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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 1 

PREPARED DIRECT TESTIMONY 2 

OF 3 

RACHEL B. PARSONS 4 

 5 

POSITION, QUALIFICATIONS, AND PURPOSE 6 

Q. Please state your name, address, occupation and employer. 7 

 8 

A. My name is Rachel B. Parsons. My business address is 702 North 9 

Franklin Street, Tampa, Florida 33602. I am employed as the 10 

Vice President, Finance and Planning of Peoples Gas System, 11 

Inc. (“Peoples” or the “company”). 12 

 13 

Q. Please describe your duties and responsibilities in that 14 

position. 15 

 16 

A. I am responsible for maintaining the financial books and 17 

records of the company and for determining and implementing 18 

accounting policies and practices for Peoples, which includes 19 

general accounting, regulatory accounting, and financial 20 

reporting. I am also responsible for budgeting and 21 

forecasting activities within the company, which includes 22 

business planning and financial analytics.  23 

 24 

Q. Please provide a brief outline of your educational background 25 
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and business experience. 1 

 2 

A. I graduated from the University of South Florida in 2003 with 3 

a Bachelor of Accounting degree and in 2005 with a Master of 4 

Accountancy degree. Prior to joining TECO Energy, Inc. (“TECO 5 

Energy”), I worked for Seminole Electric Cooperative, Inc. In 6 

2006, I joined TECO Energy and have held various roles with 7 

increasing responsibility including the Director, Business 8 

Planning for Peoples. I am a Certified Public Accountant in 9 

the State of Florida, and I have served in my current position 10 

as Vice President, Finance and Planning of Peoples since June 11 

2021. 12 

  13 

Q. What are the purposes of your prepared direct testimony in 14 

this proceeding? 15 

 16 

A. The purposes of my prepared direct testimony are to:  17 

 (1) Support the company’s proposal to use the 2024 projected 18 

test year for ratemaking purposes. 19 

 (2) Support the calculation and adjustments used in 20 

determining the company's test year revenue requirement. I 21 

present the calculation of the test year revenue deficiency 22 

and explain the primary factors since Peoples’ last general 23 

base rate proceeding necessitating a base rate increase. 24 

 (3) Support the methodology for transferring Cast Iron / Bare 25 
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Steel Replacement (“CI/BSR”) rider revenue requirements to 1 

base rates. 2 

 (4) Discuss the company’s budget process used to develop the 3 

financial projections for the test year. 4 

 (5) Support the calculation, accounting treatments and 5 

adjustments used in determining the company's test year net 6 

operating income.  I describe provisions from the company’s 7 

Stipulation and Settlement Agreement approved by the Florida 8 

Public Service Commission (“Commission”) in Order No. PSC-9 

2020-0485-FOF-GU, issued December 10, 2020, in Docket Nos. 10 

20200051-GU, 20200166-GU, and 20200178-GU (“2020 Agreement”), 11 

included as Document No. 10 of my exhibit, and discuss the 12 

company’s proposals to continue abiding by those provisions 13 

in this general base rate proceeding, including:  14 

  (a) regulatory accounting treatments and adjustments 15 

impacting Peoples’ revenue requirement calculation, including 16 

a proposed increase to the company’s annual storm expense 17 

accrual; and  18 

  (b) the mechanism for addressing potential changes in 19 

corporate income tax rates. 20 

 (6)  Discuss the company’s base revenue forecasts. 21 

 (7)  Discuss the company’s Operations and Maintenance (“O&M”) 22 

expense.  I discuss how inflation and customer growth are 23 

reflected in the company’s O&M expense budget and for 24 

computing the Commission’s O&M Benchmark.  I discuss 25 



 

 

4 

affiliate transactions and the reasonableness of costs 1 

allocated from affiliates.  I discuss trending factors 2 

impacting O&M expense as well as expense drivers not trended.  3 

I support the reasonableness of the 2024 projected test year 4 

O&M expense. 5 

 (8)  Support the calculation and adjustments used in 6 

determining the company's 2024 projected test year rate base. 7 

 (9)  Discuss the company’s capital structure, cost-of-capital 8 

and income taxes. 9 

 (10)  Explain Peoples’ proposed true up mechanism to 10 

incorporate the company’s actual cost of its inaugural long-11 

term debt issuances into a one-time true up of its approved 12 

revenue requirements and base rates through a limited 13 

proceeding. 14 

  15 

Q. Please describe your exhibit supporting your prepared direct 16 

testimony. 17 

 18 

A. Exhibit No. RBP-1 was prepared under my direction and 19 

supervision. The contents of my exhibit were derived from the 20 

business records of the company and are true and correct to 21 

the best of my information and belief. My exhibit consists of 22 

10 documents, as follows: 23 

 24 

 Document No. 1  List of MFR schedules Sponsored or Co- 25 



 

 

5 

    Sponsored by Rachel B. Parsons 1 

 Document No. 2 CI/BSR Revenue Requirements Transferred 2 

to Base Rates 3 

 Document No. 3  Revenue Summary 4 

 Document No. 4  Operations & Maintenance Expense Summary 5 

 Document No. 5 2024 O&M Benchmark Comparison by Function 6 

 Document No. 6 2023 and 2024 Capital Budget 7 

 Document No. 7  Storm Reserve Analysis and 2022 Study 8 

 Document No. 8 Calculation of Internal Revenue Code 9 

Required Deferred Income Tax Adjustment  10 

 Document No. 9 2024 projected test year Reconciliation 11 

of Capital Structure to Rate Base 12 

 Document No. 10  2020 Agreement 13 

  14 

Q. Are you sponsoring any of Peoples’ Minimum Filing Requirement 15 

(“MFR”) Schedules? 16 

 17 

A. Yes. I am sponsoring or co-sponsoring the MFR schedules listed 18 

in Document No. 1 of my exhibit. The contents of these MFR 19 

schedules were based on the business records of the company 20 

maintained in the ordinary course of business and are true 21 

and correct to the best of my information and belief. 22 

 23 

PROJECTED TEST YEAR 24 

Q. What test year does the company propose to use in this 25 
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proceeding? 1 

 2 

A. The company has selected the twelve-month period ending 3 

December 31, 2024, as the projected test year for Peoples’ 4 

petition to modify its base rates and charges. Calendar year 5 

2024 is appropriate for use as the test year since it is 6 

representative of Peoples’ projected revenues and projected 7 

cost of service, capital structure and rate base required to 8 

provide safe, reliable, and cost-effective service to its 9 

customers during the period when the company’s new rates will 10 

be in effect. The company’s proposed 2024 projected test year 11 

is more representative of the company’s operations when its 12 

proposed rate will be in effect than a historic test year.  13 

 14 

Q. When does the company propose that its new base rates be 15 

effective? 16 

 17 

A. Peoples proposes the new base rates should be effective for 18 

the first billing cycle of January 2024. 19 

 20 

Q. What is the historic base year in this proceeding? 21 

 22 

A. The historic base year is the 12-months ended December 31, 23 

2022. All data related to this historical base year is 24 

historical data taken from the books and records of the 25 
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company, which are kept in the regular course of the company’s 1 

business in accordance with Generally Accepted Accounting 2 

Principles (“GAAP”) and provisions of the Federal Energy 3 

Regulatory Commission (“FERC”) Uniform System of Accounts 4 

prescribed by the Commission.  5 

 6 

2024 REVENUE REQUIREMENT 7 

Q. What is the base revenue increase requested by Peoples? 8 

 9 

A. The company seeks a net incremental base revenue increase of 10 

$127.7 million. Additionally, the company seeks to transfer 11 

approximately $11.6 million of revenue requirements related 12 

to CI/BSR investments into base rates and to reset the CI/BSR 13 

surcharge, as discussed later in my testimony. The total 14 

$139.3 million revenue increase is necessary to allow Peoples 15 

to: (i) continue to provide safe and reliable natural gas 16 

distribution service at customer service levels the company’s 17 

customers have come to expect from Peoples; (ii) maintain the 18 

company’s financial integrity and access to reasonably priced 19 

debt capital while funding the company's future investments 20 

to serve customers; and (iii) have the opportunity to earn a 21 

fair return on its investment. The company’s proposed revenue 22 

increase is based on a midpoint return on equity of 11.00 23 

percent, with an overall return of 7.42 percent on its 2024 24 

average rate base of approximately $2,366.8 million.  25 
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Q. Why is Peoples seeking rate relief at this time? 1 

 2 

A. By 2024, the company’s existing base rates will not generate 3 

sufficient revenues to allow the company to safely and 4 

reliably serve its customers and provide an opportunity to 5 

achieve a reasonable return on its capital investments.  6 

 7 

Q. What was Peoples’ earned return on equity (“ROE”) for 2022 8 

and what is its projected ROE for 2023? 9 

 10 

A. The ROE reflected on the company’s December 2022 Earnings 11 

Surveillance Report was 9.25 percent and its projected ROE 12 

for 2023 is 7.83 percent, which is below the 8.90 percent 13 

bottom of the company’s Commission-authorized ROE range. 14 

Company witness Helen J. Wesley explains how the company has 15 

prepared its 2023 budget and is managing its operations in 16 

her prepared direct testimony.  17 

 18 

Q. What is Peoples’ projected ROE in the 2024 projected test 19 

year without rate relief? 20 

 21 

A. If the CI/BSR revenue requirement is not transferred from the 22 

CI/BSR rider to base rates, the company projects to earn a 23 

ROE of 2.53 percent in 2024. However, with the proposed 24 

transfer of the CI/BSR revenue requirement, the company 25 
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projects an ROE of 1.85 percent. These returns are far below 1 

both the Commission’s approved 9.90 percent midpoint ROE from 2 

the company’s last general base rate proceeding and the 3 

company’s proposed 11.00 percent ROE for this proceeding, as 4 

supported in the direct testimony of company witness Dylan W. 5 

D’Ascendis.  6 

 7 

Q. Can you explain the calculation for determining the December 8 

31, 2024, projected test year revenue requirement and revenue 9 

deficiency? 10 

 11 

A. Yes. The derivation of the company’s projected 2024 revenue 12 

deficiency is summarized in MFR schedule G-5. The 2024 revenue 13 

deficiency is determined by multiplying the projected test 14 

year rate base by the proposed overall rate of return to 15 

arrive at the net operating income (“NOI”) required. The 16 

difference between the required NOI and the forecasted 17 

projected test year NOI results in the NOI deficiency. The 18 

NOI deficiency is then multiplied by the NOI Multiplier, which 19 

accounts for income tax gross ups, bad debt expense, and 20 

regulatory assessment fees, to determine the forecasted base 21 

revenue deficiency. 22 

 23 

Q. What is the NOI Multiplier being used to determine the revenue 24 

deficiency? 25 
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A. The NOI Multiplier proposed in this case is 1.3500 as shown 1 

on MFR schedule G-4. The NOI Multiplier reflects the corporate 2 

federal income tax rate of 21.0 percent and the Florida 3 

corporate tax rate of 5.5 percent. In addition, the NOI 4 

Multiplier incorporates a bad debt rate of 0.2805 percent and 5 

the regulatory assessment fee rate of 0.5 percent.  6 

 7 

Q. What are the primary drivers of the revenue deficiency in the 8 

2024 projected test year relative to 2021, the test year used 9 

for setting current base rates? 10 

 11 

A. The primary causes of the revenue deficiency are summarized 12 

as follows: 13 

 (1) capital investments supporting customer and associated 14 

system growth, maintaining, and enhancing system reliability, 15 

safety, and customer service;  16 

 (2) growth in O&M expenses;  17 

 (3) the change in weighted average cost of capital;  18 

 (4) taxes and other items; and 19 

 (5) revenue growth being outpaced by the increase in revenue 20 

requirements.  21 

  22 

 These causes include CI/BSR revenue requirements being 23 

transferred from rider to base rates. 24 

 25 



 

 

