the motion for
the reasons that I described. I do believe that in my
experience here after the storms of '04 and '05 that I
saw value in having a small accrual on an annual basis.
As I also said, I believe the surcharge mechanism i1s an
important protection for consumers and for the company,
but I do not believe that it is the one and only or
perfect tool that this Commissioners -- this Commission
should rely on so that we are best prepared, our
utilities are best prepared to address and respond to
catastrophic storms.

And, again, I'm falling back on my experience
from my first few years here where the storm impacts and
the needs of the citizens and the needs of the service
providers was the bulk of the issues that this
Commission dealt with at those, those next couple of

vears. And I think that having a small reasonable
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accrual amount towards a healthy but reasonable storm
fund is good pelicy. And I also believe that, as I
sald, the amount to be accrued is, is not necessarily a
specific right or wrong number. Probably a reasonable
range there as well. But the discussion that I had with
staff and as laid out in the item to continue at the
current level, which would not be a rate increase for
this particular item but to continue at the current
level, I believe is good sound public policy from the
experience that I've had.

CHAIRMAN ARGENZIANO: Commissioner Skop.

COMMISSIONER SKOP: Thank you, Madam Chair.

To Commissioner Edgar's point, Commissioner,
how would you distinguish -- in this case this is an
anfunded reserve. It's not a funded reserve where the
funds go into a restricted account, as Commissioner
Stevens has pointed out. I mean, in this case it
translates to nothing more than free cash flow for the
company to be used for operations. So does that -- how
do you distinguish between those two in light of using
discretion for looking at those things that actually
drive the rate increase? Because, I mean, you said
there is no rate increase, but this is a $6 million
requirement for revenue. S$So I'd like to, to claritfy

some thinking on that, 1if I could.
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COMMISSIONER EDGAR: You'd like to clarify my
thinking?

CHAIRMAN ARGENZIANO: Commissioner, do you
want to respond?

COMMISSIONER EDGAR: Sure. Absolutely. First
of all, you said it translates to nothing more than, I
forget the phrase, but I disagree. I think it does
translate to something more. It translates to money
that would be available in the case of a catastrophic
storm event. I think that's an important insurance
policy from the experience that I've had here in the
cases that came before me that were, you know, prior teo
the rest of you jeining us. That was my experience that
that was good public policy.

I also believe and stand by my statement that
this item on the staff recommendation would not be a
rate increase on this item specifically for this purpose
as it is a continuation of the current policy.

COMMISSIONER SKOP: Thank you,

CHAIRMAN ARGENZIANO: Okay. I will just, for
the people in the audience and at home, it is not a
trust fund specifically for storm damage. And let me
just ask staff this question for purposes of
clarification.

In the past has that storm accrual or that
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reserve been used for other mzintenance or other
operations of the plant?

MR. SLEMKEWICZ: Well, there's a difference.

CHAIRMAN ARGENZIANO: Cther than storm, storm
damage.

MR. SLEMKEWICZ: There's a difference between
the accrual and the reserve. The accrual is the amount
of money they collect.

CHAIRMAN ARGENZIANO: And will go to the
reserve.

MR. SLEMKEWICZ: And the reserve, what they
collect is booked to the reserve, but it's a book entry.
And they can use that money for other purposes; however,
when there is a storm, they don't, they can't charge the
ratepayer again unless they exceed the level of the
reserve.

CHAIRMAN ARGENZIANO: So then for
clarification, if the accrual continues, the ratepayer
is paying into that accrual. That's added, may not be
an increase, but they're still paying something.

MR, SLEMKEWICZ: That's correct.

CHAIRMAN ARGENZIANO: Okay. And if the
accrual were to go to zero tc relieve the ratepayer
right now while there's economic hard times and

catastrophic storms come, are there other cost recovery
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mechanisms that the company can go to?

MR. SLEMKEWICZ: Yes. If the reserve accrual
or if the reserve is exceeded by the damages, they can
get a surcharge or a securitization.

CHAIRMAN ARGENZIANO: Yes. So then the result
would be that the money -~ they would still be -- the
company wculd still be able to recover, but they
wouldn't have the cash flow to maybe use in other areas
or -—-—

MR. SLEMKEWICZ: That's correct.

CHAIRMAN ARGENZIANO: Okay. All right. So we
have a motion and a second. All those in favor of the
motion, aye. Aye.

COMMISSIONER SKOP: Aye.

COMMISSIONER STEVENS: Aye.

CHAIRMAN ARGENZIANO: All those opposed.

COMMISSIONER KLEMENT: Aye.

COMMISSIONER EDGAR: Aye.

CHAIRMAN ARGENZIANO: Show the motion passing.

And we'll move to -- I guess we're still on
the same block. 2&m I correct, we're on 357

MR. WILLIS: Yes, Commissioner. 3b.

CHAIRMAN ARGENZIANO: And then we're going to
continue with the voting block from 24 down to —-- I'm

sorry. We did 24. We have to go 35, 35 to -- well, 37
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and 38 are fallout; right? Okay. Let's move on to 35.

MR. WRIGHT: Issue 35 is should unamortized
rate case expense be included in working capital? And
staff is recommending, no, unamortized rate case expense
of $2,787,000 should be removed from working capital.

CHATRMAN ARGENZIANOC: That's on Issue 357

MR. WRIGHT: And that is consistent with
Commission policy.

CHAIRMAN ARGENZIANO: Any questions? Okay.
Let's move on.

MR. WRIGHT: Issue 36 is has Progress
appropriately reflected the impact of statement of
financial accounting standards Number 143, asset
retirement obligations, in its proposed working capital
calculation? And staff is recommending, yes, they have.

CHAIRMAN ARGENZIANO: Okay. Everybody all
right? All right. Next.

MR. SLEMKEWICZ: Okay. Issues 37 ——

CHAIRMAN ARGENZIANO: I'm sorry. I'm sorry.

Commissioner Skop.

COMMISSIONER SKOP: Thank you, Madam Chair.

Just on Issue 36 with respect to the asset
retirement obligations under FAS 143, I guess Public
Counsel had adopted a contrary position to staff

indicating that the Commission should require PEF to
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record a system adjustment of about $398 million. Why
did staff not find Public Counsel's argument to be
persuasive?

MR. WRIGHT: Well, in reviewing the numbers
and the MFRs that the company filed, that adjustment was
made in the system numbers.

COMMISSIONER SKOP: Okay.

MR. WRIGHT: And so this was just to recognize
that. And I guess they didn't realize that at the time.

COMMISSIONER SKOP: So, so basically Progress
had already made the appropriate adjustment within their
system numbers and OPC was arguing basically a moot
point then.

MR. WRIGHT: Yes.

COMMISSIONER SKOP: All right. Thank you.

CHAIRMAN ARGENZIANO: Are we okay? All right.
We can move on.

MR. SLEMKEWICZ: Okay. As, as previously
mentioned for Issues 37 and 38, which are the working
capital allowance and rate base, those are fallout
issues. And based on what you've, your vote on 33,
those are going to change anyway.

COMMISSIONER EDGAR: Okay. Sc¢ do we have a
motion based on the fallout issues changing?

COMMISSIONER SKOP: Madam Chair, if there are
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no further questions, I'd move to approve the staff
recommendation on Issue 35, 36, 37 and 38, noting that
the fallout issues will change as a result of the
Cecmmission's decision on these issues.

COMMISSIONER STEVENS: Second.

CHAIRMAN ARGENZIANO: Okay. We have a second.
All those in favor, aye.

(Simultaneous vote.)

Same sign, opposed. Show that motion passing.

And now to cost of capital, I guess Issue 39.
Oh, wait & minute. Yeah. 39, we can go tc 39. I'm
SQrry.

