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Rebuttal Testimony of P. Mark Cutshaw

Q. Please state your name, affiliation, business address and summarize your

professional experience and academic background.

A. My name is P. Mark Cutshaw. I am the Director of System Planning and Engineering for
Florida Public Utilities Company (FPU or Company). My business office address is 911
South 8™ Street, Fernandina Beach, Florida 32034. I joined FPU in May 1991 as Division
Manager in the Marianna (Northwest Florida) Division. In January 2006, I became the
General Manager of our Northeast Florida Division, and in 2013, I moved into my current
position of Director of System Planning and Engineering. 1 graduated from Auburn
University in 1982 with a B.S. in Electrical Engineering and began my career with
Mississippi Power Company in June 1982. I spent 9 years with Mississippi Power Company
and held positions of increasing responsibility that involved budgeting, as well as operations
and maintenance activities at various Company locations. Since joining FPU, my
responsibilities have included all aspects of budgeting, customer service, operations and
maintenance in both the Northeast and Northwest Florida Divisions. My responsibilities
also included involvement with Cost of Service Studies and Rate Design in other rate

proceedings before the Commission as well as other regulatory issues.
Q. Are you the same P. Mark Cutshaw who filed direct testimony in this proceeding?

A. Yes.
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Rebuttal Testimony of P. Mark Cutshaw

Q. Please state the purpose of your rebuttal testimony.

A. The purpose of my testimony is to respond to the direct testimony of Donna Ramas,

filed on behalf of the Office of Public Counsel (“OPC”) in this proceeding.

Q. Are you sponsoring any exhibits with your rebuttal testimony?

A. No, I am not.

Q. Please summarize the key issues and areas that you will address in your rebuttal

testimony.

A. T will be addressing the area of Pole Attachments - Joint Use Costs and the proposed
adjustments that are included in Witness Ramas testimony beginning on page 45, line 20 and

continuing through page 47, line 12.

Q. Do you agree with Witness Ramas’s recommended adjustment to costs associated
with the Pole Attachments — Joint Use Costs issue included in her testimony on page

47, line 3 through page 47, line 12.

A. No. Idonot. Trecommend that the entire $10,756, which represents one-fifth of the
cost of an audit on pole attachments and joint use inventory, be included in the increased test

year expenses.

Q. Is FPU required to perform this type of pole attachment joint use audit and if so

where is this indicated?
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A. Yes. FPSC Rule 25-6.0342, Electric Infrastructure Storm Hardening, includes several
references to “Attachment Standards and Procedures” within this rule. It is my
understanding that these requirements are included based on industry experience from storm
impacts during which third party attachments to utility poles were considered by many as
contributing factors to damage that occurred. As a result, this rule includes several

references to third party attachments, including the following selected provisions:

25-6.0342 Section 4(c) requires that “The utility’s storm hardening plan shall provide a

detailed description of its deployment strategy including, but not limited to the following:
The extent to which the electric infrastructure improvements involve joint use facilities on

which third-party attachments exist.”

25-6.0342 Section 4(e) requires that “The utility’s storm hardening plan shall provide a

detailed description of its deployment strategy including, but not limited to the following:
An estimate of the costs and benefits, obtained pursuant to subsection (6) below, to third-
party attachers affected by the electric infrastructure improvements, including the effect on

reducing storm restoration costs and customer outages realized by the third-party attachers.”

25-6.0342 Section 5 requires the development of “Attachment Standards and Procedures:

As part of its storm hardening plan, each utility shall maintain written safety, reliability, pole
loading capacity, and engineering standards and procedures for attachments by others to the
utility’s electric transmission and distribution poles (Attachment Standards and Procedures).

The Attachment Standards and Procedures shall meet or exceed the edition of the National
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Electrical Safety Code (ANSI C-2) that is applicable pursuant to Rule 25-6.034, F.A.C. so as
to assure, as far as is reasonably practicable, that third-party facilities attached to electric
transmission and distribution poles do not impair electric safety, adequacy, or pole
reliability; do not exceed pole loading capacity; and are constructed, installed, maintained,
and operated in accordance with generally accepted engineering practices for the utility’s

service territory.”