11 

 The dollar amount associated with these causes are summarized 1 

as follows: 2 

 3 

 Increased Capital Revenue Requirements  $92.9 million 4 

 Increased O&M Expense     $35.3 million 5 

 Change in Weighted Average Cost of Capital $35.2 million 6 

 Taxes and Other      $21.6 million 7 

Growth in Revenue            ($45.7)million  8 

  Total          $139.3 million 9 

 Less: 10 

 Transfer of CI/BSR Revenue Requirements      ($11.6)million 11 

  Total       $127.7 million 12 

 13 

Q. Please explain how the $92.9 million of Increased Capital 14 

Revenue Requirements was calculated.  15 

 16 

A. The $92.9 million Increased Capital Revenue Requirements 17 

includes three components: (i) rate base return of $49.2 18 

million ($830.0 million increase in average adjusted rate 19 

base multiplied by the 5.93 percent cost of capital approved 20 

by the Commission in 2021); (ii) depreciation expense of $33.1 21 

million (includes impact of new depreciation rates of $7.8 22 

million); and (iii) higher property taxes of $10.6 million. 23 

The $830.0 million increase in average adjusted rate base is 24 

the increase from the 2021 Commission-approved amount of 25 
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$1,536.8 million to the $2,366.8 million in the projected 1 

2024 projected test year. 2 

 3 

Q. Please explain how the $35.3 million of increased O&M expense 4 

was calculated.  5 

 6 

A. This amount was calculated as the difference between the 7 

company’s 2021 adjusted O&M expense from $115.5 million, as 8 

reported in the company’s December 2021 Earnings Surveillance 9 

Report, and the projected 2024 O&M expense total of $150.8 10 

million as shown on MFR schedule G-2, page 1. I used the 11 

December 2021 Earnings Surveillance Report adjusted O&M 12 

expense of $115.5 million in this calculation, because the 13 

2020 Agreement only specified the approved 2021 required 14 

return and not the components included in determining the 15 

2021 adjusted NOI.  16 

  17 

Q. Please explain how the $35.2 million of Change in Weighted 18 

Average Cost of Capital was calculated.  19 

 20 

A. This amount was calculated as the company’s 2024 13-month 21 

average adjusted rate base of $2,366.8 million multiplied by 22 

1.49 percent, which is the difference between the 5.93 percent 23 

overall rate of return in the cost of capital in the 2020 24 

Agreement and the company’s proposed overall rate of return 25 
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of 7.42 percent for the 2024 projected test year. 1 

2 

Q. Please explain how the $21.6 million in the Taxes and Other3 

category was calculated.4 

5 

A. The $21.6 million in the Taxes and Other category includes6 

four components: (i) a reduction of $16.1 million adjusted7 

income taxes; (ii) an increase of $36.1 million to the NOI8 

multiplier; (iii) a $2.9 million increase in taxes other than9 

income excluding property tax; and (iv) other changes ($1.310 

million reduction).11 

12 

The $16.1 million reduction in the adjusted income taxes is 13 

the difference between the adjusted current and deferred 14 

income taxes in the company’s December 2021 Earnings 15 

Surveillance Report ($19.2 million) and the comparable amount 16 

in the 2024 projected test year ($3.1 million as shown on MFR 17 

schedule G-2, page 1).  18 

19 

The $36.1 million increase to the NOI multiplier is the 20 

difference between the NOI Deficiency ($103.2 million) and 21 

the Revenue Deficiency ($139.3 million) shown on MFR schedule 22 

G-5.23 

24 

The $2.9 million increase in taxes other than income is the 25 
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difference between the adjusted taxes other than income 1 

amount in 2021 ($18.2 million) and the comparable amount in 2 

the 2024 projected test year ($31.7 million as shown on MFR 3 

schedule G-2, page 1), less the $10.6 million increase in 4 

property taxes mentioned above.  5 

 6 

 The other changes reduction of $1.3 million includes changes 7 

in gains and losses on disposition of plant or property 8 

included in adjusted NOI, and the difference in the December 9 

2021 Earnings Surveillance report and the approved required 10 

return included in the 2020 Agreement. 11 

 12 

Q. Please explain how the $45.7 million Growth in Revenue was 13 

calculated.  14 

 15 

A. This was calculated as the difference between adjusted 16 

Operating Revenues of $300.4 million in the company’s 17 

December 2021 Earnings Surveillance Report and adjusted 18 

Operating Revenues of $346.1 million in the projected 2024 19 

projected test year (as shown on MFR schedule G-2, page 1). 20 

Further detail regarding the 2021 and 2024 adjusted Operating 21 

Revenues are shown on Document No. 3 of my exhibit. This $45.7 22 

million of revenue growth will not be sufficient to keep pace 23 

with the other factors increasing the company’s revenue 24 

requirement. 25 
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CAST IRON/ BARE STEEL REPLACEMENT RIDER PROPOSAL 1 

Q. Does the company propose to transfer the projected 2024 CI/BSR 2 

revenue requirements to base rates?  3 

 4 

A. Yes. The company proposes using the same methodology approved 5 

by the Commission in the 2020 Agreement.  Effective January 6 

1, 2024, the company has reflected the transfer of gross 7 

plant, accumulated depreciation, and construction work in 8 

progress to rate base for the amounts related to the 9 

cumulative CI/BSR eligible investments made from January 1, 10 

2021 (the reset date from the company’s prior rate proceeding) 11 

through December 31, 2023.  The net book value of the CI/BSR 12 

investments accumulated in the rider during that period is 13 

projected to be approximately $93.3 million.  In addition, 14 

effective January 1, 2024, the company included the related 15 

depreciation, property tax expense, and return on the rate 16 

base in the calculation of the 2024 projected test year base 17 

rate revenue requirement. As shown in Document No. 2 of my 18 

exhibit, the amount of CI/BSR transferred revenue 19 

requirements to base rates is $11.6 million.  20 

 21 

Q. Does the company’s CI/BSR proposal in this case change the 22 

basic operation of the CI/BSR program? 23 

 24 

A. No. Although the company proposes to reset the CI/BSR 25 
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surcharge to zero, the CI/BSR program will continue until all 1 

eligible infrastructure replacements have been made. 2 

Therefore, eligible pipe replacement investments budgeted for 3 

2024 and their related costs have been reflected as 4 

recoverable through the reset CI/BSR in 2024. Consistent with 5 

the terms of Commission Order No. PSC-2012-0476-TRF-GU, 6 

issued on September 18, 2012, which established the program 7 

for accelerating replacement of cast iron bare steel pipe, 8 

the company has excluded the first $1.0 million of capital 9 

expenditures for replacements in 2024 from recovery through 10 

the CI/BSR surcharge. Therefore, the first $1.0 million has 11 

been included in rate base for the 2024 projected test year.  12 

 13 

Q.  Does the company propose to maintain the true up process 14 

articulated in the 2020 Agreement related to the transferred 15 

CI/BSR revenue requirements? 16 

 17 

A. Yes. Consistent with the Commission approved process in the 18 

in the 2020 Agreement, the company proposes that any true up 19 

be included in the company’s subsequent normal CI/BSR annual 20 

true-up filing in September 2024. 21 

  22 

BUDGET PROCESS 23 

Q. How did the company prepare the 2024 projected test year 24 

financial data? 25 
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A. Peoples’ 2024 projected test year was developed using the 1 

same process used to develop the company’s annual budgets, 2 

including capital expenditure and income statement forecasts. 3 

The generation of the budget is an integrated process that 4 

results in a complete set of budgeted financial statements, 5 

including income statement, balance sheet and statement of 6 

cash flows. The 2024 balance sheet was budgeted by starting 7 

with the December 31, 2022, actual balances. Balance sheet 8 

accounts were then budgeted by either forecasting monthly 9 

balances based on past trends or using the forecasted monthly 10 

income statement activity, depending on the type of account. 11 

Once the balance sheet and income statement were constructed, 12 

the company generated a statement of cash flows. This 13 

statement determined the company’s capital structure funding 14 

requirements by showing its needs from short-term debt draws, 15 

long-term debt issuances and equity infusions.     16 

 17 

Q. What are the major components of the projected 2024 budgeted 18 

balance sheet? 19 

 20 

A. The largest component of the 2024 budgeted balance sheet is 21 

the net utility plant. Net plant balances reflect the 22 

property, plant and equipment already invested as well as the 23 

capital expenditures included in the company’s 2023 and 2024 24 

capital budget. The other major components of the 2024 balance 25 
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sheet and rate base are the accumulated provision for 1 

depreciation of plant-in-service and the accounts that make 2 

up the allowance for working capital. I will discuss rate 3 

base and how these components make up the company’s 2024 4 

projected test year rate base later in my direct testimony.    5 

 6 

Q. What are the major components of the company’s projected 2024 7 

budgeted income statement and what testimony supports these 8 

budgeted components? 9 

 10 

A.  The major components of the income statement include 11 

revenues, as well as O&M expense, depreciation, property tax 12 

and income tax expenses.  13 

 14 

 The 2024 base revenues are primarily supported by input 15 

provided by company witnesses Lew Rutkin Jr. and Eric Fox. I 16 

explain how these inputs were used to calculate base revenues. 17 

Witness Rutkin and I describe expected revenues related to 18 

new Renewable Natural Gas (“RNG”) facilities. Witness Rutkin 19 

also supports the 2024 off-system sales margin. My direct 20 

testimony summarizes total operating revenues included in the 21 

2024 projected test year NOI.  22 

 23 

 The components of the company’s 2024 O&M expenses are 24 

supported by my direct testimony and the direct testimony of 25 
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company witnesses Timothy O’Connor, Christian C. Richard, 1 

Donna L. Bluestone, and Karen K. Sparkman. My direct testimony 2 

summarizes the total 2024 O&M expense.  3 

 4 

 I also explain how the company incorporated recommendations 5 

from company witness Dane A. Watson’s depreciation study in 6 

determining the projected 2024 projected test year 7 

depreciation expense.   8 

 9 

 Finally, I discuss how property tax expense and income taxes 10 

were budgeted.  11 

 12 

Q. How was the 2024 budgeted income statement developed? 13 

 14 

A. The 2024 budgeted income statement was prepared by Peoples’ 15 

Finance department under my direction and supervision. The 16 

Finance department assembled forecasted data prepared by 17 

numerous team members and consultants who specialize in 18 

different areas of operations. The company applied the same 19 

accounting principles, methods and practices that the company 20 

employs for its historical data to its forecasted data to 21 

prepare the 2024 budgeted income statement.  22 

 23 

 The 2024 forecasted income statement was developed using all 24 

forecasted revenues and other types of income, largely base 25 
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revenues and the revenues from the cost recovery clauses. The 1 