And I'm, since I'm new at this, I don't know
how long it is before our court reporter needs a break.
Are we coming close to that?

THE COURT REPORTER: I'm fine.

CHAIRMAN ARGENZIANO: Okay. All right. Just
let me know. Commissioner Skop -- okay. We'll do, at
11:00 we'll take like a five-minute break. 1I'm sorry.
10:00. cCan't walit until 11:00, huh? Okay. Let's

continue.

COMMISSIONER SKOP: The clock back there is an
hour slow, One says 11:00 and one says 10:00.
COMMISSIONER EDGAR: 1I'm scrry. I'm totally

confused. Are we taking a break or not?
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CHAIRMAN ARGENZIANO: Yeah, so am I now. That
says 10 to 10:00

COMMISSIONER SKOP: That says ten to 10:00 and
that says ten to 11:00.

CHAIRMAN ARGENZIANC: WNo. Yeah, it does.
Okay. All right. Well, not by that clock. I guess by
that clock, I'm sorry.

COMMISSIONER SKOP: Thank you.

CHATRMAN ARGENZIANO: Let's go. Oops, there
goes my chair again. Let's move on. So we're going to
take, we're going to take a break in ten minutes.

MS. DAVIS: Connie Davis with Commission
staff. I have Issue 39, which is the appropriate amount
of accumulated deferred taxes to include in the capital
structure. This number will change slightly based on
the rate base. The staff recommendation was an amount
of $420,330,116.

CHAIRMAN ARGENZIANO: Can you -- members, any
guestions, Commissioners? 1 thought I had a guestion on
this one. I'm trying to find it. Hang on one second.

I think that's been taken care of.

Okay. No questions? We'll move on.

Issue 40.

MS. DAVIS: The Issue 40 is the cost rate, the

amount and cost rate of the unamortized investment tax
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credits to include in the capital structure. The staff
recommendation is the $3,898,262 at a cost rate of
8.74 percent.

COMMISSIONER SKOP: Madam Chair.

COMMISSIONER STEVENS: Madam Chair.

MS. DAVIS: Yeah. And this will also change
slightly.

CHAIRMAN ARGENZIANO: Commissioner Skop, then
Commissiconer Stevens.

COMMISSIONER SKOP: Thank you, Madam Chair.

Just guickly on 29 with respect to the
accumulated deferred taxes. 1 think staff mentioned
that that would, in making the ultimate motion on that
if we're to accept staff's recommendation, that that
number is subject to change based upon changes in the
rate base as the Commission has approved; is that
correct?

MS. DAVIS: Yes, sir.

COMMISSIONER SKOP: All right. Thank you.

CHAIRMAN ARGENZIANO: Commissioner Stevens.

COMMISSIONER STEVENS: On, on Issue 40, can
you explain to us or reexplain to me how we arrived at
the 8.74 percent --

MS. DAVIS: Yes, sir.

COMMISSIONER STEVENS: -~ cost rate, please?
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MS. DAVIS: That is based on the weighted
average of the long-term debt, common equity and
preferred stock cost rates.

COMMISSIONER STEVENS: And what is the argued
range between the different parties? 1Is that the 7.84
to the 9.747?

MS. DAVIS: Yes, sir,

COMMISSIONER STEVENS: And why —-

MS. DAVIS: OPC recommended the 7.84.

COMMISSIONER STEVENS: And as you go through
your calculations, didn't the two other parties go
through calculations to arrive at their numbers or was
there —— obviously there was some discrepancy. What was
that variable?

MS. DAVIS: The biggest change is that we do
it over, we don't do it over all sources of capital but
just over the long-term debt, common equity and
preferred stock.

COMMISSIONER STEVENS: And did the Intervenors
use -- what was -- what were their additional variables
to come up with the 7.84 percent?

MS., DAVIS: Different cost rates,

COMMISSIONER STEVENS: Okay.

MS. DAVIS: They —-- long-term debt and

preferred stock, their percentages and cost rates were
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different.

COMMISSIONER STEVENS: And then Progress
Energy's 9.74 was, didn't have as many variables in it
or —-—

MS, DAVIS: Well, they obviously asked for,
their long-term debt rate was higher, which would bring
the whole average up, and their ROE was higher.

COMMISSIONER STEVENS: Right. Okay. Thank
you. Thank you.

CHAIRMAN ARGENZIANO: Commissioner Skop.

COMMISSIONER SKOP: Thank you, Madam Chair.

With respect to the 8.74 percent, that's

Progress's weighted average cost of capital; is that

correct?

MS. DAVIS: Just over investor sources.

COMMISSIONER SKOP: Okay. All right. Thank
you.

CHAIRMAN ARGENZIAMO: Any other guestions?
Okay.

MR. MAUREY: Andrew Maurey, Commission staff.

On Issue 41 —--

CHAIRMAN ARGENZIANO: I'm sorry, Andrew.

Commissioner Skop.
COMMISSIONER SKOP: I'm sorry. I meant to ask

this previous question. As to Issue 40, with respect to

FILLORIDA PUBLIC SERVICE COMMISSION

68




10
11
12
i3
14
15
16
17
18
19
20
21
22
23
24

25

69

the B8.74 percent that staff is recommending for the
investment tax credit, if that's the weighted average
cost of capital, what is the inherent ROE within that
number?

MS. DAVIS: Back on Schedule 2 it is 11.25.

COMMISSIONER SKOP: Okay. All right. So
that's the staff recommended ROE?

MS. DAVIS: Yes, sir.

COMMISSIONER SKOP: All right. Thank you.

CHAIRMAN ARGENZIANC: And the recommended cost
rate of the company was 9.74; is that correct? Sorry.

MS. DAVIS: Their weighted average was the

CHAIRMAN ARGENZIANO: I'm sorry. Was nine --

MS. DAVIS: 9.74,

CHAIRMAN ARGENZIANO: Okay. A follow-up from
Commissioner Skop.

COMMISSIONER SKOP: Thank you, Madam Chair.

With respect to Issue 40, is Issue 40 affected
by other issues such as Issue 47 on the ROE to the
extent that if the Commissicon did not adopt the ROE
recommended by staff, that that number would be subject
to change?

MS. DAVIS: Yes, sir.

COMMISSIONER SKOP: Ckay. All right. So I
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think we need to, we need to, yeah, we need to
understand what we do on 47 because I think it affects
that number zlso.

CHAIRMAN ARGENZIANO: Okay. So what would we
do then? Eang --

MR. WILLIS: We can, we can continue down the
list because we can consider Issue 40 as a fallout
basically as far as Issue 47 and the other cost of
capital issues.

CHAIRMAN ARGENZIAMO: Commissioner 3Stevens.

COMMISSIONER STEVENS: Madam Chair, thanks.

The, the Issues 39 through 47 all have, they
all relate to each other. So if we could go slowly
through those to recognize the effect.

CHAIRMAN ARGEMZIANQ: You want to, you want to
do these one by one, take them one by one?

COMMISSIONER STEVENS: Yes, ma'am. Yes,
ma'am.

CHAIRMAN ARGENZIANO: I think we should do
that.

COMMISSIONER STEVENS: Thank vou.

CHAIRMAN ARGENZIANO: Okay. Staff, if we can
go one by one instead of in block, I think that's what
we need to do.

COMMISSIONER STEVENS: Because this, this, the
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Item 40, and the reason I asked the question and
probably the same reason Commissioner Skop was, was in
on this too is this 8.74 percent is related toc what we
do up here.

CHATRMAN ARGENZIANO: Right. Right.

COMMISSIONER STEVENS: So thank you.

CHAIRMAN ARGENZIANO: Okay. That's how we'll
proceed.

MR. MAUREY: Andrew Maurey, Commissicn staff.

You'd mentioned a preference for breaking at
11:00. I can tell you Issue 41 will not be completed by
11:00.