25-6.0342 Section 6 requires the utilities to receive “Input from Third-Party Attachers: In
establishing its storm hardening plan and Attachment Standards and Procedures, or when
updating or modifying such plan or Attachment Standards and Procedures, each utility shall
seek input from and attempt in good faith to accommodate concerns raised by other entities
with existing agreements to share the use of its electric facilities. Any third-party attacher
that wishes to provide input under this subsection shall provide the utility contact

information for the person designated to receive communications from the utility.”

Q. Are these requirements included in FPU’s most recent approved Storm Hardening

Plan?

A. Yes. Section 2.2 of the 2013 — 2015 Storm Hardening Plan, approved by the
Commission in Docket 130131-EIl, includes information regarding the Joint-Use Pole
Attachment Audit. The Plan states that “FPUC currently has joint use agreements with
multiple telecommunication and cable television providers. Although the agreements allow

joint use attachments audits, these audits have not been completed as allowed in the
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contracts. Beginning in 2014, audits will be initiated with all joint use attachers in order to
identify the total number of attachments and identify any violations that may exist. GIS

mapping information will be used as a basis when conducting the audits.”

This section goes on to state that “During the inspection process, the following data will be
collected for use in analyzing the integrity of joint use poles. Based upon the significant
length of time since the last joint use audit, strength and loading assessments will not be
completed in this audit. The assessments will be conducted in the pole inspection program

described above.”

Further it states that “The information collected in the audit will be compiled and handled in
accordance with the specific joint use agreement for that attachment. Any dangerous
conditions identified that could result in a failure of the pole will be addressed immediately.
The cost to manage the joint use audit and attachment process will be approximately
$28,000 on an annual basis. The joint use audits will be conducted in accordance with the
contracts for the third party attachers. Data collected during the audit process will be
analyzed in order to determine the number of poles found to be overloaded, the number of

unauthorized joint use attachments and customer outages related to these situations.”

Furthermore, in its Order approving the Plan, Order No. PSC-13-0638-PAA-EI, the
Commission specifically acknowledged that FPU, through the joint use audit, would be
collecting data that “. . . will be analyzed to determine overloaded poles, unauthorized

attachments, and outages relayed to these situations.”
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Q. It appears based on this filing that you have not been able to comply with the Joint
Use Attachment Audit requirement. What is causing the delay in completing the Joint

Use Attachment Audit?

A. FPU has very limited resources in the engineering staff. Due to the limited resources,

FPU has not been able to complete the joint use attachment audit using existing employees.

Q. What are your plans to meet this requirement?

A. FPU will be contracting with an outside firm with expertise in Joint Use Audits to
complete the audit. The plan at this point is to complete the audit during 2014 at a cost of
approximately $53,781 which is based on a cost of $3.50/pole for 15,366 poles which

contain joint use attachments.

Q. Will the joint use attachers be involved in the audit?

A. Each joint use attacher will have the opportunity to and will be encouraged to be
involved in the audit in order to validate the final count and provide input into the situation
should any attachment violations be found. However, the contracts for joint use attachments
do not require their participation. Considering the amount of time required to perform the
work, the relatively small number of attachments compared to their total attachments and the

lack of a requirement in the contracts, it is very likely that they will elect not to participate.

Q. Will joint use attachers be required to share in the costs for the audit?
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A. No. Most of FPU’s current contracts with joint use attachers are quite dated and,
consequently, do not specifically address cost sharing for joint use attachment audits. Going
forward, we intend to clarify this issue to ensure that attachers share in the costs for joint use
audits. However, as stated above, the Company does have multiple older contracts currently
in place with various joint use attachers, which are simply not clear on this issue. Because
the contracts are not specific on this point, the Company expects that it will be difficult, if
not impossible, under the current contracts to implement audit cost sharing arrangements
with the joint use attachers, particularly those that expend some of their own resources to
participate in the joint use audit. Although there still remains some ambiguity on this issue,
it appears likely that joint use attachers will not participate in the payment of the audit

expense.

Q. Does the estimate from TRC (BATES Label FPU RC-003064) indicate that the

costs will be shared?