2024 income statement also contains projections for off-2 

system sales and other operating revenues such as 3 

miscellaneous service revenues and revenue related to 4 

Compressed Natural Gas (“CNG”) stations and RNG facilities.  5 

 6 

 To complete the income statement, all operating expenses were 7 

accumulated including O&M expense, depreciation expense and 8 

property taxes. Interest expense and interest income, as well 9 

as all below-the-line items were also considered. Once all 10 

pre-tax components were determined, income taxes were 11 

calculated to determine final net income. The company’s Board 12 

of Directors approved Peoples’ 2024 budget in March 2023.  13 

 14 

Q. How did the company prepare the 2024 projected test year O&M 15 

expense budget? 16 

 17 

A. The company developed its 2024 projected test year O&M expense 18 

budget using its detailed cost center level approach, which 19 

covers all operational areas, corporate departments, and 20 

intercompany O&M expense charges for shared services provided 21 

by Tampa Electric Company (“Tampa Electric”) and Emera 22 

Incorporated. (“Emera”).  The company budgeted O&M expenses 23 

by resource type (payroll, benefits, materials and supplies, 24 

outside services, etc.). The company budgeted payroll 25 
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expenses by position and allocated those payroll costs 1 

between O&M, capital expenditures, clause recoverable and 2 

charges to affiliates as appropriate. The company budgeted 3 

other resource types by cost center based on projected 4 

activity levels and requirements. To project O&M expense for 5 

2024, the company applied a salary and wages increase to 6 

payroll costs and a general inflation rate to other resource 7 

types as appropriate along with expected customer growth. I 8 

describe these trending factors later in my direct testimony. 9 

As discussed in witness Bluestone’s direct testimony, the 10 

2024 cost projections for actuarial based items such as the 11 

company’s pension and post-retirement benefits expense were 12 

provided by the company’s external actuarial firm, Mercer.  13 

 14 

 Prior to finalizing the 2024 O&M budget, Peoples’ senior 15 

management team reviewed all new labor positions and non-16 

labor resource additions being proposed for alignment with 17 

overall company objectives and strategic initiatives.  18 

 19 

Q. Is the company proposing new depreciation rates in this 20 

proceeding to be effective in the 2024 projected test year? 21 

 22 

A. Yes, the 2020 Agreement directed the company to file a 23 

depreciation study no more than one year nor less than 90 24 

days before the filing of its next general rate proceeding, 25 
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such that the proposed depreciation rates can be considered 1 

contemporaneously with the company’s next general rate 2 

proceeding. Peoples filed a depreciation study with the 3 

Commission on December 28, 2022, in Docket No. 20220219-GU 4 

and proposed the new depreciation rates be effective as of 5 

January 1, 2024. The proposed new depreciation rates are 6 

supported by the direct testimony of witness Watson. 7 

  8 

Q. Were there any updates to the proposed rates in the 9 

Depreciation Study filed on December 28, 2022? 10 

 11 

A. Yes, as discussed in witness Watson’s direct testimony, the 12 

proposed depreciation rates included in the Depreciation 13 

Study filed in December 2022 were subsequently updated to 14 

reflect actual plant in service, retirements, and accumulated 15 

depreciation balances as of December 31, 2022, and revised 16 

forecast for 2023 and 2024 as reflected in the company’s MFR’s 17 

(“Updated Study”). The Updated Study was necessary to align 18 

the plant and accumulated depreciation balances in the study 19 

with the 2024 projected test year rate base in this rate 20 

proceeding. The difference between the 2024 projected test 21 

year depreciation expense included in the company’s MFR 22 

schedules and the 2024 depreciation expense calculated using 23 

the rates in the December 28 filing is approximately $60,000, 24 

which is small compared to the company’s total proposed 2024 25 
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depreciation and amortization expense of $91.2 million.     1 

 2 

Q. How did the company forecast depreciation expense for the 3 

2024 projected test year? 4 

 5 

A. The company calculated the test year depreciation expense by 6 

applying the Updated Study’s new proposed depreciation rates 7 

to the 2024 monthly balances of plant-in-service.  8 

 9 

Q. Please discuss how 2024 property tax expense was budgeted.  10 

 11 

A. Property tax expense represents payments made by the company 12 

to county governments for ad valorem taxes. The projected 13 

expense is a function of forecasted tax rates and the 14 

projected values that will be used by the counties to assess 15 

the company's plant assets. As investment in assets grows, 16 

property tax expense also grows. As a result, the company 17 

projects that ad valorem property taxes in its base rate 18 

revenue requirements will grow from $13.9 million in 2021 19 

(actual) to roughly $24.5 million in 2024. 20 

 21 

Q. Please discuss how income taxes were budgeted.  22 

 23 

A. Income tax expense for the test year was computed on a stand-24 

alone basis consistent with the company's last general base 25 
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rate proceeding and long-standing Commission practice. 1 

Projected total income tax expense is a function of forecasted 2 

taxable income coupled with the Internal Revenue Service 3 

(“IRS”) and Florida state tax rules expected to be in place 4 

during the test year.   As discussed later in my direct 5 

testimony, all NOI and capital structure amounts reflect 6 

reasonable budget projections, consistent regulatory 7 

treatments, and compliance with the normalization 8 

requirements of the Internal Revenue Code (“IRC”). 9 

 10 

NET OPERATING INCOME 11 

Q. What is the company’s projected test year 2024 NOI without 12 

rate relief?  13 

 14 

A. As shown on MFR schedule G-2, page 1, the company projects 15 

its 2024 adjusted NOI to be approximately $72.3 million.  16 

 17 

Q. What accounting treatments or adjustments to the budgeted 18 

income statement were made to determine the 2024 projected 19 

test year NOI? 20 

 21 

A. The company made adjustments consistent with the Commission’s 22 

rules and previous Commission directives and policies from 23 

Peoples’ prior base rate proceedings, including the 2020 24 

Agreement.  25 
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Q.  Please describe the 2020 Agreement accounting treatments and 1 

adjustments the company believes continue to be fair to 2 

customers and should be consistently applied to determine the 3 

company’s 2024 projected test year NOI. 4 

 5 

A. First, the company agreed to a parent debt adjustment to its 6 

income tax expense in the amount of $2,099,000, which was 7 

based on the capital structure of Emera. The company proposes 8 

to follow the same methodology in the 2024 projected test 9 

year. As reflected in MFR schedule C-26, the proposed parent 10 

debt adjustment for 2024 projected test year is $3,084,000.  11 

 12 

 Second, the company increased its Manufactured Gas Plant 13 

(“MGP”) environmental remediation annual amortization expense 14 

to $1.0 million. The $1.0 million was determined to be an 15 

appropriate amount to be included in annual revenue 16 

requirements to accommodate the remaining environmental 17 

remediation costs and related costs already expended but not 18 

recovered from customers in base rates. As of January 1, 2024, 19 

the expected balance of the MGP related regulatory assets is 20 

$18.2 million and the company proposes to continue the 21 

inclusion of $1.0 million of MGP amortization expense in its 22 

2024 revenue requirements. 23 

 24 

 Third, the company increased its annual storm reserve accrual 25 
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to $380,000, which was based on a 10-year history of actual 1 

storm costs under the Incremental Cost and Capitalization 2 

Approach (“ICCA”) methodology. Although the accrual was 3 

increased in 2021, the ICCA storm costs related to Hurricane 4 

Ian and Hurricane Nicole have exhausted the company’s storm 5 

reserve. As of December 31, 2022, the storm reserve is 6 

reflected on the company’s books as a regulatory asset balance 7 

of $746,638. In lieu of requesting Commission approval for a 8 

storm surcharge, as the company did with Hurricane Michael, 9 

the company proposes to increase its annual storm reserve 10 

accrual in this general rate proceeding to $500,000.  11 

 12 

 Fourth, the company was allowed to use reserve accounting for 13 

its Transmission Integrity Management Program (“TIMP”) 14 

spending and record a levelized annual expense in the amount 15 

of $1,437,475. Any difference between the actual cumulative 16 

spending and cumulative expense accrual was to be reflected 17 

as a regulatory asset or liability, as appropriate. The basis 18 

for this adjustment was the projected volatility in annual 19 

TIMP related spending from year to year depending on timing 20 

of required transmission pipeline inspections. By January 1, 21 

2024, the company projects that a regulatory asset of $683,712 22 

will be recorded on Peoples’ books in accordance with the 23 

2020 Agreement, reflecting cumulative TIMP costs from 2021 to 24 

2023 of $4,996,137 and cumulative accruals during that period 25 
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of $4,312,425.  1 

 2 

 With TIMP spending volatility projected to continue, the 3 

company proposes to continue reserve accounting treatment and 4 

accrue a levelized TIMP expense, with any difference between 5 

the actual cumulative spending and cumulative expense accrual 6 

continuing to be reflected as a regulatory asset or liability. 7 

Summing the $2,312,000 of projected TIMP costs over the 2024-8 

2026 period and the projected regulatory asset balance of 9 

$683,712 as of January 1, 2024, results in a total of 10 

$2,995,712. Using the total of $2,995,712 spread over a three-11 

year period, the company proposes a levelized accrual expense 12 

of $998,571 starting in the 2024 projected test year revenue 13 

requirements, which is a decrease of $438,904 from the 2020 14 

Agreement.   15 

 16 

 Fifth, the company was allowed to record non-capitalizable 17 

software implementation costs as a regulatory asset and 18 

amortize the costs over a five-year period. As of December 19 

31, 2022, the actual amount of non-capitalizable software 20 

implementation costs recorded as a regulatory asset is 21 

$468,318. The projected cumulative amount of non-22 

capitalizable software implementation costs through 2024 is 23 

$773,018. In the 2024 projected test year, the company 24 

proposes to continue the accounting treatment for non-25 
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capitalizable software implementation costs and amortize the 1 

associated regulatory asset over a five-year period. The 2024 2 

projected test year reflects $154,604 ($773,018 over five 3 

years) of annual amortization of the regulatory asset 4 

associated with non-capitalizable software implementation 5 

costs.  6 

 7 

 Sixth, the company was required to amortize its rate case 8 

expense over a three-year period. In determining the 2024 9 

projected test year NOI, the company also proposes to use a 10 

three-year amortization period of rate case expense. 11 

 12 

Q. Is an annual storm expense accrual of $500,000 reasonable? 13 

 14 

A. Yes. The proposed increase in the annual accrual to $500,000 15 

is based on (i) a 10-year history of ICCA storm costs updated 16 

through 2022 as shown in Document No. 7 of my exhibit, which 17 

is the same methodology used in determining the storm reserve 18 

accrual included in the 2020 Agreement, and (ii) the 2022 19 

Storm Damage Self-Insurance Reserve Study filed with the 20 

Commission in 2022 (“2022 Study”), which is also included in 21 

Document No. 7 to my exhibit.  22 

 23 

 The 2022 Study assumed the current annual reserve accrual of 24 

$380,000 and determined Peoples expected annual storm cost to 25 
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be $364,000 with a 22 percent chance of exceeding $400,000 in 1 

any year. After completion of the 2022 Study, Peoples 2 

distribution system was impacted by Hurricane Ian on 3 

September 28, 2022, and Hurricane Nicole on November 10, 2022. 4 

The 10-year analysis included in Document No. 7 of my exhibit 5 

includes the 2022 ICCA cost of Hurricane Ian and Nicole that 6 

are still under review.    7 

   8 

Q. What level of rate case expense and amortization does the 9 

company propose in this case?  10 

 11 

A. As reflected in MFR schedule C-13, the company has projected 12 

$3.25 million of rate case expense. Using a proposed three-13 

year amortization period results in $1,082,603 of annual 14 

amortization expense. The estimated $3.25 million of rate 15 

costs reflects the assumption that the full general rate 16 

proceeding process will be conducted, whereas in the 17 

company’s prior general rate proceeding a settlement was 18 

reached before the Commission hearing, which saved the 19 

company considerable rate case expense. The company believes 20 

that this level of rate case expense is reasonable given the 21 

size of the company, the complexity of this case, its need 22 

for support from outside attorneys and consultants, and the 23 

current legal uncertainty surrounding whether and how 24 

contested cases can be settled and approved by the Commission. 25 
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Q. Please describe the Tax Reform provisions in the 2020 1 