CHATRMAN ARGENZIANO: Okay. Well, then let's,
then let's go ahead. I have a feeling you're very
right, so let's go ahead and break until sbout, how
about until ten after. We're on recess.

(Recess taken.)

Well, let's have staff begin, and hopefully
Commissioner Skop will join us momentarily. Please.

MR. MAUREY: Issue 41 concerns PEF's request
for pro forma adjustment to equity to offset balance
sheet -- off-balance sheet obkligations such as
purchased, purchased power agreements should be
approved. Witnesses for the company testified that all

three rating agencies recognize or consider off-balance
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sheet obligations like purchased power agreements when
assessing the credit quality of companies. Therefore,
this Commission should recognize an adjustment to, that
offsets the financial pressure associated with those
agreements.

Witnesses for the Intervenors unanimously
disagree. They all argue that this adjustment should
not be accepted because purchased power agreements, the
capacity payments as well as the fuel component of these
agreements are recovered through cost recovery clauses,
the Intervenors argue that there's no risk to recovery
and therefore there's no risk of, there's no basis for
increasing equity to offset these contracts.

Staff in its evaluation, we agree with the
company that rating agencies look at purchased power
agreements when assessing the credit guality of
utilities; however, there's no regquirement that a
regulatory Commission recognize imputed equity when
setting rates.

In addition, we believe if this adjustment
were approved, it would permit the company to earn a
risk adjusted equity return without placing that
incremental equity at risk. Therefore, staff recommends
that this adjustment in the amount of $711 million on a

system basis be removed from the capital structure.
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CHAIRMAN ARGENZIANO: Commissioners?
Commissiconer Stevens, Commissioner Skop.

COMMISSIONER STEVENS: 1T appreciate staff's
recommendation on this and I appreciate the work that
went into it, and I'll just let y'all know I agree with
the staff's recommendation.

CHATRMAN ARGENZIANO: {kay. Commissioner
Skop.

COMMISSIONER SKOP: Thank you, Madam Chair,

Just with respect to the reguested adjustment
to impute the equity for the power purchase agreements,
there was a split in terms of how the credit rating
agencies look at certain things. For instance, S&P does
it and Moody's does something different; is that
correct?

MR. MAUREY: They all consider it. Not all of
the rating agencies consider it in the same manner. S&P
is more transparent in its evaluation of these
agreements. Moody's and Fitch are less transparent.

But they all write in their reports that they consider
purchased power agreements in assessing the credit
quality of a utility.

COMMISSIONER SKOP: Okay. And basically the
benchmark that S&P or Standard & Poor's uses for

imputing equity is 25 percent of the debt; is that
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correct?

MR. MAUREY: That's a risk factor that exists
over a range. For these particular contracts the risk
factor is 25 percent.

COMMISSIONER SKOP: Okay. Now in light of
the, and I think this is probably factored into the
staff's analysis, in regards tc power purchase
agreements, those agreements are approved by the
Commissicnh before the companies are allowed to enter
inte such agreements; i1s that correct?

MR. MAUDREY: Yes.

COMMISSIONER SKOP: Okay. So basically since
the Commission would approve such contracts, the company
typically would not be denied cost recovery for such
purchased power assuming it was reasonably and prudently
incurred; 1s that correct?

MR. MAUREY: That's the case. Yes.

COMMISSIONER SKOP: Okay. And with respect to
the cost of purchased power, that is basically addressed
on an annual basis through our fuel and capacity cost
recovery clause; is that correct?

MR. MAUREY: Yes,.

COMMISSIONER SKOP: All right. So essentially
there's ne inherent risk in terms of, other than what

the credit agencies say there might be in terms of the
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requlatory scheme in Florida to the extent that we
review fuel costs on an annual basis; 1is that correct?

MR. MAUREY: That's, that's mostly correct.
There's, there's some performance risk that these
contracts won't be exercised or the provider won't come
through, and the rating agencies dc look at adjusted
ratios, not book ratios, and they do incorporate some
adjustments for these fixed obligations. But in
totality the payments under these contracts are
recovered through cost recovery clauses.

COMMISSIONER SKOP: Okay. And just in
fairness to the company, the only perceived risk would
be an actual, the cost recovery to the extent that there
were a denial or a delay in getting approval, that
certainly that time lag of being able to get approval of
prudently incurred costs would be some minimal risk to
the company; is that correct?

MR. MAUREY: Yes=.

COMMISSIONER SKOP: Okay. All right.

Madam Chair, I also support the staff
recommendation on this issue.

CHAIRMAN ARGENZIANO: Commissioner Klement.
Klement.

COMMISSIONER KLEMENT: Yes. Thank you.

Are you aware or is other more senior staff
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aware of any time when there have been denial of these,
recovery of these costs?

MR. MAUREY: Personally I'm not aware of a

-denial of recovery. I don't see -—-

COMMISSIONER KLEMENT: Mr. Devlin, are -~-
you're, you're the, I think, a senior person here.

MR. DEVLIN: 2And very proud of it, sir.

COMMISSIONER KLEMENT: As well you should be.

MR. DEVLIN: But I'm not, I'm not aware cf a
contract ever being disallowed.

COMMISSIONER KLEMENT: Thank you. I wanted to
make that point, Madam Chair, and I think I concur with
the opinions expressed so far,

CHAIRMAN ARGENZIANO: Any other comments,
questions?

Okay. Do we have a motion? Commissioner
Skop.

COMMISSIONER SKOP: Thank you, Madam Chair.

Bave we done Issues 39 and 40 yet also? I
guess I thought we were going to do these as a block or
individually and --

CHAIRMAN ARGENZIANO: You're right. I'm
sorry. We are going -- no, no, no. We had indicated
that we were going to take them up individually.

COMMISSIONER STEVENS: I was hoping you would
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take them up individually because 39 depends on the
other issues and 40 is related to the other debt rates.

CHAIRMAN ARGENZIANO: Sc we're going to do
them individually. And did we, did we already move on
39?2 I'm sorry.

COMMISSIONER SKOP: No. No, ma'am.

CHAIRMAN ARGENZIANO: We didn't. So we
better, we better go back and do that and then move back
forward to, back tc 41.

Okay. So given that, do we have a motion on
39?7 I'm sorry.

COMMISSIONER STEVENS: I think, doesn't 39 --

CHAIRMAN ARGENZIANO: We'll have to --

COMMISSIONER STEVENS: I think we have to do
some other things before we know what the, the
recommendation is.

CHAIRMAN ARGENZIANO: Yes. You're right. So
we -- all right. So then here's what we have to do.
Staff, if you —--

COMMISSIONER STEVENS: So [ think if we go
through these items one by one, then we can go back.

CHAIRMAN ARGENZIANO: And then we come back
and go --

COMMISSIONER STEVENS: Yes, ma'am. Yes,

ma'am.
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CHAIRMAN ARGENZIANC: Okay. That's, that's a
good recommendation. That's what we'll do.

So let's move on then to 42 on equity ratio.

MR. MAUREY: In Issue 42 the Commission is
asked to determine the appropriate equity ratio that

should be used for the purpose of setting rates in this

.proceeding. The company had recommended an eguity ratio

as a percentage of investor capital of 53.9 percent.
This included the imputed equity adjustment that I just
discussed in Issue 41.

The intervening parties were recommending
equity ratios of 50 or 50.3 percent and -- without the
imputed equity adjustment. That is, that's what staff
recommended, 50.3 percent as a percentage of investor
capital. That represents the company's filing with the
imputed eqguity removed.

CHAIRMAN ARGENZIANO: Commissioners?

COMMISSIONER STEVENS: Andrew, could you help
me? What is the range that allows Progress Energy to be
competitive with their peers with this equity ratioc?
You explained to me on a chart, which I appreciate
because pictures help me, but please, please speak to
that and help me understand or pay attention to this.