A. No. The proposal referenced by witness Ramas at page 46 of her testimony does not
state that the cost would be shared. Instead, it states that “it is anticipated that these costs
will be divided equally between cable companies, telephone companies and FPUC.” There
is no indication by TRC that cost sharing is assured or even that the costs should be shared.
Moreover, TRC could not have reached any such definitive conclusion, because it is not a
party to the joint use contracts. I believe that this statement by TRC in its proposal is likely
the result of a misinterpretation of our joint use billings, which is apparently what they relied

upon. It is my opinion; however, based upon the lack of clarity within the current contracts
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as well as direct experience, that sharing of the audit costs will not occur in the absence of

revised, updated contracts that specifically address cost sharing for the joint use audits.

Q. Should the full amount of your test year increase not be approved and the joint

users refuse to pay a portion of the cost, what actions will be necessary?

A. Regardless of the final outcome of this proceeding, it will be necessary to continue with
the joint use attachment audit using outside resources in order to come into compliance with
requirements. Further, if the Company is not allowed to recover the joint use audit costs as
requested, it will become more critical — and more likely - to that the Company will need to
pursue legal action in an effort to address these issues with joint use attachers. This will
result in additional time, resources and legal costs for all parties involved in order to develop
the necessary new contracts providing for sharing of costs. As a result, the Company may
find it necessary, at a future date, to seek approval from the Commission to recover such
legal costs from its ratepayers. Likewise, I would expect that the joint use attachers would
likely pass along any such additional legal costs to their customers as well, in which case
many customers would be impacted not only through their electric bill, but also their cable

or telephone bill.
Q. What then is your recommendation in regard to the Joint Use Audit Cost?

A. My request and recommendation is that the Commission allow the $10,756 amount to be

included as an increase in the test year expenses as requested by FPU. The recovery of any
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portion of this amount from joint use attachers is very unlikely and inclusion of the entire

amount should be approved.

Q. Does this conclude your rebuttal testimony?

A. Yes.

10|Page
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STATE OF FLORIDA

COUNTY OF NASSAU

BEFORE ME, the undersigned authority, an officer duly authorized in the State and County
aforesaid to take acknowledgments, personally appeared P. Mark Cutshaw, who being duly
sworn, deposed and stated that he is the sponsor of rebuttal testimony and that the foregoing
testimony is true and correct to the best of his information, knowledge, and belief. Te/She is

personally known to me.

Sworn to and subscribed before me this 5th day of August, 2014,

In Witness Whereof, | have hereunio set my hand and seal in the State and County

aforesaid as of this 5th day of August, 2014.
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Rebuttal Testimony of Aleida Socarras

Please state your name, affiliation, business address and summarize your

professional experience and academic background.

My name is Aleida Socarras. I am Director of Marketing & Sales for Florida Public
Utilities Company (the “Company” or “FPU”). My business address is 911 South 8%

Street, Fernandina Beach, FL 32034.

Are you the same Aleida Socarras who filed direct testimony in this proceeding?
Yes.
Please state the purpose of your rebuttal testimony.

The purpose of my testimony is to respond to the direct testimony of witness Ramas

filed on behalf of the Office of Public Counsel (“OPC”) in this proceeding.
Are you sponsoring any exhibits with this rebuttal testimony?
No. I am not.

Please summarize the key issues and areas that you will address in your rebuttal

testimony.

I will address specific issues raised by witness Ramas related to Advertising
Expenses and Economic Development Expenses at pages 47 through 55 of her

testimony. Specifically, I will address the following topic areas:
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1. Support of sponsorships and golf tournament activities for advertising purposes

(Ramas, pages 48-49)
2. Increase in economic developrent activities (Ramas, pages 54-55)
3. Shrimp Festival expenses (Ramas, pages 52-55)

Q. Witness Ramas states at page 49, line 6, that “donations, sponsorships,
and golf outings are not costs that are necessary for the provision of electric
service to customers” and then recommends on page 50 of her testimony that
advertising expense be reduced because costs associated with such events are

just “image-enhancing costs.” Do you agree?

A. No, not at all. Such events and activities are a critical means, particularly for
a small company like FPU, to convey information regarding utility programs and
related messages, by very cost-effective means, as compared to other modes of

advertising.

Q. Please explain what you mean by these events and activities providing a

cost-effective means for advertising.