Agreement. 2 

 3 

A. The 2020 Agreement included a provision to address potential 4 

changes in the rate of taxation of corporate income - 5 

increases or decreases – by federal or state taxing 6 

authorities (“Tax Reform”). Section 8, paragraphs (a)-(f) of 7 

the 2020 Agreement set forth processes that would go into 8 

effect should Tax Reform be enacted that address: (1) 9 

quantifying the impact of such Tax Reform on the company’s 10 

NOI; (2) impacts from a tax rate decrease; (3) impacts from 11 

a tax rate increase; and (4) the treatment of excess 12 

accumulated deferred income taxes (“ADIT”).    13 

 14 

Q. Is the company proposing to continue the Tax Reform provisions 15 

of the 2020 Agreement as part of this base rate proceeding? 16 

 17 

A. Yes. The company proposes that the Commission approve, as 18 

part of this proceeding, the continued use of the Tax Reform 19 

provisions contained in Section 8, paragraphs (a)-(f), of the 20 

2020 Agreement. While the company does not have a specific 21 

expectation that Tax Reform will occur after this proceeding 22 

is complete, the company believes the processes outlined in 23 

these provisions will allow the company and the Commission to 24 

efficiently address Tax Reform should it occur and believes 25 
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that these provisions continue to be in the best interest of 1 

the customers and the company. 2 

 3 

Q. Was Tax Reform enacted following Commission approval of the 4 

2020 Agreement? 5 

 6 

A. Yes. The Florida corporate income tax rate changed from 4.458 7 

percent to 3.535 percent for 2021 and then back to 5.5 percent 8 

for taxable years beginning on or after January 1, 2022 (the 9 

“State Tax Rate Change”). Peoples used the 2021 and 2022 10 

Forecasted Earnings Surveillance Reports to calculate the 11 

impact of the tax rate change and petitioned the Commission 12 

to allow the adjusted NOI impacts on annual revenue 13 

requirements to be offset and addressed in the company’s 14 

CI/BSR. In Order No. PSC-2022-0134-PAA-GU (“2022 State Tax 15 

Order”) issued on April 11, 2022 in Docket No. 20220018-GU, 16 

the Commission approved the company’s proposal to pass a net 17 

revenue requirement increase of $253,079 through the CI/BSR. 18 

  19 

Q. How did the State Tax Rate Change impact the company in 2023?  20 

 21 

A.  For 2023, the NOI and revenue requirement is impacted by the 22 

same tax rate increase that impacted its 2022 NOI. This tax 23 

rate increase triggers Section (8), paragraph (d) of the 2020 24 

Agreement, which requires the company to “defer the revenue 25 
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requirement impacts to a regulatory asset.” Accordingly, the 1 

company recorded a regulatory asset of approximately $1.2 2 

million for the 2023 revenue requirement impacts and is 3 

seeking recovery of this regulatory asset in this general 4 

base rate proceeding. The company’s calculation of the 2023 5 

NOI impact is consistent with the 2021 and 2022 NOI impact 6 

calculations contained within the 2022 State Tax Order.  7 

 8 

Q. Over what period is the company proposing to amortize the 9 

$1.2 million regulatory asset related to the 2023 NOI impact? 10 

 11 

A. The company proposes to amortize the $1.2 million regulatory 12 

asset over a three-year period, resulting in a 2024 projected 13 

test year revenue requirement increase of approximately 14 

$400,000. Section 8, paragraph (d) of the 2020 Agreement 15 

provides that such regulatory asset may be considered for 16 

“prospective recovery” in the company’s next base rate 17 

proceeding, and the proposed three-year recovery period is 18 

consistent with the length of term of the 2020 Agreement.  19 

 20 

Q. How did the State Tax Rate Change impact the company’s ADIT? 21 

 22 

A. As a result of the 5.5 percent state tax rate increase, and 23 

in accordance with Rule 25-14.013(4), Florida Administrative 24 

Code, the company performed the required revaluation of its 25 
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ADIT. This reevaluation created deficient deferred taxes of 1 

approximately $4.6 million, which Peoples recorded as a 2 

credit to ADIT with a corresponding debit to a regulatory 3 

asset. Establishing a regulatory asset related to the tax 4 

reform revaluation of ADIT and resulting “Excess or Deficient 5 

Deferred Taxes” conforms with Section 8 of the 2020 Agreement.  6 

 7 

Q. Does the company seek to recover the $4.6 million regulatory 8 

asset related to the deficient deferred taxes in this base 9 

rate proceeding? 10 

 11 

A. Yes. Section 8, paragraph (e) of the 2020 Agreement provides 12 

that “if the cumulative net regulatory asset or liability is 13 

less than $10 million, the flow-back period will be five 14 

years.” Thus, the company seeks recovery of the $4.6 million 15 

regulatory asset over a five-year period in conformity with 16 

the 2020 Agreement. The 2024 projected test year revenue 17 

requirement is increased by approximately $900,000 due to the 18 

flow back to customers of the deficient deferred tax. 19 

 20 

Q. What impact does the proposed depreciation rates in the 21 

Updated Study supported by Watson have on the 2024 projected 22 

test year depreciation expense? 23 

 24 

A. The company proposes that its new depreciation rates be placed 25 
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in effect as of January 1, 2024, consistent with its proposal 1 

for the effective date of the new customer rates and charges 2 

resulting from this case.  Based on this proposal, the impact 3 

of the new depreciation rates on the 2024 projected test year 4 

NOI is an increase in depreciation expense of approximately 5 

$7.8 million. This amount excludes the impact of vehicle 6 

related depreciation that is charged through a transportation 7 

cost allocation to O&M expense and capital expenditures, 8 

which is an additional $0.8 million.    9 

 10 

Q. Has the company had any gains or losses on the disposition of 11 

plant or property that is being amortized in the 2024 12 

projected test year? 13 

 14 

A. Yes.  As shown on MFR schedule C-16, the company had three 15 

transactions resulting in a net gain on disposition of plant 16 

or property.  As shown on MFR schedule G-2, page 1, the 17 

company has included $495,917 of amortized net gain on sale 18 

in the 2024 projected test year. The net gain on sale of plant 19 

or property is being amortized over a four-year period in 20 

accordance with page 7 of Commission Order No. 2003-0038-FOF-21 

GU, issued on January 6, 2003, in Docket No. 20020384-GU. 22 

 23 

Q. What amount of off-system sales margin did the company include 24 

in the 2024 projected test year to determine NOI? 25 
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A. As supported by company witness Rutkin, the company has 1 

budgeted approximately $2.5 million of off-system sales 2 

(“OSS”) net revenues in 2024. This assumes retaining the 3 

sharing mechanism that has been in place since its 2008 base 4 

rate proceeding, with 25 percent of OSS net revenues being 5 

retained by the company and 75 percent going to offset 6 

expenses recovered through the Purchased Gas Adjustment 7 

(“PGA”) clause. 8 

 9 

Q. Does the company have any other new sources of operating 10 

revenue included in the 2024 projected test year? 11 

 12 

A. Yes. As explained in the direct testimony of witness Rutkin, 13 

Peoples has invested in the Alliance Dairies RNG project that 14 

creates environmental credits that can be sold to third 15 

parties. The projected environmental credits of $5.7 million 16 

from the Alliance Dairies RNG project have been included as 17 

a source of Other Revenue for the company and are included in 18 

MFR schedule G-2, page 8, line number 256. In addition, the 19 

Alliance Dairies RNG project assets have been included in the 20 

projected 2024 projected test year rate base and the related 21 

operating expenses have been included in the determination of 22 

NOI.     23 

 24 

Q. Does the company expect that the Alliance Dairies RNG project 25 
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operating revenues will support the related revenue 1 

requirements? 2 

 3 

A. Yes. The Alliance Dairies RNG project related operating 4 

revenues included in the 2024 projected test year do support 5 

the related 2024 revenue requirements.  6 

 7 

Q. Are there any other RNG facility related revenues included in 8 

Other Revenue in MFR schedule G-2, page 8? 9 

 10 

A. Yes. There is approximately $4.0 million of RNG tariff revenue 11 

included in Other Revenue on MFR schedule G-2, page 8 that is 12 

related to the Brightmark RNG facility, which is discussed in 13 

the direct testimony of witness Rutkin. This RNG facility is 14 

effectively being leased to Brightmark under the company’s 15 

RNG tariff over a 15-year term starting in 2023 and the 16 

related revenues are being recorded in FERC Account 412, 17 

Revenues from gas plant leased to others. On December 15, 18 

2022, the company petitioned the Commission to establish a 19 

depreciation rate with a 15-year life for the Brightmark 20 

assets. That petition was assigned Docket No. 20220212-GU. 21 

Witness Watson explains why the company’s proposed 22 

depreciation rate for the Brightmark assets is reasonable in 23 

his prepared direct testimony. 24 

 25 
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BASE REVENUE  1 

Q. How did the company develop the 2024 base revenue forecasts 2 

for residential and small commercial customer classes? 3 

 4 

A. The base revenues were developed using a model with inputs 5 

from witness Fox. The inputs to this model were: 6 

 7 

 1.  The most recent approved tariff rate schedules of customer 8 

charges and per-therm distribution charges; 9 

 2.  Forecasted customers from the regression models discussed 10 

in witness Fox’s prepared direct testimony;  11 

 3.  Forecasted therms-per-customer from the regression models 12 

discussed in witness Fox’s prepared direct testimony; 13 

 4. Forecasted customers and therms from non-regression 14 

techniques discussed in witness Fox’s prepared direct 15 

testimony; and 16 

 5.  Billing determinate allocation factors. 17 

  18 

 The revenue model inputs one through four are discussed 19 

further in witness Fox’s direct testimony. The fifth input, 20 

the billing determinant factors, represent the percentage of 21 

customers and therms to allocate to each rate schedules. 22 

 23 

 The Residential class has 10 rates schedules: Residential 24 

Service (RS) 1-3; Residential General Service (RGS) 1-3; 25 
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Natural Choice Transportation Residential General Service 1 

(GST) 1-3; and Residential Standby Generator (RS-SG). The 2 

Small Commercial class has eight rates schedules: Small 3 

General Service (SGS); Natural Choice Transportation Small 4 

General Service (SGTS); General Service (GS) 1-3; and Natural 5 

Choice Transportation General Service (GST) 1-3. 6 

 7 

 Once the customers and therm consumption were allocated to 8 

all the rate schedules, the customer charges and distribution 9 

per-therm charges were applied and totaled to arrive at base 10 

revenues. 11 

 12 

Q. How did the company develop billing determinant allocation 13 

factors for each service area? 14 

 15 

A. The first step was to calculate the historical factors (e.g., 16 

the percentage of total residential class customers that are 17 

in the RS1 rate schedule, RS2, etc.).  18 

 19 

 Next, the trend in these percentages was analyzed for each 20 

rate schedule in each service area. The trend was extended 21 

into the future based on average change rates. For example, 22 

if the historical trend was declining percentages, the 23 

projected year continued the decline based on the historical 24 

rate of change.  25 
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Q. How did the company develop the 2024 base revenue forecasts 1 

for larger commercial and industrial classes? 2 

 3 

A.  Revenues for the larger commercial and industrial classes 4 

were forecasted at the customer level as discussed in witness 5 

Rutkin’s prepared direct testimony.  6 

 7 

Q. What are total base revenues in the 2024 projected test year 8 

based on current rates? 9 

 10 

A. Based on current rates, base revenues are expected to be 11 

approximately $325.0 million in the 2024 projected test year. 12 

Document No. 3 of my exhibit shows base revenues by customer 13 

class, OSS margin and other operating revenues included in 14 

adjusted NOI for years 2021 through 2024. 15 

 16 

Q. Are the company’s forecasts of 2024 base revenues are 17 

appropriate and reasonable?  18 

 19 

A. Yes. The customer and therm forecasts for residential and 20 

small commercial customers are reasonable as discussed in 21 

witness Fox’s prepared direct testimony. The residential and 22 

small commercial billing determinates are reasonable and the 23 

tariff rates are accurately applied in the revenue model. The 24 

customer specific usage and revenue forecasts for the larger 25 
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commercial and industrial customers are based on customer 1 

specific evaluations and are reasonable.  Therefore, the 2 

forecasts of base revenues in the 2024 projected test year 3 

are appropriate and reasonable. 4 

 5 

OPERATIONS & MAINTENANCE EXPENSE 6 

Q. What functions comprise Peoples’ O&M expense and what 7 

witnesses are supporting the company’s O&M expense? 8 

 9 

A. Peoples classifies its O&M expense into FERC designated 10 

functions including Distribution, Customer Accounts, Sales 11 

and Administrative and General (“A&G”) Expense. In addition, 12 

the company has O&M expenses related to FERC accounts 413 and 13 

407 that the company designates as “Other” O&M expense.  14 

 15 

 Peoples’ Distribution and other O&M expense related to its 16 

leased CNG station and Alliance Dairies RNG project plus a 17 

portion of A&G expenses are supported by direct testimony 18 

from witnesses O’Connor and Richard.  19 

 20 

 Customer Accounts and Sales O&M expense is supported by direct 21 

testimony from witness Sparkman.  22 

 23 

 A&G costs classified in FERC account 926 (Employee pension 24 

and benefits) and FERC Account 920 (Administrative & General 25 
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Salaries) are supported by witness Bluestone in her direct 1 