MR. MAUREY: Typically utilities will have an

equity ratio ranging from somewhere in the low 40s to
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somewhere in the low 60s, and that's the range of equity
ratios that investor-owned utilities across the country
will maintain.

COMMISSIONER STEVENS: And the other piece is
debt.

"MR. MAUREY: Correct. The offsetting portion
is debt.

COMMISSIONER STEVENS: Thank vou.

MR. MAUREY: When you're at the low, when a
company is at the lower end of that range, it's
considered to have greater financial risk. When it has
an equity ratio at the higher end of the range, it's
considered to have less financial risk. At a lower
financial risk you would have a lower cost of capital.
And although you're applying it to a higher equity base
because those cost rates are lower than they would be at
the lower end of the range, the overall cost of capital
can be minimized. But it's a balance. And while the
debt cost rate is set by the markets, return on eguity
is set by regulatory commissions across the country.

So in this instance the company came in with
an equity ratio of 50 or 54 percent with or without the
imputed equity. That's right in the middle of equity
ratios nationally. Typically the staff would prefer

companies to be meore financially stronger than weaker.
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Going forward we think rates will be lower long-term if
essential services like electricity are delivered by
strong providers. But we're not, as we discussed in the
other issue, we're not going to make up equity. We're
geing to have -- recommend what they come in with. 1In
this case it's 50.3 percent.

COMMISSIONER STEVENS: Right. And what you
mean by that i1s we backed out the, quote, phantom equity
to get to the 50.37

MR. MAUREY: I've heard it referred to that.
We'll stick with imputed equity.

COMMISSIONER STEVENS: Okay. That's fine.
That's probably better. Okay. Thank you.

CHAIRMAN ARGENZIANO: Commissioner Klement.

COMMISSIONER KLEMENT: Could you address,
please, the relationship of this figure to Progress's
relationship to its parent company in Carolina? It
seems that a good part of their having too low cf an
equity is a result of their merger with North Carolina
Power about ten years ago. And when that happened,
their bond rating went down immediately and perhaps even
before it was finished, and it's never recovered back to
the levels that it was premerger. And it's my
understanding that significant profits of PEF have been

shifted to North Carolina. Is that correct?
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MR. MAUREY: Well, money does flow back and
forth between Florida and North Carclina, and as the
parent company it is entitled to earn a return on its
investment in the utility. And it will, management of
the company will decide how much is retained in
Carolina, how much is reinvested in Florida, and that
dces impact the equity ratio in Florida.

COMMISSIONER KLEMENT: And, and has that
flow -- how has that flow been? Has it been all north
or has some of it come south?

MR. MAUREY: It has varied over time. As we
discussed, maybe for the first five years immediately
following the merger more money flowed to North Carcolina
and less to Florida. In the last five years that's
reversed. The majority of the money is coming, is
staying in Florida, not flowing to North Carolina. 1In
fact, in order to strengthen its capitalization, the
utility has forgone paying a dividend to its parent
altogether in Florida the last five years. So not
only -- it didn't flow any money up in those years to
help strengthen the financial position of the utility in
Florida.

CHAIRMAN ARGENZIANQ: Okay. Any other
questions? Okay.

MR. BUYS: Dale Buys with Commission staff.
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Issue 43 addresses whether rate base and
capital structure have been reconciled appropriately.
Staff recommends that it has for the sole purpose of
setting rates in this case only.

CHAIRMAN ARGENZIANO: Any, any guestions,

members?

COMMISSIONER STEVENS: No, ma'am.

CHATRMAN ARGENZIANO: Okay. No guestions. We
can meve on to 44, Thank you.

MR. BUYS: Issue 44 is a falliout issue, and
it's whether the appropriate -- what is the appropriate

capital structure for the projected test year? And that
will be determined based on the vote for the -- based on
the return, the equity amount. 1It'll be a fallout issue
based on that vote.

CHAIRMAN ARGENZIANO: Okay. Very good. Then
we can meve on to 405.

MR. BUYS: 1Issue 45 is the appropriate cost
rate for short-term debt for the projected test year,
and staff is recommending that 3.72 percent is the
appropriate rate for short-term debt.

CHAIRMAN ARGENZIANO: Commissicner Stevens.

COMMISSIONER STEVENS: Could you walk us
through staff's calculation that arrived at the

3.72 percent? Because I believe, you know, the OPC's
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position is 3.06 percent, Progress is at 5.2 percent and
staff is at 3.72. But this range from the 3.06 to the
5.25 1s huge. And so if you could enlighten me and help
me understand what the variables are that cause this,
this range.

MR. BUYS: There's three components of that
short-term rate. The first is the estimated LIBOR rate
for 2010, which the record supports a range of 1 percent
to 1.25 percent.

COMMISSIONER STEVENS: Okay.

MR. BUYS: And staff just toock the median of
that range. The next component is the yield spread
between what the utility can issue its short-term rate
for and the LIBCOR rate, and the record indicated that it
was approximately 185 basis points. And then on top of
that you have a third component, which is the fees
associated with the credit facility, and it's very clear
on the record that those fees are 75 basis points. So
if you add those three components up, you come up with
the staff's recommended interest of 3.72 percent.

COMMISSIONER STEVENS: And what did Progress
Energy have as their variables to equal the 5 1/47

MR. BUYS: Okay. PEF had a 5 1/4 percent cost
rate for short-term debt, its assumed cocmmercial

borrowing -- CP borrowing rate of 4 1/2 percent, plus
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the fees of 75 basis points.

COMMISSIONER STEVENS: So instead of using
LIBOR, they used the commercial paper rates?

MR. BUYS: They did. Yes, that's what, in
essence --

COMMISSIONER STEVENS: That's the major
variable, right?

MR. BUYS: Yes.

COMMISSIONER STEVENS: And staff believes that
LIBOR is the appropriate method?

MR. BUYS: Correct. Now, that's not a —-
that's a projected amount.

COMMISSIONER STEVENS: Right.

MR. BUYS: We don't know what the actual was
or will be.

COMMISSIONER STEVENS: And the LIBOR rates,
the short-term LIBOR rates over the past year have been
cut in half, haven't they?

MR. BUYS: Yes, they've been relatively low.

COMMISSIONER STEVENS: Thank you,
Commissioner.

CHAIRMAN ARGENZIANO: Commissioner Skop.

COMMISSIONER SKOP: Thank you, Madam Chair.
And just for the members in the audience, when we're

talking about LIBOR, basically, that's the London
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Interbank Offer Rate. So it's basically a financial
benchmark from over in England that the financial
institutions use to pet interest.

CHAIRMAN AGENZIANO: Thank you, Commissioner
Skop. That was important. We tend to forget, and that
helps those watching and those sitting in the audience,
somewhat anyway.

Okay. Commissioner Klement, did you have a
question?

COMMISSIONER KLEMENT: No. No, I did not.

CHAIRMAN ARGENZIANC: Okay. Then we can move
tc the next issue.

MR. BUYS: Issue 46 addresses the appropriate
cost rate for long-term debt for the projected test
year. And staff is recommending a long-term cost rate,
a cost rate for long-term date of ©6.18 percent.

COMMISSIONER STEVENS: Madam Chair.

CHAIRMAN ARGENZIANO: Commissioner Stevens.

COMMISSIONER STEVENS: Same questions. Can
vou walk me -- walk through the variables and what
caused the distance between the Progress Energy
requested rate and staff's calculations?

MR. BUYS: Yes, Commissioner. The main
disagreement between the parties' estimates is based on

the difference between the estimated coupon rate for
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PEF's projected issuance cof a new $750 million bond.
PEF estimated that it would be a 6.98 percent blended
rate, and we're recommending -- we did a calculation
that a reascnable amount would be 5.64 percent.