A. Of course. FPU works to optimize its advertising dollars and to spend those
dollars in the most effective ways available to reach our audience. = The costs
associated with sponsorships and golf tournaments are justified, because these

activities are the optimal way to convey information to customers in small, rural
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areas. We are sensitive to the needs and culture of the communities we serve, as
well as aware of the most effective communications methods. In our unique service
areas, we have found that these types of events and activities provide the most direct,
effective, and cost effective means to reach our intended audience in order to
promote and publicize the use of our services and available programs. As an
example, I note here that Novelties for general distribution, as defined in Federal
Energy Regulatory Commission (“FERC”) Uniform System of Accounts, are
specifically permitted for this purpose. In small rural communities, such as
Marianna, as well as small, geographically confined areas, such as Fernandina
Beach, business and customer relationships are extremely important and “word of

ks

mouth” is one of the best ways to disseminate information, even more so than
electronic means, such as television or radio. Sponsorship of public events,
including golf tournaments, provides a highly visible forum for advertising through
banners, flyers, and novelties with appropriate messaging. These events also provide
an opportunity for direct, one-on-one contact with customers, other residents, and
community leaders through the availability of booklets, hand-outs, other
presentations regarding our various programs and service offerings, along with
company representatives present and available, on the spot, to address any questions

regarding the materials provided. If we did not participate in these activities and,

instead, relied only on mass media advertising, we would miss the opportunity to
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reach a wide section of our overall customer base. Consequently, our messaging

would not be as effective.

Q. Upon what have you based your conclusion that these types of events are
the best means by which to communicate and inform customers in your electric

service areas?

A. Based on my marketing knowledge and past personal experience, I believe
targeted, local, and direct means of reaching an audience tend to be more effective
than mass communications. Since the 1990s, event markeﬁng has grown faster than
overall corporate advertising because it is a cost effective means of communicating
with targeted audiences. FPU does use radio and TV advertising to raise awareness
and create interest. However, mass media advertising needs to be reinforced with
more direct channels of communication such as sponsorship of local events including
golf outings. These events support our overall marketing objectives and are an
economical way to reach our audiénce. We consider how our target audience gets
their information and based on past experience, we know that in smaller
communities word of mouth from trusted sources is the most effective channel of
communication. Our target audience also perceives our participation in a positive
way and appreciates our effort to reach out to them directly. Our employees
participate in these events and are available to answer questions, expand on topics,
and personally disseminate information about our services. We have found that

engaging in this way with our customers leads to greater understanding and
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appreciation for how to best utilize our services. Also, while interacting at an event
with one of our employees, the likelihood of individuals acting on the message
and/or getting clarification on a topic is greater because we are able to more
immediately and directly answer or clarify their questions. That immediate, direct
and personal involvement reinforces our messaging and increases the chances that

action will be taken more than passively listening to a radio or television ad.

Q. With regard to charitable donations that are unrelated to your advertising

message, do you treat those expenditures differently?

A. Yes, we do. We make a clear distinction between a donation for which we do not
receive any benefit and/or are not able to convey a message promoting the use of our
services and those situations where the costs incurred include substantial means for
us to convey our message consistent with the guidelines outlined FERC’s Uniform
System of Accounts for Account 913. Donations for which we receive no benefit or

advertising value are booked below-the-line.

Q. Witness Ramas questions the Company’s requested increase in Economic
Development Expense at page 54 of her testimony and recommends, at page 55,
that the amount allowed be limited to $27,000 per year. Do you agree with her

conclusion?

A. No. While she is certainly correct that the amount requested by FPU for

Economic Development is higher than what FPU has spent, on average, since the last
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rate case, her conclusion fails to take into consideration that we have proposed a
new, defined Economic Development program, whereby we propose to greatly
expand our economic development activities in both divisions While FPU has
always been involved in economic development activities in our service territory, as
outlined in our Economic Development Program description, we would like to
further extend our efforts and to implement a more robust, detailed and formalized
Economic Development Program to enhance even further our work to promote
economic development in the communities we serve. We believe an expanded,
formalized program, with targeted goals and defined implementation strategies, will
help us better direct our efforts and resources so that they can be most beneficial to
each community’s economic development efforts, but will also help us have a greater
impact on the communities we serve. In contrast, under witness Ramas’ proposal,
we would be able to do only minimally more than we are currently doing in terms of
economic development activities. More importantly, we would not be able to
implement the majority of the strategies contemplated by our proposed Plan, and
therefore, could not provide the assistance to our communities at the levels we had

intended.