testimony.  2 

 3 

 My direct testimony primarily supports the company’s 4 

remaining A&G O&M expenses (including affiliate charges), bad 5 

debt expense and FERC account 407 regulatory debits and 6 

credits.  7 

 8 

Q. Has Peoples analyzed overall O&M expense since the last 9 

general base rate proceeding in comparison to the 2022 10 

historical base year?   11 

 12 

A. Yes, we have analyzed the company’s 2022 historical base year 13 

O&M expense using the “O&M benchmark” approach the Commission 14 

uses to analyze the growth of adjusted O&M expense as compared 15 

to customer-growth and the CPI inflationary measures 16 

published by the U.S. Bureau of Labor Statistics.  17 

 18 

 The adjusted O&M expense for the 2022 historic base year was 19 

$122.4 million, which is $18.2 million below a calculated 20 

benchmark of $140.6 million. The favorable variance amounts 21 

by functional area are detailed on MFR schedule C-34. The 22 

favorable variance compared to the benchmark reflects the 23 

company’s efforts in 2022 to contain costs and slow the 24 

decline of its ROE in an environment that included 40-year 25 
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high inflation and strong demand for natural gas service with 1 

customer growth at nearly 5 percent. I demonstrate that the 2 

company’s proposed 2024 O&M expense levels are below the 2024 3 

benchmark later in my direct testimony. 4 

 5 

Q. How did Peoples develop its 2023 and 2024 O&M expense budget?  6 

 7 

A. The company prepared its 2023 and 2024 O&M expense budgets 8 

using the detailed annual income statement budget process I 9 

described earlier in my direct testimony. In addition to its 10 

detailed O&M expense budget, and as shown in MFR schedule G-11 

2, pages 12 through 19, the company calculated 2023 and 2024 12 

O&M expenses by FERC account using the “trending methodology” 13 

prescribed by the Commission, adjusting for certain items 14 

where trend factors did not capture the projected changes in 15 

O&M expense. The comparison of the two O&M methodologies is 16 

shown on Document No. 4 of my exhibit. 17 

 18 

Q. How does the detailed 2023 and 2024 O&M budget compare with 19 

the trended FERC O&M budget data on MFR schedule G-2, pages 20 

12-19? 21 

 22 

A. There are only small differences. As shown in Document No. 4 23 

of my exhibit, the difference or unreconciled amount between 24 

the detailed 2023 and 2024 O&M budgets and the 2023 and 2024 25 
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FERC O&M budget data on MFR schedule G-2, page 18b is 1 

approximately $48,000 and $11,000, respectively. Relative to 2 

total 2024 O&M expense of $151.0 million, this is a difference 3 

of less than 0.1 percent. The differences are reflected as a 4 

line item labeled “Unreconciled budget items” in FERC Account 5 

930.2 on MFR schedule G-2, page 18a. As a result of reflecting 6 

the small unreconciled budget items in FERC account 930.2, 7 

the total FERC O&M calculated using trending on MFR schedule 8 

G-2 for 2023 and 2024 equals the detailed 2023 and 2024 O&M 9 

budgets, or approximately $130.0 million for 2023 and $151.0 10 

million for 2024. 11 

 12 

Q. What trending factors were used in Schedule G-2, pages 12-19 13 

to develop the 2023 and 2024 O&M expense amounts? 14 

 15 

A. Consistent with the company’s prior rate proceedings, Peoples 16 

used the trending factors of payroll only, customer-growth 17 

plus inflation, and inflation only. For inflation, the 18 

company used Moody’s Analytics 2023 and 2024 forecast for the 19 

CPI-U, which was 2.8 percent and 2.2 percent for 2023 and 20 

2024, respectively, as compared to the 40-year high inflation 21 

rate experienced in 2022 of 8.0 percent as shown on MFR 22 

schedule C-37. In addition, as discussed in the direct 23 

testimony of company witness Dr. Richard K. Harper, inflation 24 

has been persistently high, and the labor market has remained 25 
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very tight despite the Federal Reserve’s efforts to moderate 1 

them by raising interest rates. The company used a 5.0 percent 2 

annual increase for 2023 and 2024 payroll or labor cost 3 

trending, which is supported by the direct testimony of 4 

witness Bluestone.  5 

 6 

Q. What inflation assumptions were used to forecast O&M expenses 7 

for 2023 and 2024? 8 

 9 

A.  The company used Moody’s inflation forecast of 2.8 percent 10 

and 2.2 percent for 2023 and 2024, respectively. 11 

 12 

Q. Did Moody’s change its inflation forecast for 2023 and 2024 13 

since Peoples prepared its 2023 and 2024 budgets? 14 

 15 

A. Yes. Moody’s most recent projections for CPI-U for 2023 and 16 

2024 have increased to 3.6 percent and 2.4 percent, 17 

respectively. Consistent with Moody’s recent increase in its 18 

CPI-U forecast, the State’s National Economic Estimating 19 

Conference recently increased their 2023 and 2024 CPI-U 20 

forecast from 3.3 percent and 1.9 percent (July 2022) to 4.0 21 

percent and 2.3 percent (February 2023), respectively. 22 

Peoples has not updated its 2023 and 2024 O&M expense budgets 23 

to reflect these higher inflation indices, so the lower 24 

inflation indices used by Peoples for 2023 and 2024, and the 25 



 

 

45 

expense levels trended using the lower indices, can be 1 

considered conservative.   2 

 3 

Q. Does Peoples’ 2023 and 2024 O&M expenses include affiliate 4 

charges from Tampa Electric and Emera? 5 

 6 

A. Yes. Peoples’ O&M expense includes charges for various shared 7 

services provided by Tampa Electric. These shared service 8 

costs are included in A&G FERC account 930.2 on MFR schedule 9 

G-2, page 18a. The services received are primarily corporate 10 

shared services consisting of information technology, 11 

telecommunications, payroll processing, team member benefits, 12 

treasury, tax support, legal services, risk management, real 13 

estate, regulatory support, procurement, facility services 14 

and rent. Expenses are charged to Peoples at cost pursuant to 15 

the TECO Energy Cost Allocation Manual.  16 

 17 

 Costs are either charged as direct costs charged to an 18 

affiliate (“Direct Charges”); indirect costs for services 19 

assessed to more than one affiliate using one or more formulas 20 

for assessment (“Assessed Charges”); or allocated to multiple 21 

affiliates (“Allocated Charges”) using a variant of the 22 

Modified Massachusetts Method (“MMM”). This MMM for Allocated 23 

Charges has been consistently applied since Peoples became 24 

part of TECO Energy in 1997 and is consistent with the 25 
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methodology employed during the company’s last several base 1 

rate proceedings. No cost is allocated or assessed twice to 2 

any affiliate. The methodology for allocating the costs for 3 

shared services to Peoples in the 2023 and 2024 budgets is 4 

consistent with the methodology used in 2022 actual costs.  5 

 6 

Q. What are the amounts of MMM Allocated Charges received by 7 

Peoples in the 2022 historical base year and 2024 budget?  8 

 9 

A. As shown in Document No. 4 of my exhibit, Peoples received 10 

$4.06 million of MMM Allocated Charges in 2022, as compared 11 

to $4.18 million MMM Allocated Charges budgeted for 2024, 12 

which is an increase reflecting the company’s 2023 and 2024 13 

budget inflation assumptions discussed earlier in my direct 14 

testimony. The 2024 amount is a small increase over the 2022 15 

amount and is reasonable.   16 

 17 

Q. Are there any other charges received from Tampa Electric? 18 

 19 

A. Yes. Peoples is charged a fee related to the depreciation 20 

expense allocated from Tampa Electric for usage of shared 21 

software systems. The charge is reflected in the accounting 22 

records of Peoples as an O&M “asset-usage fee”.  23 

 24 

 The largest asset usage fee received from Tampa Electric is 25 



 

 

47 

the company’s shared SAP customer relationship management and 1 

billing system (“CRMB”).  Although the CRMB system is shared 2 

with Tampa Electric, all of the asset is recorded on Tampa 3 

Electric’s books and Peoples is charged an asset-usage fee 4 

for using the system to manage Peoples’ customer accounts. 5 

Peoples’ portion of the depreciation expenses is based on the 6 

approximate ratio of Peoples customers to the total Peoples 7 

and Tampa Electric combined customers.  8 

 9 

 The asset-usage fee related to the CRMB system is charged to 10 

FERC account 903. The CRMB asset-usage fee was approximately 11 

$2.2 million in 2022 and is budgeted to be approximately $2.3 12 

million in 2024. Asset-usage fees related to shared systems 13 

other than CRMB are charged to A&G FERC account 930.2 and are 14 

projected to increase from $0.9 million in 2022 to $1.2 15 

million in 2024. The asset usage fees for 2024 from Tampa 16 

Electric are only slightly higher than the actual amounts in 17 

2022 and are reasonable. 18 

 19 

Q. Does the company receive charges from its indirect owner, 20 

Emera? 21 

 22 

A. Yes. The company directly receives Assessed Charges from 23 

Emera for certain corporate and strategic support services, 24 

shared subscriptions, shared software license fees, and 25 
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charges for certain Emera executives’ participation on the 1 

company’s Board of Directors. The corporate support includes 2 

Sarbanes-Oxley compliance oversight, safety oversight, cyber 3 

& general security oversight, environmental policy and 4 

programs governance, and corporate-wide human resource and 5 

health promotion initiatives. In addition to the direct 6 

Assessed Charges from Emera, Peoples receives Allocated 7 

Charges from Emera for corporate governance and strategic 8 

support. Charges are also received from Emera for seconded 9 

team members working directly for Peoples.    10 

 11 

Q. What are the total Assessed Charges and Allocated Charges 12 

received from Emera in the 2022 historical base year and the 13 

2024 projected test year? 14 

 15 

A. The amount of Assessed Charges and Allocated Charges from 16 

Emera is approximately $0.7 million in both the 2022 17 

historical base year and the 2024 projected test year. All 18 

costs received by Peoples from Emera are included in A&G FERC 19 

account 930.2 on MFR schedule G-2, page 18a. The 2024 20 

projected amount is reasonable. 21 

 22 

Q. Will the 2023 Transaction described in the direct testimony 23 

of witness Wesley have a material impact on the level of 24 

affiliate and parent costs allocated or otherwise assigned to 25 
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Peoples in the 2024 projected test year? 1 