COMMISSIONER STEVENS: Thank you.

CHAIRMAN ARGENZIANO: Thank you. Any other
questions?

Okay. We're good to go tc 47.

MR. MAUREY: In Issue 47, the Commission will
decide on the appropriate return on equity for purposes
of this proceeding. Based on the raw evidence in the
record, that range could be between 7.6 percent on the
low end and 12.54 percent on the high end. Those
represent the resuits, the lowest indicated return from
the models that the witnesses used and the highest
indicated result from the models.

Two witnesses filed testimony in this case
regarding return on equity. They represented a range of
9.75 percent from the Office of Public Counsel and 12.54
from the company's witness. Based on staff's review of
the testimony and the evidence in the record, staff
believes the record more strongly supports an ROE for
Progress within the range c¢f 10.3 percent to
11.5 percent.

Looking at that range, looking at the eqgquity
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ratios of the companies that are behind that range, as I
mentioned earlier, the 40 to 60 percent, with an equity
ratio at 50 percent, staff believes that it was
appropriate to shade the ROE a little above the
midpoint. The midpeoint of that range of 10.3 to 11.5 is
10.9. With an equity ratio of 50 percent, we believed
it appropriate to shade the return a little higher than
the 10.9, and staff is recommending 11.25 percent with a
range of plus or minus 100 basis points.

CHAIFMAN ARGENZIANO: Commissioner Stevens.,

COMMISSIONER STEVENS: I appreciate the work
that staff put intc this, and I think staff is going in
the right direction, but I'm thinking a little bit lower
than that on the -- than the 11 and a quarter. That's
where I am right now.

CHAIRMAN ARGENZIANO: Well, staff -- ockay.
Okay. I got you. Staff is recommending 11 and a
guarter.

COMMISSIONER STEVENS: Yes, ma'am.

CHAIRMAN ARGENZIANO: Okay. Commissioners.

COMMISSIONER KLEMENT: I was going to defer to
Commissioner Skop.

CHAIRMAN AGENZIANO: Well, 1 --

COMMISSIONER KLEMENT: I would ask the staff

1f the range was driven mostly by growth forecasts, in
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other words, i1f you think the economy is going to
experience lower growth would dictate a lower
recommendation, or if it's going to have higher growth
in the near future.

MR. MAUREY: Staff's recommendation 1is not
directly tied to growth in the eccnomy in general. When
we mention growth rates with respect to the DCF --
discounted cash flow mcdel, DCF model, we're speaking of
growth in earnings or growth in dividends, not
specifically to growth in the economy as a whole. To
the extent that these models are forward-looking,
they're looking at projected dividend growth, projected
earnings growth that captures investors' perceptions of
the risk-return relationship that's in the market going
forward, and it would capture the state of the economy
as they expect it to unfold.

COMMISSIONER KLEMENT: Those are driven by the
economy and the expectations of the economy, right, the
projections?

MR. MAUREY: Correct.

COMMISSIONER KLEMENT: Okay. Thank you.

CHAIRMAN ARGENZIANO: Commissioner Skop.

COMMISSIONER SKOP: Thank you, Madam Chair. I
guess this is always a thorny issue when it comes to

rate cases, and ROE is certainly a tremendous driver of

FLORIDA PUBLIC SERVICE COMMISSION




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

revenue requirement. Certainly the record evidence
supports a range of ROEs from 9.75 to 12.54, as has been
stated by the various witnesses and supported in the
record.

I guess from my perspective, at least viewing
the evidence before me and the case before me, Progress
Energy Florida is a well managed and well operated
company. That being said, however, and given the
prevailing economic conditions and the expectation in
the record evidence, I also have some concern with
respect to the staff-recommended ROE of 11.25. T think
that -- I'm not sure exactly, you know, what my
colleagues' views are in terms of what an appropriate
RCE would be. 1 think part of trying to facilitate that
discussion has been the preparation of the hand-out I
gave showing the range of ROEs over a large range,
starting on the far right with the staff-recommended ROE
of 11.25 percent, and then down to a range below which I
start to get very uncomfortable of 10.5. And basically
should the Commission adopt an ROE lower than that
recommended by staff, the yellow line at that respective
column will indicate how much revenue requirement or
reduction to revenue requirement resultant from that use
cof discretion.

So again, I would just yield back to the
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Chair. Certainly this is an important issue in this
rate case, a very contentious issue, and I think it's
important to have a well vetted, well informed
discussion on the merits to this issue. But again, it
boils down to what is reasonable and fair to the company
and to the ratepayers in light of prevailing economic
conditions and looking at the range of discretion that
the Commission has based on the record evidence in this
case.

Thank you, Madam Chair.

COMMISSIONER STEVENS: Madam Chairman.

CHATIRMAN AGENZIANO: Commissioner Stevens.

COMMISSIONER STEVENS: Thank vou. And I
appreciate the chart, this chart. This is a great
chart, Commissioner. Thank you very much. I wish it

had gone a little bit lower, but that's okay.

I understand the Hope and Bluefield decisiocns, .

and I also understand the calculations that were gone
through and the discussions from both witness sides on
the discounted cash flows and the other discussion. But
my guestion is this: The company came to us and had an
interim rate, and that allowed an overall rate of return
or 7.84 or a 10 percent return on eguity. Why was that
okay then, but now we want 12.54, or the company wants

12.547? Can you explain those differences to me, please?
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MR. MAUREY: Yes, I'll try. 1In the interim
statute, there's a specific formula for calculating the
rate of increase that's afforded under that provision.
It specifies that the company use the minimum of its
last authorized range. There's no discretion in that.
That's why 10 percent was used in that calculation.

For purposes of the rate case going forward,
it was the belief of the company that the
investor-required return for them is 12.54, and that's
what they asked for.

COMMISSIONER STEVENS: Okay. $So the interim
rate of 10 percent did not negatively impact the
company.

MR. MAUREY: Not by itself, no. It afforded a
rate increase, an interim rate increase. The company
was actually earning in the 9s at that time, so the
interim increase did give them an incremental increase
in revenues, but it did not bring them up to 10 percent.

COMMISSIONER STEVENS: Thank you.

CHATRMAN ARGENZIANC: Commissioner Skop.

COMMISSIONER SKOP: Thank you, Madam Chairman.
And to Commissioner Stevens' point, if I could ask staff
to elaborate a little bit further on that situation,
because it was a unigue one, to the extent that T

believe that the 10 percent was the threshold floor
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under the existing settlement agreement, and that's why
they were specifically brought up to 10 percent. Again,
there was a lot of discussion on that, but they were
earning far under 10, and pursuant to the terms of the
settlement agreement. If staff ccould just elaborate on
that a little bit.

MR. MAUREY: Sure. The company proposed 10
for the interim calculation. There was some argument
that because the Commission's last —-- or the company's
last authorized return was actually 12 percent, that it
could have asked for interim relief with an 11 percent
ROE, but it did not do that. It asked for interim
relief at 10 percent, which was tied to the ROE
threshold per the 2005 settlement.

COMMISSIONER SKOP: And just as a follow-up on
that, the raticnale for the Commission taking such
extraordinary action in light of that situation was that
the company was earning well under a 10 percent return
on eqguity, and basically it was -- someone intended to
ensure the financial integrity of the firm as a going
concern; is that correct?

MR. MAUREY: Yes. That last point, the
interim was granted for that.

You get into the interpretation of the

stipulation regarding some of your earlier comments
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about what they were entitled to and what they weren't.
There was some disagreement with the intervenors who
were signatories to that settlement, but when it came
before the Commission, the majority decided that an
interim increase was appropriate under the
circumstances.