Q. Witness Ramas takes specific issue with recovery of expenses associated with
the Shrimp Festival at pages 53 and 54 of her testimony. Why were the costs

related to the Shrimp Festival appropriately reflected as advertising expense?
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A. As I have noted above, each community we serve is unique in its composition,
culture and opportunities for community interactions. In Fernandina Beach, the
Shrimp Festival is by far the most unifying, community identification event for the
City. Our participation in the Shrimp Festival allows us to reach a large audience
like no other event does. In addition, the weeks of preparation and involvement
leading up to the event, provide an excellent opportunity for us to reinforce and
promote our services, and also to interact with community leaders that are allies in
promoting information and services that help our customer base. In addition, the
event attracts thousands of visitors to the community who purchase services and
products from the various local establishments and vendors that participate in the
event. This event has a significant economic impact in the community, and the
Company’s participation helps promote and ensure the success of this event. To be
clear, witness Ramas is incorrect in her statement at page 53, line 16, that the
Company has historically considered Shrimp Festival costs as Economic
Devélopment costs. To the contrary, historically, the Company has treated the
Shrimp Festival as an advertising expense and the costs were charged to Account
913 for all of the reasons stated above. With the development of our new Economic
Development Program, however, we reviewed our past involvement with the Shrimp
Festival and determined that this event definitely has economic development benefits
for the community beyond simple advertising. As such, we determined that

reassigning these expenses into Economic Development was a more appropriate

s
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reflection of the benefits of the event. While it can, at times, be difficult to make a
distinction between advertising and economic development costs, we believe that the
key benefits of the event accomplish the primary objective of reaching our target
audience to promote economic development. Nonetheless, I believe that they could
be also be appropriately characterized as advertising expense. In either event, the
expenses associated with this event are reasonable and prudent. Our involvement in
the event also meets multiple objectives recognized as appropriate for recovery
through base rates. As such, whether characterized as advertising expense or as
economic development expense, the expenses associated with the Shrimp Festival

should be allowed for recovery.

Q. Do you agree with witness Ramas’ recommended adjustment to Advertising

Expense at page 48, line 4, through line7?
A. No, I do not agree with the requested adjustment for the reasons stated above.

Q. Do you agree with witness Ramas’ recommended reduction to Economic

Development Expense at page 48, line 11 through line 13?

No, I do not agree with the requested reduction for the reasons stated above.
Does this conclude your rebuttal testimony?

A. Yes.
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Please state your name, affiliation and business.

My name is Matthew M. Kim. I serve as Vice President and Corporate Controller of
Chesapeake Utilities Corporation (“Chesapeake™), which is the parent company of
Florida Public Utilities Company (“FPU”). My business address is 909 Silver Lake

Boulevard, Dover, Delaware.

Are you the same Matthew M. Kim who filed direct testimony in this

proceeding?

Yes.

Please state the purpose of your rebuttal testimony.

The purpose of my testimony is to respond to the direct testimony of Donna Ramas
filed on behalf of the Office of Public Counsel (“OPC”) in this proceeding as it
relates to certain aspects of the Company’s compensation package, treatment of
pension expense, corporate cost allocations, and our proposed tax “step-up”

regulatory asset.

Please summarize any exhibits that are included with your rebuttal testimony.

I have included the following exhibits with the rebuttal testimony:

MK-2 Presentation by Cook & Co to the Compensation Committee on executive

compensation [CONFIDENTIAL]
2|Page
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MK-3 Pension Expense Projection

MK-4 Corporate Department Variance Reports

MK-5 Summary of Corporate Allocation included in AG

Q. Please summarize the key issues and areas that you will address in your rebuttal

testimony.

A. I will provide rebuttal testimony to specifically address the issues raised by OPC

witness Ramas in her direct testimony as follows:

* Stock Based Compensation Expense (Ramas, pages 23 —25)
* Corporate Bonuses Allocated to FPUC Electric Operations (Ramas, pages 25
—26)

* Pension Expense (Ramas, pages 33 —36)

* Corporate Costs (Ramas, pages 55 — 69)

* Tax Step-Up Regulatory Asset and Amortization (Ramas, pages 74-75)
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