 2 

A. Except for a slight increase in independent auditor expenses, 3 

Peoples does not expect the 2023 Transaction to have a 4 

material impact on the level of affiliate and parent costs 5 

allocated or otherwise assigned to Peoples in the 2024 6 

projected test year. 7 

 8 

Q. Did Peoples make an adjustment to allocate Peoples’ A&G 9 

expenses for 2024 between the utility and any non-utility 10 

affiliates? 11 

 12 

A. Yes. Consistent with the company’s prior base rate 13 

proceeding, Peoples charges a portion of its corporate A&G 14 

expenses to its non-utility affiliates. The A&G charges from 15 

Peoples to the non-utility affiliates are based on budgeted 16 

expense for the year and are determined based on an allocation 17 

methodology using net revenues, payroll, and gross plant in 18 

service, in order to calculate a weighted average allocation 19 

factor for each entity. Because the A&G charges to the non-20 

utility affiliates are reflected as credits in the actual 21 

per-books expenses, no further adjustment is required. MFR 22 

schedule C-6 shows the amount of A&G (and other) expenses 23 

that have been allocated. 24 

 25 
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Q. You mentioned that certain O&M expense items were not 1 

projected using the trending factors. How are those items 2 

reflected on Schedule G-2, pages 12-19? 3 

 4 

A. Replacement of vacant positions and adding new positions are 5 

reflected on “Payroll not trended” lines on MFR schedule G-6 

2, pages 12-19. In addition, certain non-payroll related O&M 7 

expense items do not follow the inflation and customer growth 8 

trend factors. In those cases, the company used the “Other 9 

not trended” lines on MFR schedule G-2, pages 12-19 to reflect 10 

O&M expense amounts for items that were not calculated using 11 

a trending factor.  12 

 13 

Q. What is the impact on 2023 and 2024 O&M expenses from adding 14 

replacement and new payroll positions at Peoples?  15 

 16 

A. As shown on MFR schedule G-2, page 18b, the “Payroll not 17 

trended” total O&M expense that reflects the replacement and 18 

added PGS payroll positions in 2023 and 2024 is approximately 19 

$1.55 million and $7.66 million, respectively. As reflected 20 

in the detail by FERC account on MFR schedule G-2, pages 19c-21 

19e, this represents 90 positions to be filled by the end of 22 

2023, largely in November, and another 64 positions to be 23 

filled in 2024. The payroll costs for many of these positions 24 

are not all charged to O&M expense and the O&M expense impact 25 
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per headcount added can vary greatly depending on the 1 

position. These positions are discussed further by the 2 

witnesses indicated on MFR schedule G-2, pages 19c-19e.      3 

 4 

Q. Does filling some of these payroll positions at Peoples have 5 

any offsetting reductions in 2024 O&M expense levels?  6 

 7 

A. Yes. As an example, the new supply chain related positions at 8 

Peoples replace some of the procurement services previously 9 

provided by Tampa Electric. In the 2024 projected test year, 10 

the procurement allocation from Tampa Electric is budgeted to 11 

decrease by over $450,000 from 2022 historical base year 12 

costs, which is reflected in the Other not trended amount for 13 

FERC account 930.2 and discussed in direct testimony of 14 

witness Richard. In addition, in the distribution operations 15 

area, some of the new positions added will offset contractor 16 

costs, which is reflected in the Other not trended amount for 17 

FERC account 874 and discussed in direct testimony of witness 18 

O’Connor.  19 

 20 

Q. Has the company included a listing of the “Other not trended” 21 

items included in MFR schedule G-2, pages 12-19?  22 

 23 

A. Yes. Consistent with the listing of Payroll not trended items, 24 

the company has included a listing of the Other not trended 25 
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items by account in MFR schedule G-2, page 19b. The name of 1 

the witnesses supporting each Other not trended item in direct 2 

testimony is indicated on MFR schedule G-2, page 19b. 3 

 4 

Q. Please summarize the components of the O&M expense increase 5 

from the adjusted 2022 base year to 2024 projected test year 6 

reflected on MFR schedule G-2, pages 12-19. 7 

 8 

A. The primary components of the $28.4 million increase in O&M 9 

expense from the adjusted 2022 base year to the 2024 projected 10 

test year on MFR schedule G-2, pages 12-19 are as follows: 11 

 12 

 Payroll  13 

  (trended 5.0 percent/5.0 percent)  $4.6 million 14 

 Inflation  15 

  (trended 2.80 percent/2.20 percent) 2.5 million 16 

 Customer Growth  17 

  (trended 3.81 percent/3.23 percent) 2.0  million 18 

 Position replacements and additions  7.7 million 19 

 Alliance RNG Project (direct budget)  4.0 million 20 

 Other not trended (direct budget)   7.5 million 21 

  Total          $28.4 million 22 

 23 

Q. Please explain the “not trended” O&M expense items on MFR 24 

schedule G-2, pages 19b-19e that are assigned to you.  25 
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A. Below is a description by FERC account of the not trended O&M 1 

expense items I am supporting.  2 

 3 

 FERC Account 904 – Uncollectible Accounts – The 2024 bad debt 4 

expense of approximately $1.6 million was based on the four-5 

year average write-off percentage. This approach is 6 

consistent with that used in the company’s last general base 7 

rate proceedings. 8 

 9 

 FERC Account 912 – Demonstrating and Selling Expenses – The 10 

Other not-trended amount reflects the cost of marketing 11 

services provided to Peoples by its subsidiary TECO Partners, 12 

Inc.  13 

 14 

 UFERC Account 920 – Administrative and General Salaries – As 15 

shown on MFR schedule G-2, page 19e, eight positions and 16 

approximately $770,000 of O&M expense are related to 17 

additional labor resources needed in the finance area. Three 18 

of the eight positions fill vacancies. The Treasury Analyst 19 

position is needed to support new requirements related to 20 

Peoples’ independent financings that are discussed in witness 21 

Kenneth D. McOnie’s direct testimony. The Manager, Commercial 22 

Investments and Analyst positions are needed to provide 23 

financial and project evaluation support to the opportunities 24 

being explored by the company’s Gas Supply and Development 25 
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team to add large customers to the system and increase RNG 1 

and LNG related revenues. The two Co-Op positions provide the 2 

company a potential pipeline of talent for filling entry level 3 

finance positions and developing future leaders.  4 

 5 

U FERC Account 921 – Office Supplies and Expense – The not 6 

trended increases in this account from 2022 to the 2024 7 

projected test year of approximately $1.15 million is related 8 

to expected increases in team member expenses and office 9 

supplies expense related to the additional positions listed 10 

on MFR schedule G-2, page 19c-19e.  11 

 12 

U FERC Account 922 – Administrative expense transferred – The 13 

budgeted amount of A&G expense transferred to construction 14 

costs in 2024 is equal to the $11.0 million transferred in 15 

2022.  16 

 17 

 FERC Account 923 – Outside Service Employed – The Other not 18 

trended decrease in this account from 2022 to 2024 of about 19 

$270,000 is primarily driven by $772,000 of legal expenses 20 

incurred in 2022 that are not expected to be incurred in 2024 21 

and lower strategy consulting costs in 2024 compared to 2022. 22 

These decreases are partially offset by increased financial 23 

statement audit fees associated with Peoples’ independent 24 

financing efforts discussed in witness McOnie’s direct 25 
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testimony, and higher information technology (“IT”) 1 

contractor costs in 2024 related to Peoples’ work and asset 2 

management system discussed in witness Richard’s direct 3 

testimony.  4 

 5 

U FERC Account 924 – Property Insurance – The Other not trended 6 

for this account includes the expense recognition for storm 7 

costs. As discussed earlier in my direct testimony, the 8 

company is proposing to increase the annual accrual for the 9 

storm reserve from $380,000 to $500,000 in the 2024 projected 10 

test year.  11 

 12 

 UFERC Account 925 – Injuries and Damages – Injuries and Damages 13 

(“I&D”) expense includes the liability insurance premium 14 

costs and the self-insured or deductible component of legal 15 

claims, including adjustments to the I&D reserve for the self-16 

insured portion of claims incurred but not paid. Legal fees 17 

related to claims and a portion of the company’s damage 18 

prevention efforts are also included in FERC account 925. 19 

Regarding general-liability exposure, the company maintains 20 

a $1 million self-insurance or deductible limit. 21 

 22 

 To determine the claims and related legal expenses in the 23 

2023 and 2024 budgets, the company factored in the past five 24 

years’ actual I&D-related expense activity included in FERC 25 
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account 925. Over this period, the dollar value of claims 1 

incurred, legal expenses and I&D reserve adjustments have 2 

fluctuated significantly, so an approximate average over the 3 

five-year period was determined. The 2024 budget for I&D-4 

related expense is approximately $0.5 million lower than 2022 5 

actuals due to a higher-than-average amount of expense 6 

recognition in 2022, which was primarily due to settlement of 7 

I&D claims recognized in legal expenses are offset by 8 

associated reductions in the I&D reserve.  9 

 10 

 The 2024 budgeted insurance costs included in FERC account 11 

925 were based on premium estimates from the company’s outside 12 

insurance broker, Marsh. Marsh’s estimates reflect continued 13 

increases in insurance premiums due to tight insurance market 14 

conditions resulting from deteriorating industry claims 15 

experience and Peoples’ own claims experience. In December 16 

2021, the company increased its total liability insurance 17 

limits of coverage from $355 million to $400 million. This 18 

increase and other prior increases in coverage limits have 19 

been made in response to the higher frequency of severe 20 

industry loss events.  Marsh’s estimates for total insurance 21 

premiums and fees reflects an increase from approximately 22 

$6.0 million in 2022 to $7.0 million and $7.9 million in 2023 23 

and 2024, respectively.  24 

 25 
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 FERC Account 928 – Regulatory Commission Expense – The non-1 

trended increases in this account from 2022 to the 2024 2 

projected test year of approximately $0.7 million is related 3 

to the higher rate case expense projected for this general 4 

base rate proceeding as compared to the lower amount related 5 

to the settled prior base rate proceeding, which I discussed 6 

earlier in my direct testimony.  7 

 8 

U U FERC Account 930.2 – Miscellaneous General Expense – This 9 

account includes the cost of labor and expenses incurred in 10 

connection with the general management of the utility not 11 

provided for elsewhere, including general expenses which 12 

apply to the utility as a whole. As previously mentioned, 13 

this includes shared services and overhead allocations from 14 

Tampa Electric and Emera.  15 

 16 

 The increase in account 930.2 Other not trended of 17 

approximately $4.6 million is primarily due to the addition 18 

of $4.0 million of O&M expense related to the Alliance Dairies 19 

RNG project discussed in the direct testimony of witness 20 

O’Connor, and higher software maintenance costs discussed in 21 

witness Richard’s direct testimony. The remaining Other not 22 

trended increases from 2022 to 2024 relate to (i) increased 23 

financial credit rating fees associated with Peoples’ 24 

independent financing efforts discussed in direct testimony 25 
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of witness McOnie, (ii) amortization of the previously 1 

discussed non-capitalizable software implementation cost 2 

related regulatory asset authorized by the Commission in the 3 

2020 Agreement, and (iii) higher non-CRMB asset usage fees. 4 

These increases are partially offset by lower legal expenses 5 

expected in 2024 as compared to 2022 and decreases in 6 

procurement shared services costs from Tampa Electric, which 7 

witness Richard also explains in his direct testimony.  8 

 9 

 FERC Account 407 – Regulatory Debits and Credits – As 10 

discussed earlier in my direct testimony, the state Tax Reform 11 

impacted Peoples’ NOI in 2022 and 2023. The company used 12 

account 407.4 Regulatory Credits in those years to neutralize 13 

the state Tax Reform impacts on NOI. Starting in 2024, the 14 

company proposes to recover the approximate $1.2 million 15 

regulatory asset related to 2023.  The NOI impact of the state 16 

Tax Reform over three years is reflected in account 407.3 17 

Regulatory Debits. The FERC account 407 amounts related to 18 

state Tax Reform are reflected as an “Other Expense” in O&M 19 

and are included in determining the company’s NOI.  20 

  21 

Q. Have you performed any analysis to support the reasonableness 22 

of the 2024 projected test year O&M expense? 23 

 24 

A. Yes. As shown in Document No. 5 of my exhibit, I have 25 
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calculated an O&M benchmark comparison by function for 2024 1 

using the Commissions methodology applied on MFR schedules C-2 

34 and C-37 that consider customer growth and inflation. In 3 

other words, I performed the same calculations as those MFR 4 

schedules, but I did so through 2024 using the company’s 2023 5 

and 2024 budget assumptions for customer growth and 6 

inflation. The resulting O&M compound multiplier through 2024 7 

is 1.4792 and the 2024 O&M benchmark is $158.4 million, which 8 

is $7.4 million higher than the company’s 2024 adjusted O&M 9 

of $151.0 million. This supports that the company’s 2024 O&M 10 

expense levels are reasonable.  11 

 12 

RATE BASE 13 

Q. What is the company’s 2024 projected test year 13-month 14 

average adjusted rate base?   15 

 16 

A. Peoples’ 13-month average adjusted rate base for the 2024 17 

projected test year is projected to be $2,366.8 million as 18 

detailed on page 1 of MFR schedule G-1. This amount reflects 19 

the transfer of approximately $93.3 million of projected net 20 

CI/BSR investments as of December 31, 2023, into rate base 21 

effective January 1, 2024.  22 

 23 

Q. How did the company forecast the 2024 projected test year 24 

balances for utility plant and CWIP? 25 
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A. The company began with December 31, 2022 actual balances and 1 