COMMISSICNER SKOP: Now, at the realized ROE
level before the Commission again brought them up to the
10 percent, which again was somewhat related to the
settlement agreement and not a full-blown rate case,
which is the situation we have before us today, but from
jJust a holistic perspective, once you're earning well
below 10 percent as a regulated company and making some
of the financial commitments that Progress has, you
know, endeavored upon to make, whether it be or new
nuclear reactors or new generating units, does there
become a point where in order to preserve credit rating
and credit quality and financial integrity, if you go
below a certain thing, you're likely to see your credit
rating substantially impaired and risk a credit
downgrade?

MR. MAUREY: Yes. But as I sit before you
today, I can't tell with you with specificity what that
tipping point would be,

CHATIRMAN ARGENZIANO: Excuse me. To that
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point, though, I thought that risk had a great deal to
do with credit rating and bond rating.

MR. MAUREY: It's certainly a factor, ves.

CHATRMAN ARGENZIANO: Doesn't Florida
companies have less risk?

MR. MAUREY: Less risk than who? becomes the
question.

CHAIRMAN ARGENZIANO: Well, do they have very
—— disn't their risk minimal?

MR. MAUREY: Utilities are monopolies. They
serve a defined service territory. Due to cost recovery
mechanisms that by statute this Commission can afford to
offer, also by the Legislature which provided other
means of recovery —-

CHATRMAN ARGENZIANO: That's what I'm getting
at. I believe from what I've identified and looked at
that risk is minimal to the companies.

MR. MAUREY: Well, I was getting to that
point, that vyes, despite all of those available cost
recovery mechanisms, the company was —- this company, as
well as Tampa Electric, were both earning in the 8s. I
can assure you no one in the management of those
companies thinks they were earning their authorized
return at that point.

So there's no guarantee these companies are
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going to earn their authorized returns. The Commission
affords them an opportunity to earn those returns, and
through cost recovery mechanisms and timely recovery of
prudently incurred costs, they have a better than
average opportunity to earn those authorized returns,
but there's no guarantee they're going to earn those
returns.

CHATRMAN ARGENZIANC: I understand that.
Excuse me, Commissioner Skop. But in reading Bluefield,
risk seems to be a big factor in rating, bond ratings
and financial -- the financial area. And the less risk
a company has, the more financially —-- the better the
bond ratings, I guess, would be. Is that correct?

MR. MAUREY: You're absolutely correct. A
fundamental tenet of finance is that the lower the risk,
the lower the required returns, and the converse also
holds true.

CHAIRMAN ARGENZIANO: Commissioner Skop.
Commissioner Skop and then Commissioner Klement.

COMMISSIONER SKOP: Thank you, Madam Chairman.
And I think again the point that I was merely trying to
illustrate is that getting down into the lower digits
like 8 or whatever, or 9, you know, could predicate a
credit downgrade. And again, that's something that

again is worthy of consideration. It should not drive
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the Commission's decision in totality.
Just to staff in terms of the credit rating,

because this kind of tied in a little bit to this. And

‘again, the ROE we have complete discretion over, from

9.75 all the way up to 12.4. Staff has recommended
11.5, but staff's range is 10.3 to 11.5.

In terms of ROE, ROE also is basically cash
flow. It's earnings to the company. And in terms of
credit ratings of companies, certainly in terms of the
rating, a lot of that has to do with metrics associated
with free cash flow to cover things as debt and other
financial ratios. Is that generally correct?

MR. MAUREY: Yes.

COMMISSIONER SKOP: All right. Like 1 say,
Commissioners, 1 prepared the chart for the basis of
useful discussion. Certainly I'm open to having a full
vetted discussion on the issue. I do again believe that
the ROE recommended by staff I could not support, and
again, I just look forward to having a discussion.

CHAIRMAN ARGENZIANO: Okay. Well, we're at
that point of discussion, so I'll tell you right now
that I do not support staff's recommended 11.25. And I
guess we have to figure out where we all are on what we
do support.

And maybe if staff could give us the
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ramifications of the different -- how about of what we
know now? OPC is at 9.75. What does that mean to the
ratepayer, and what does that mean to the company, as
well as the company's 12.547? If we could go through
that and then maybe move on. The discussion is now.

Commissioner Klement.

COMMISSIONER KLEMENT: Well, I just to, I
guess, add to the discussion and enlighten positions,
I'm mindful of the Bluefield and Hope as well that
Commissioner Stevens referred to. For those in the
audience who don't know what that means, those are two
U.S. Supreme Court cases going back as far back as the
1920s that overruled regulatory bodies like this in
other states who had, the Supreme Court said, imposed
confiscatory rates on utilities so that they were, in
effect, confiscating their property. In other words,
they have a right to a fair and -- T forget the
language. A reasonable return. I'll put it at that.

So in making these decisions, we must be
mindful of that, or we will see ourselves in court in
Florida and Washington. So --

CHAIRMAN ARGENZIANO: How do you want fo -=-

how would you like to proceed now? How about we each go

into —-

COMMISSIONER STEVENS: Can I make one comment??
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CHAIRMAN ARGENZIANC: Well, T want --
Commissioner Klement, let him finish.

COMMISSIONER KLEMENT: I wanted to just
comment on the current economic conditions that we're
in. I don't think we'll see growth in spending like we
saw in the last decade for a long time. I believe that
the people and the economy in general will be in a
period of austerity for quite a while, and I believe
that company profits shcould reflect that. There are a
lot of people hurting, as we've noted here many times.
They're out of work, and many have suffered salary
reductions or work reductions.

And mindful of the U.S5. Supreme Court
decisions, I feel it's our duty to provide a climate for
our regulated companies to remain healthy, but I find it
hard tc support any but the most conservative of returns
in these times.

I would like to allude to the merger, which I
did earlier, that occurred about 10 years ago. In my
opinion, it has had a deleterious effect on Progress
Energy. They had a high rate of return back then, and
after the merger, that has gone down, and the bond
ratings were reduced, as I noted. And I think that
should be part of our consideration here, the effect of

the merger, which did not benefit Florida ratepayers.
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CHAIRMAN ARGENZIANO: I think I can —-

COMMISSICONER STEVENS: I'll be brief.

CHAIRMAN AGENZIANO: Okay. Commissioner
Stevens and then Commissioner S5kop.

COMMISSIONER STEVENS: I just wanted to point
out that, again, with the Hope and Bluefield decisions
that kind of govern how we have to react, the witnesses
throughout this issue came up with different -- used
different pricing models, came up with different
percentages. And I believe the range was between
7.6 percent and 12.54 percent. The recommendations
before us range from OPC at 9.75 up to the request of
12.54. And that's all I wanted to point out. Thank
you.

CHAIRMAN ARGENZIANO: Commissioner Skop.

COMMISSIONER SKOP: Thank you, Madam Chair. I
just wanted to follow up on some questions teo staff to
help, I guess, bring out some additicnal facts that are
evidence as to ROE,

At hearing, there was substantial testimony in
retation to peer groups, the national average of
recently decided rate cases and the peer group average
for Progress. Can staff briefly refresh my memory on
those?

MR. MAUREY: Sure. Actually, I had a few
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questions queued up here from other discussion. Let me
take this opportunity to touch on a few of them.

The Commission has broad discretion in setting
return on equity. The staff is recommending 11.25, but
the Commission -- anywhere between 9.75 and 12.54 would
be ironclad as far as the appeals process is concerned.
And in fact, some would argue as long as it's between
7.6 and 12.54, it's supported by evidence in the record,
and that's the standard. Then you get to what was the
more persuasive argument, and that's where staff comes
with the 10.3 to 11.5. We believe the testimony was
more persuasive that the investor-required return was in
that range. But still, you're not confined by that in
any manner. You really -- as long as it's under 12.54
and above 9, you're solid.