projected forward using the company’s detailed 2023 and 2024 2 

capital expenditures budget. The company forecasted plant 3 

retirements and removal costs were projected based on 4 

historical trends.  5 

 6 

Q. Please explain how Peoples determines its capital expenditure 7 

budgets. 8 

 9 

A. Peoples generally separates its capital into two categories: 10 

(1) specific major projects and (2) recurring expenditures. 11 

Normal recurring expenditures are those routine capital costs 12 

required to provide service to new customers as well as costs 13 

associated with the replacement and/or relocation of existing 14 

facilities and equipment. Specific projects generally 15 

represent major projects with costs in excess of $500,000.  16 

 17 

 As discussed in the direct testimony of witness Richard, 18 

recurring capital expenditures related to adding customers to 19 

the system are budgeted based on projected customer growth 20 

and recent cost per unit trends. This includes projected 21 

capital spending for items such as new revenue mains, meter 22 

sets and services lines. Recurring capital expenditures for 23 

routine maintenance capital and recurring general plant 24 

additions are trended using recent actual spending data.  25 
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Q. Does the company classify the capital spending based on the 1 

objective? 2 

 3 

A.  Yes. Peoples classifies capital spending as (1) growth, (2) 4 

reliability, resiliency, and efficiency (“RRE”), or (3) 5 

legacy integrity projects. In addition, with the approval by 6 

the Commission to accrue Allowance for Funds Used During 7 

Construction (“AFUDC”) starting in 2019, the company also 8 

identifies AFUDC-eligible projects. 9 

 10 

Q. Did the company’s Board of Directors approve the capital 11 

expenditure budgets?  12 

 13 

A. Yes. The company’s 2023 and 2024 capital budgets were approved 14 

by the company’s Board of Directors in March 2023.  15 

 16 

Q. What is the amount of the company’s 2023 and 2024 capital 17 

budgets used to produce the 2024 projected test year rate 18 

base? 19 

 20 

A. The $397.1 million 2023 capital budget is reflected on MFR 21 

schedule G-1, page 23, as the sum of the total Construction 22 

Costs of $384.1 million and Cost of Removal of $13.0 million. 23 

 24 

 The $362.4 million 2024 capital budget is reflected on MFR 25 
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schedule G-1, page 26, as the sum of the total Construction 1 

Costs of $349.4 million and Cost of Removal of $13.0 million. 2 

 3 

 A summary of the 2023 and 2024 capital budgets is shown in 4 

Document No. 6 of my exhibit. These capital budgets are 5 

explained and supported in the direct testimony witnesses 6 

O’Connor, Richard, Rutkin and Sparkman. Including the 2022 7 

base year capital investment of approximately $325 million 8 

and the 2023 and 2024 capital budgets, Peoples expects to 9 

make over $1.0 billion in capital expenditures since its last 10 

general rate proceeding in 2020.  11 

 12 

Q. Have there been any major changes in large projects since the 13 

2023 and 2024 capital expenditure budgets were prepared? 14 

 15 

A. Yes. When the budget was prepared there was uncertainty around 16 

timing of the FGT to Jacksonville Export Facility project, 17 

which was budgeted to be under construction starting in 2023 18 

and going into service in 2025. As discussed in direct 19 

testimony of witness Rutkin, this complex project will not be 20 

constructed as described above. As shown on Document No. 6 of 21 

my exhibit, this very large project is AFUDC eligible. Since 22 

it is AFUDC eligible and will go into service after the 2024 23 

projected test year, this project is not included in adjusted 24 

rate base, as discussed later in my direct testimony, and 25 
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does not impact our projected 2024 adjusted NOI.  1 

 2 

Q. How did the company project the test year balances for 3 

accumulated depreciation in 2023 and 2024? 4 

 5 

A.  The company started with the actual accumulated provision for 6 

depreciation balances as of December 31, 2022. The projected 7 

provision for depreciation expense was added and projected 8 

retirements and costs of removal were subtracted from the 9 

starting accumulated provision for depreciation balances. The 10 

projected provision for depreciation expense through December 11 

31, 2023, is based on the company's current depreciation rates 12 

approved by the Commission in the 2020 Agreement. The 13 

projected provision for depreciation expense from January 1, 14 

2024 through December 31, 2024 is based on the company's 15 

proposed depreciation rates determined in the updated 16 

depreciation study supported by company witness Watson. The 17 

projected retirements from plant-in-service, and costs of 18 

removal are based on the forecast amount for 2023 and 2024 19 

based on historical trends. The test year accumulated 20 

depreciation reflects recognition of $34 million of 21 

theoretical excess depreciation reserves as permitted by the 22 

2020 Agreement. In 2022, the company recognized $14.4 million 23 

as a credit and the remaining $19.6 million is projected to 24 

be credited in 2023. 25 
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Q. What amount of working capital allowance did the company 1 

include in rate base for the 2024 projected test year? 2 

 3 

A. As shown on MFR schedule G-1, Page 1, the company request a 4 

net negative $28.0 million in working capital allowance for 5 

the 2024 projected test year.  6 

  7 

Q. What methodology did the company use to calculate this level 8 

of working capital? 9 

 10 

A. Working capital was developed using the balance sheet method 11 

which has been accepted by the Commission for many years. The 12 

various components that make up working capital were 13 

projected using a variety of methods described in MFR schedule 14 

G-6, pages 2 and 3. 15 

 16 

Q. Please describe how the company prepared the 2024 projected 17 

test year balance sheet. 18 

 19 

A. The company employed the same process used in developing its 20 

annual budgeted balance sheet. These methods are described on 21 

an account-by-account basis in MFR schedule G-6. The company 22 

began with actual December 31, 2022, account balances and 23 

projected individual line items through the projected test 24 

year. The company trended balance sheet accounts, including 25 
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Accounts Receivable, Accounts Payable, and Unbilled Revenues, 1 

using known patterns of activity that occur in the normal 2 

course of business.  3 

 4 

Q. How did the company forecast regulatory clause accounts - 5 

Unrecovered Gas Costs, CI/BSR, and Conservation Cost Recovery 6 

– for the 2024 projected test year? 7 

 8 

A. The company forecasted the 2024 13-month average balances by 9 

rolling forward the detailed projections for the 2023 10 

balances and targeting near zero balances by year-end 2024. 11 

The 2023 detailed projections reflect the company’s updated 12 

cost projections and Commission approved rates.  13 

 14 

Q. How did the company treat clause over/under recoveries in 15 

calculating the projected 2024 allowance for working capital? 16 

 17 

A.  The company’s energy conservation cost recovery clause and 18 

competitive rate adjustment are projected to be under-19 

recovered during 2024. In accordance with Commission 20 

guidelines, the under-recovery was deducted from working 21 

capital as an adjustment. The company’s PGA clause and CI/BSR 22 

were projected to have no under or over-recovery in the test 23 

year.  24 

 25 
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Q. Are there any other noteworthy adjustments being made to the 1 

company’s balance sheet to determine adjusted rate base? 2 

 3 

A. Yes. The company has removed from rate base CWIP balances 4 

that earn AFUDC.  5 

 6 

CAPITAL STRUCTURE, COST-OF-CAPITAL AND INCOME TAXES 7 

Q. What are the components of the company's capital structure? 8 

 9 

A. The components of the company’s total capital structure are 10 

equity, short- and long-term debt, customer deposits, ADIT, 11 

and investment tax credits (“ITC”). As discussed later in my 12 

direct testimony, beginning in 2023, ITCs are a new component 13 

of the company’s capital structure because the company has 14 

invested in a qualified RNG facility. 15 

 16 

Q. What is the company’s 2024 proposed cost-of-capital? 17 

 18 

A.  As detailed in MFR schedule G-3, page 2, the company's 19 

proposed cost-of-capital is 7.42 percent. The 7.42 percent 20 

proposed cost-of-capital is based on a return on equity of 21 

11.00 percent, which is supported by witness D’Ascendis and 22 

investor sources’ capital structure ratio of 54.7 percent 23 

equity and 45.3 percent total debt. The proposed cost-of-24 

capital reflects short-term debt costs of 4.85 percent and 25 
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long-term debt costs of 5.54 percent, which are supported by 1 

company witness McOnie. The proposed cost-of-capital also 2 

includes customer deposits at a cost of 2.53 percent, ADIT at 3 

zero cost and ITC at weighted cost of investor sources of 4 

capital of 8.49 percent. 5 

 6 

Q. How does the company’s proposed 54.7 percent equity ratio 7 

compare with the allowed capital structure in Peoples’ last 8 

general base rate proceeding? 9 

 10 

A. The proposed capital structure equity ratio of 54.7 percent 11 

from investor sources is consistent with the Commission 12 

approved capital structure in Peoples last general base rate 13 

proceeding in 2020. The company proposes to continue the terms 14 

of the 2020 Agreement stating that a 54.7 percent equity ratio 15 

(investor sources with any difference to actual equity ratio 16 

spread ratably over long-term and short-term debt) shall be 17 

used for all purposes, including cost recovery clauses, 18 

earnings surveillance reporting, and the calculation of the 19 

company’s AFUDC rate and associated amounts of AFUDC.  20 

 21 

Q. Given the company’s proposed capital structure of 54.7 22 

percent equity, what equity infusions from TECO Energy will 23 

be necessary in 2023 and 2024? 24 

 25 
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A. The company’s 2023 and 2024 budgeted equity infusions are 1 

$135.0 million and $140.0 million, respectively. These equity 2 

infusions are the result of the company’s planned capital 3 

structure needs based on its expenditures and business 4 

requirements and maintaining the targeted equity ratio of 5 

54.7 percent, as discussed in witness McOnie’s direct 6 

testimony.  7 

 8 

Q. What debt issuances are forecasted to occur in 2023 and 2024? 9 

 10 

A. As discussed in witness McOnie’s direct testimony, the 11 

company’s forecasted debt issuances are $825 million and $100 12 

million for 2023 and 2024, respectively. In addition to 13 

issuing its first independent long-term debt, the 2023 budget 14 

assumes Peoples will establish its own short-term revolving 15 

credit facility on September 30, 2023. With the debt issuance 16 

and new credit facility, Peoples forecasts that it will repay 17 

the intercompany debt with Tampa Electric that is discussed 18 

in witness McOnie’s direct testimony. The intercompany debt 19 

agreement with Tampa Electric was entered into on January 1, 20 

2023, with interest rates based on the same rates included in 21 

the $570 million allocation of Tampa Electric long-term debt 22 

as of December 31, 2022 (including unamortized discounts) and 23 

Tampa Electric’s prevailing short-term debt interest rates 24 

during 2023. Peoples’ accounting for the components of the 25 
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intercompany debt with Tampa Electric will be recorded in 1 

FERC account 223 Advances from Associated Companies, account 2 

226 Unamortized Discount on Long-Term Debt, and account 233 3 

Notes Payable to Associated Companies. 4 

 5 

Q. How did the company reconcile the 2024 projected test year 6 

capital structure to 2024 projected test year rate base? 7 

 8 

A. The reconciliation of the 2024 projected test year rate base 9 

to the 2024 projected test year capital structure is shown on 10 

Document No. 9 of my exhibit. Rate base adjustments discussed 11 

earlier require associated adjustments to capital structure 12 

to keep the two in sync.  13 

 14 

 First, the company adjusted certain rate base items to 15 

specific capital structure items to which they are 16 

specifically related. These “specific adjustments” include 17 

property held for future use, investments in subsidiaries and 18 

non-utility adjustments to rate base (each a specific 19 

adjustment to equity).  20 

 21 

 Second, some items were first specifically adjusted to ADIT 22 

for direct impacts and the remainder were adjusted over 23 

investor sources of capital or pro-rata over all sources of 24 

capital. Specific adjustments to ADIT were made for the 25 



 