Now, Chairman, you had asked some questions
from the company's perspective and the rating agency
perspective, what are the ramifications of some of these
decisions, and also on the Hope and Bluefield. The Hope
and Bluefield standards basically hold that a company
must have an authorized return that's commensurate with
returns on investments of comparable risk that is
sufficient to maintain the financial integrity of the
company and sufficient for it to raise capital under

reasonable terms, We believe the staff recommendation
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and the range here complies that.
CHAIRMAN ARGENZIANO: Can I ask you, when you

talk about Bluefield in particular, 1 guess Hope and

- Bluefield together, yes, those things are -- there are a

lot of components that make up these cases. And while
you cannot have a taking of a company's reasonable
amount of profit that they should be able to make, and
that's certainly a large part of the cases, it also -- I
go back to risk and to -- T think there was even a
mention of economic conditicons, from what 1 remember
reading. So there's a lot of things tec take into
consideration when we talk about Hope and Bluefield.
Even though while we're supposed to be allowing a
company to make a reascnable, you know, profit and allow
them te not have a taking of that, you have to take in a
whole bunch of different circumstances. And when 1 read
Hope and Bluefield, I lock at all those circumstances,
and some of them do apply today, such as the economic
conditions and the risk factors.

MR. MAUREY: Yes. &nd I believe between 9.75
and 12.5, no one could argue that that's confiscatory.

CHAIRMAN ARGENZIANO: All in there.

MR. MAUREY: Yes, within that range, which is
the Hope and Bluefield standard. But there's nothing --

while at the low end of that range is less than what the
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company would like, I don't believe a case could be made
that it was confiscatory. Also, at the high end of the
range, 12.5, it may be what the company wants, but as
the intervenor --

CHAIRMAN ARGENZIANO: Okay. We still have a
gquestion to be answered.

COMMISSIONER EDGAR: I'm sorry. 1 apologize
profusely, really. I know you want to keep things
moving, and I support and want to cooperate with that,
but I also have had a lot of coffee this morning, and
I'm wondering, as a point of personal privilege, could
we take five-minute break?

CHAIRMAN ARGENZIANO: Absolutely.

COMMISSIONER EDGAR: Thank you very much.

CHAIRMAN AGENZIANO: Five minutes.

{Short recess.)

CHAIRMAN ARGENZIANO: Okay. We're starting
back up where we left off.

MR. MAUREY: Chairman, you had asked a
question, what would the impact of wvarious ROEs be from
a rating agency perspective and from the perspective of
the company. And this case, as it was mentioned in the
hearing, and it's going to be mentioned when we take up
Issue 15 later today, there are certain tensions in the

case. There are going to be tradeoffs. And as I
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mentioned earlier, you have broad discretion here. It's
very possible that five independent commissioners can
loock at the evidence in this case and come to a very
different conclusion than what staff did, and it would
be supported by competent and substantial evidence in
the record.

What will happen after your decision, the
rating agencies will take this rate order, they will
estimate what the cash flows are going to be from that
rate order, and they're going to run their analysis, and
the metrics that fall out of that are either going to
support the current rating, a split rating of single-A
and triple-B, or they won't, and the rating agencies
will act accordingly.

Generally, the Commission doesn't try to

.target a certain rating. It makes judgments on the

issues, and the end result falls out. And in this case,
as 1t was menticned, there's a great deal of discretion.
You're going to make adjustments in a number of issues,
not just this one. There will be an outcome.

And we do have some indication in the record,
some evidence in the record that at a zero rate increase
or a negative rate increase, the cash flow metrics for
this company may no longer support a single-A rating.

They won't fall in the matrix for a single-A rating.
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Whether that 1s an automatic downgrade or not, we can't
tell you. We don't know. The rating agencies make both
a quantifiable and a qualifiable analysis. S$So the —--
while the ratios may fall in that matrix, they may or
may not act on that information. And typically the
rating agencies would prefer stronger cash flow metrics
over weaker cash flow metrics, but they're going to look
at what the rate order produces as well as what happens.

We're loocking in the future. Their demand for
cash could be off. Expenses could be higher than they
expect. A lot of things wiil influence this that we
don't know today. We have to make decisions based on
certain assumptions. Return on equity is one of those.

And as I said, the rating agencies will take
this rate order and they'll decide if they believe the
cash flow coming cut of it is sufficient to maintain the
current rating or if it's supportive of a different
rating.

As for the company, they also will take the
rate order, and they will look at what they can do, how
they can manage thelr expenses, how much cash flow is
coming off. They'll either earn within their authorized
range or they won't.

One of the tradeoffs is, the lower the award

in this case, the socner the company is going to come
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back before you again. We don't -- that's not
unprecedented. In the late '70s through the mid '80s
when we were going through a construction cycle, there
were rate cases piggybacked upon one another, every 18
menths or so, and we could be in another situation like
that. That's not unnecessarily a bad outcome. We're
all geared up for it now. We will have better
information on the new projected test year. We won't be
iooking as far in the future.

We looked -- now getting back to return on
equity, we lcooked at the evidence in the record. We
thought this was a fair return, but we certainly realize
that there are other returns that are also fair.

CHATRMAN ARGENZIANO: Okay. Commissioner
Skep.

COMMISSIONER SKOP: Let me go back after that
long dialogue and get back to the guestion that I asked.
I appreciate the response, because it touched upon some
of the tradecffs that are inherent in terms of using
discretion. You want to use discretion wisely, but
abusing discretion can have undesirable outcomes.

The point that T was trying toc make and get a
question answered regarding was that in the -- at
hearing, there was record evidence reflecting, or

substantial discussion in the record evidence reflecting
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peer averages for ROE and the national averages of
recently decided rate cases. And I wanted staff to
clarify what those specific averages were, nct only the
peer average, peer group average, but also the average
of recently U.3. rate cases.

CHAIRMAN AGENZIANO: Commissioner Skcp, you're
asking for averages of ROEs cor median?

COMMISSIONER SKOP: The median ROE, either/or.
I mean, there's a chart, and I den't have it in front of
me, but it was in evidence, and basically it looked at
recently decided rate cases and the ROEs that were
requested and subsequently awarded by the respective
commissicns, and also there was a peer group analysis
done, and I'm trying to get a better handle on what
those numbers were.

MR, MAUREY: Ckay. If you turn to page 180 of
your recommendation, in the paragraph above the heading
"Conclusion," that's where we touch on that exhibit,
Exhibit 264, which showed the authorized ROEs set during
2009 for electric utilities followed by Regulatory
Research Assccilates.

Now, this went through a certain point of
time. It was for all of 2009 up to that point in time,
and then the reccrd closes. We do have all of 2009

complete now, but we have this exhibit. And it shows
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that the authorized return ranged from a low of 8.75 to
a high of 11.5 and averaged 10.51 for the group. I will
caution that that 8.75, that was for a T&D, transmission
and distribution only utility, considered the lower end
of the risk spectrum of all utilities as opposed -- they
don't have to build generation, so they are considered
to pe lower risk. 1 Jjust point that out, that that's

out there. And that's the only one that was under 9 as

well.
COMMISSIONER SKOP: Commissioner.
MR. MAUREY: And as the average, 10.51 ——
CHAIRMAN AGENZIANO: Excuse me. Commissioner
Skep.

COMMISSIONER SKOP: So the average -- I mean,
to condense this concisely into the question I'm asking,
the average for recently decided cases in 2008 was an
ROE of 10.51 percent; is that correct?

MR. MAUREY: That's correct,

COMMISSIONER SKOP: Okay. Now, what about
with respect to the average for the peer group that was
used? Where is that discussed. There was --

MR. MAUREY: Which peer group?

COMMISSIONER SKOP: In some of the
intervenor's testimony, there were comparison peer

groups that established a certain average ROE that was
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MR. MAUREY: 1 apcologize. I'm not familiar

with that off the top of my head right now. I'm

108

familiar with this exhibit, and it wasn't any peer group

other than the ROEs that were set during 2009.

COMMISSIONER SKOP: Okay. That will probably
suffice for the purposes of discussion. I think, you
know, certainly it's instructive to know what other
commissions are doing. I mean, this case should stand
and be decided on its own merits.

In terms of —-- we've had a lot of discussion
on the Bluefield and Hope decisions. At least from my
perspective, at least my holding of those cases, under
the United States Supreme Court decisions of Bluefield
and Hope, a public utility is entitled to earn a fair
and reasonable rate of return on the value of property
placed in service for the convenience of the public that
is sufficient to ensure the financial integrity of the
utility, maintain its creditworthiness, and to attract
capital. I think that staff has touched upon that, as
Commissioner Klement has. Again, there's a lot of
uncertainty in that. Again, that's where discretion is
the better part of valor here, and we need to make a
decision that's predicated on being fair to the

consumers, but alsoc fair to the utility.
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I think part of the issue is that in instances
that we have before us, we regdlate companies that are

for the most part regulated monopolies. And in an

.unregulated world, you know, you don't get rate relief.

You have to do things to remain competitive, and if you
give earnings estimates to analysts, you have Lo meet
your earnings estimates or your stock gets hammered. In
the corporate world, nonregulated, you know, the way to
accomplish that if you're underearning is to reduce your
overhead and reduce expenses.

And I think that certainly, you know, our
utilities are regulated, and sometimes I think perhaps
they lag, being as lean as need to be or as nimble. And
again, when you have excess overhead and excess
expenses, obviously, that causes your earnings level to
drop below the authorized level.

And as staff has pointed out, you know, we do
set a midpoint that's subject to plus or minus 100 basis
points, so if they come in under 100 basis points from
the midpoint, they're entitled to come in for interim
rate relief. 1If they're overearning, then we're
entitled to bring them in or Public Counsel is entitled
to bring them in to set a more appropriate ROE.

So I just think that, again, there is a range

of alternatives here. I do think that it's incumbent
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upon the company to take a critical look at reducing its
overhead and expenses, and that would help in itself in
terms of maintaining its earnings. But in the interim,
we're tasked as the Commission with deciding what the
appropriate ROE value is, and 1 think that's the basis
of my discussion. But I through that the average value
of recently decided cases on a natiocnal basis at least
is worthy of inclusion in the decision-making calculus.

Thank you.

CHAIRMAN AGENZIANO: Thank you. Commissioner
Stevens.

COMMISSIONER STEVENS: Thank you,
Commissioner. And I understand where Commissioner Skop
is going, and I appreciate that viewpoint, because I
think it's a very good point. But one of the things we
have to pay attention to is that these RCEs were set in
2009, so when in 2009, we have to think about that, were
these set? Was it the beginning of 2009, the middle, or
the end? And we have to take that -- you know, take
this with a grain of salt, realizing where we are right
now with our current economy throughout the 3State of
Fiorida. And that's just a point I wanted to make. And
I appreciate what Commissioner Skop put tocgether,
because it helps me a lot.

And I have two guestions real quick. I
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thought that you had told us what the actual return on
equity was for the prior year. Did you tell us that for
Progress Energy?

MR. MAUREY: I believe I said it was in the
9s. I don't know it --

COMMISSIONER STEVENS: That's fine.

MR. MAUREY: -- precisely, but it was --

COMMISSIONER STEVENS: 5o appreximately 9
percent?

MR. MAUREY: It was a return in the 9s.

COMMISSIONER STEVENS: And I think you told
me, and you may have said it today, but aren't they a
single-A rating by one company and a triple-B?

MR. MAUREY: Yes. They have a slip rating.
They are a single-A at Moody's and Fitch and a triple-B
at Standard & Poor's.

COMMISSIONER STEVENS: Okay. And just so
everyone knows, I believe that somewhere between the 7.6
percent bottom flocor and the 9.75 that OPC recommends,
somewhere —- I'm not as low as the floor, but I am in
that gray area. And I think the 9.75 up to the 12.54 is
a range, but I'll go ahead and let my collecagues know
that I'm somewhere around 9 percent right now.

COMMISSIONER KLEMENT: Madam Chair.

CHAIRMAN AGENZIANO: Commissioner Klement.
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COMMISSIONER KLEMENT: To Commissioner Skop's
reference to a comparative pool, I wondered if it's
relevant. I didn't see much discussion in staff's
recommendations, but I reading the transcript, I ncted
that Progress witness Vander Weide, who was their expert
in ROE, it was pointed out that he was using data in
the -- the peer group, I guess it's called, that was 20
years old, and that was based on research from three
years previously, so it's almost 25 years old. Now,
staff didn't deal with this in the recommendation, but
it was pointed out, and I wanted to raise that.

CHATRMAN AGENZIANO: I think it was pointed
out by OPC's Mr. Woolridge.

COMMISSIONER KLEMENT: Right. And regarding
Commissioner Stevens' recommendation on where he is, I
would like to have discussion about a somewhat higher
percentage, just to be mindful of the potential impact
on the bond rating and to help Progress, but I don't
necessarily want to name a figure yet.

COMMISSIONER STEVENS: Well, if I may, that's
why I asked our staff what the actual return on equity
was for the company. Thanks.

CHAIRMAN AGENZIANO: C(Commissioner Skop.

COMMISSIONER SKOP: Thank you, Madam Chairman.

And again, this always seems to be a thorny issue when
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we get down to deciding the nuts and bolts of rate
cases.

I guess my perspective is one of this. You
know, put in its most simplest terms, the staff's
recommendation has an annual operating revenue
requirement of $58.8 million, and that translates to --
a positive number transiates to a rate increase.

Now, by virtue of an issue that we just
decided in terms of storm reserve, basically, the
adjusted revenue requirement, subject to check, is down
to $52.8 million. Getting to the win-win scenario that
is not embodied or considered within the staff
recommendation, again, there are areas where staff did
an excellent job, but areas where staff did not fully
apply the discreticn that the Commissioners have
available to them, particularly in ROE and particularly
in the thecretical depreciation surplus reserve.

I think the win-win in this case -- again, the
consumers not interested in not having a rate increase.
We've heard that loud and clear. We've heard that from
Public Counsel, the Attorney General, members of AARP
that are here today. Again, it seems to me that, you
know, we need to be fair to the utility. That's the
underlying principle under controlling United States

Supreme Court case law. But we also are able to
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exercise the discretion that we have and make Jjudgment
on issues that will ultimately decide as to whether
there is a rate increase or rates remaln constant or
rates go down.

And I think from my perspective, certainly if
you could look at things and try to address them a fair
and decisive manner, the areas where we have the ability
to use that discretion, we've already used it in storm
reserve. We have i1t in ROE, and we have it in
depreciation surplus. With respect to ROE, it's not is
the end all, be all. It's an important driver of the
revenue requirement. There are other interdependencies
that play into that.

In this case, I would suggest that the
depreciatiocon, theoretical depreciation surplus
amortization has aimost mcre impact on what the revenue
requirement would be than ROE in this case.

So again, I think using discretion wisely in
the combination of the twc is a good thing. But just in
summation, I do support a lower RCE. I think that we
need to be cecgnizant of setting the ROE in a manner, as
well as depreciation surplus, of, yocu know, dcing mocre
harm than goocd. But I certainly think that an ocutcome
can be achieved that would not result in a rate increase

for Progress's customers, and I think that would be
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fair. I think there's a win-win sclution here. But,
you know, with a zero rate increase, keeping rates
constant, basically y