 

70 

competitive rate adjustment receivable and unamortized rate 1 

case expense due to their immediate deferred income tax 2 

impacts. The company used the same approach for CI/BSR assets 3 

because the replacement of legacy pipe is a deductible repair 4 

and maintenance cost when placed in service under IRC Section 5 

162.  6 

 7 

 Third, the under-recovery balance related to energy 8 

conservation was removed from short-term debt because this is 9 

the component of the capital structure that is impacted by 10 

the shortfall between the conservation expense incurred and 11 

the conservation revenues collected.  12 

 13 

 Fourth, the CWIP on projects deemed eligible to accrue AFUDC 14 

was excluded from rate base and was adjusted on a pro-rata 15 

basis over all sources of capital.  16 

  17 

 Finally, the remaining items were adjusted on a pro-rata basis 18 

over investor sources. 19 

 20 

Q. Did the company make any capital structure adjustment to 21 

Deferred Taxes to comply with the Internal Revenue Code 22 

(“IRC”)? 23 

 24 

A. Yes. The company adjusted deferred income taxes in the capital 25 
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structure to reflect the IRC normalization adjustment 1 

required when a utility taxpayer uses a projected test period 2 

for ratemaking purposes. This adjustment reduced ADIT with an 3 

offset applied to investor sources of capital on a pro-rata 4 

basis. This adjustment is necessary to state the projected 5 

2024 ADIT balance, which is treated as a zero-cost capital 6 

source, at the level required to comply with the forecast 7 

test period requirements as set forth in U.S. Treasury 8 

Regulation Section 1.167(1)-1. 9 

 10 

 The ADIT balances on MFR schedule G-1, page 8 are based on a 11 

13-month average of projected balances. However, the IRC 12 

requirements in this situation require a specific computation 13 

to determine the maximum amount of ADIT to be treated as zero- 14 

cost capital in the cost of capital calculation. The specific 15 

computation is shown on Document No. 8 of my exhibit as a 16 

reduction to deferred taxes in the amount of $2,619,279, which 17 

is included in the specific adjustment on MFR schedule G-3, 18 

page 2. This adjustment is only required for accumulated 19 

deferred income taxes recorded in Account 282, net of the FAS 20 

109 component, because this account includes the deferred 21 

taxes governed by the IRS normalization rules. 22 

 23 

Q. Please explain the new ITC element of the company’s 2023 and 24 

2024 capital structure.  25 
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A. The Inflation Reduction Act of 2022 (“IRA”) was signed into 1 

law on August 16, 2022. The IRA expanded the definition of 2 

qualified energy property to include, among others, qualified 3 

biogas property. Peoples’ investment in the Alliance Dairies 4 

RNG project meets the definition of a qualified biogas 5 

property so it is eligible for a 30 percent ITC. The dollar 6 

amount of the ITC projected for 2023 when the project goes in 7 

service is approximately $3.3 million. Generally, the ITC 8 

would be amortized over the regulatory life of the asset, 9 

however, due to the company’s projected taxable loss 10 

positions in 2023 and 2024, and under the IRS normalization 11 

rules, the ITC amortization is deferred until the company can 12 

offset its tax payable with the credit. 13 

 14 

Q. Do these adjustments to rate base and capital structure impact 15 

NOI? 16 

 17 

A. Yes. After all these adjustments were made, income tax expense 18 

was adjusted to reflect the appropriate amount of interest 19 

expense based on the amount and cost of debt in the capital 20 

structure that was synchronized to the rate base. This 21 

interest synchronization adjustment is shown on Document No. 22 

9 of my exhibit.   23 

 24 

Q. Please explain how the company calculated income tax expense 25 
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and deferred taxes for the 2024 projected test year. 1 

 2 

A. Consistent with the company’s prior rate proceedings and 3 

long-standing Commission precedent, the company computed its 4 

2024 projected test year income tax expense on a stand-alone 5 

basis. Peoples projected total income tax expense was based 6 

on its projected taxable income and the federal and state 7 

income tax laws, regulations, and rules expected to be in 8 

place during the 2024 projected test year.  9 

 10 

 As shown in MFR schedule G-2, page 30, income tax expense was 11 

calculated using the federal and state rates expected to be 12 

in effect for the 2024 projected test year of 21 percent and 13 

5.5 percent, respectively. As previously discussed, we 14 

computed all NOI and capital structure amounts using 15 

consistent regulatory treatments and in compliance with the 16 

normalization requirements of the IRC.  17 

 18 

 The company computed deferred taxes and the related 19 

accumulated deferred income tax based on the projected book-20 

tax temporary differences for the 2024 forecasted period. We 21 

also included the forecasted flow back of excess and deficient 22 

deferred taxes in our tax expense calculation and calculated 23 

the flow-back period consistent with the company’s last 24 

general base rate proceeding and the terms of the 2020 25 
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Agreement.  1 

 2 

Q. Does Peoples file a consolidated United States income tax 3 

return with other Emera companies? 4 

 5 

A. Yes. Peoples Gas System, Inc. is a wholly owned subsidiary of 6 

TECO Gas Operations, Inc., which is a wholly owned subsidiary 7 

of TECO Energy, Inc., which is a wholly owned subsidiary of 8 

Emera United States Holdings, Inc. (“EUSHI”), which is a 9 

wholly owned subsidiary of Emera Incorporated. Peoples and 10 

other TECO Energy companies file United States income tax 11 

returns on a consolidated basis with EUSHI. Peoples does not 12 

expect being included in a consolidated tax return will cause 13 

any benefit or detriment to Peoples or its customers in the 14 

2024 projected test year.  15 

 16 

Q. Did Peoples make a parent company debt adjustment in 17 

determining its 2024 revenue requirement as contemplated in 18 

Rule 25-14.004 (F.A.C.)? 19 

 20 

A. Yes. As shown in MFR schedule C-26, Peoples calculated a 21 

parent debt adjustment of approximately $3.1 million using 22 

the capital structure of Emera. The company calculated this 23 

adjustment consistent with the methodology used in the 2020 24 

Agreement. This adjustment decreased the company’s 2024 25 
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revenue requirement. 1 

 2 

LONG-TERM DEBT RATE TRUE-UP MECHANISM 3 

Q. Please summarize the Long-Term Debt Rate True-Up (“LTDR True-4 

Up”) mechanism being proposed by the company. 5 

 6 

A. As discussed in the direct testimony of witness McOnie, 7 

Peoples will be seeking its own financing based on its own 8 

business risk profile and credit rating. Subject to market 9 

conditions and the credit rating process, the timing of the 10 

inaugural long-term financings is expected to occur in 2023 11 

but may be completed after the Commission has rendered its 12 

decision on this general rate proceeding. With the potential 13 

uncertainty surrounding the cost of Peoples’ inaugural long-14 

term debt and the significance it has in determining the test-15 

year required rate of return, the company proposes a true-up 16 

mechanism to allow for a one-time adjustment to base rates 17 

reflecting its actual inaugural long-term debt cost in 18 

determining the 2024 projected test year revenue 19 

requirements. If needed, this mechanism would provide 20 

assurance that the new 2024 base rates would be adjusted to 21 

reflect the appropriate required rate of return, which is 22 

fair to both customers and the company. For example, if 23 

interest rates end up being lower, then this mechanism would 24 

allow for a prompt and efficient reduction to customers’ 25 
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bills.   1 

 2 

Q. How would the LTDR True-Up be calculated? 3 

 4 

A. First, if Peoples completes its expected inaugural long-term 5 

financings (“Inaugural Debt Issuance”) prior to the final 6 

hearing in this case, the company will be able to update its 7 

proposed debt rate with the actual.  If the Inaugural Debt 8 

Issuance occurs after the final hearing, then a new 13-month 9 

average long-term cost rate would be calculated as shown in 10 

MFR schedule G-3, page 3. As shown on MFR schedule G-3, page 11 

3, Peoples budget projects that the Inaugural Debt Issuance 12 

will be an $825 million issuance on September 30, 2023. The 13 

new calculation of 2024 projected test year average long-term 14 

debt cost rate would be updated to reflect the Inaugural Debt 15 

Issuance principal and components of annual cost. Any change 16 

in the Inaugural Debt Issuance principal amount assumed in 17 

the Commission approved cost of long-term debt would be offset 18 

by an adjustment to the assumed Commission approved 2024 debt 19 

issuance such that the 2024 total 13-month average principal 20 

amount does not change.  21 

 22 

 Second, an adjustment would be made to replace the Commission 23 

approved long-term debt cost rate used in determining the 24 

company’s approved weighted cost of capital (as calculated in 25 
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MFR schedule G-3, page 2) with the new weighted average long-1 

term cost rate factoring in the known Inaugural Debt Issuance 2 

principal and cost components. The resulting adjusted 3 

weighted cost of capital (also referred to as required rate 4 

of return) would then be carried over to update the Commission 5 

approved calculation of the test year revenue deficiency, as 6 

calculated in MFR schedule G-5. Finally, the resulting 7 

adjusted revenue deficiency would be compared to the 8 

Commission approved revenue deficiency. The decrease or 9 

increase in the revenue deficiency would be passed on to 10 

customers through a limited-proceeding filing.  11 

 12 

Q. How soon after the Inaugural Debt Issuance would the one-time 13 

LTDR True-Up adjustment to base rates be applied? 14 

 15 

A. Peoples would quantify the LTDR True-Up impact to revenue 16 

requirements as described above and neutralize the impact 17 

through a one-time adjustment to base rates within 120 days 18 

after the company completes the Inaugural Debt Issuance. For 19 

the time period between Commission approved new base rates 20 

going into effect (first billing cycle in January 2024) and 21 

implementation of the LTDR True-Up adjusted base rates, the 22 

company will defer the impact of the LTDR True-Up to the 23 

balance sheet for refund or collection through the CI/BSR in 24 

the subsequent year. 25 
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Q. After determining the amount of the LTDR True-Up, how does 1 

the company propose to change base rates? 2 

 3 

A. The company proposes to ratably change base rates across all 4 

customer classes consistent with the method approved by the 5 

Commission in Order No. PSC-2018-0501-S-GU, issued on October 6 

18, 2018 in Docket No. 20180044-GU, which changed Peoples’ 7 

base rates due to impacts of the Tax Cuts and Jobs Act of 8 

2017.  9 

 10 

Q. If the LTDR True-Up is not a significant amount, does the 11 

company have an alternative proposal for flowing the change 12 

to customers? 13 

 14 

A. Yes, if the annual amount of the LTDR True-Up is less than 15 

$500,000, then the company will defer the impact of the LTDR 16 

True-Up to the balance sheet for collection or refund through 17 

the CI/BSR in the subsequent year and will continue that 18 

process annually until the company’s next subsequent base 19 

rate proceeding or other base rate adjustment being made 20 

through a limited proceeding.  21 

 22 

SUMMARY 23 

Q. Please summarize your prepared direct testimony. 24 

 25 
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A. I have discussed the company’s decision to use a 2024 1 

projected test year.  I presented the calculation and 2 

adjustments used in determining the company's 2024 projected 3 

test year revenue requirement, as well as the methodology for 4 

transferring CI/BSR revenue requirements to base rates.  I 5 

discussed the 2023 and 2024 budgeting process used to develop 6 

the operating and capital expenditures necessary to safely 7 

and reliably serve Peoples’ customers. I supported and 8 

discussed the company’s Net Operating Income, Base Revenue, 9 

O&M Expense, Rate Base, Capital Structure, Cost-Of-Capital 10 

and Income Taxes.  I also explained Peoples’ proposed true up 11 

mechanism to incorporate the company’s actual cost of its 12 

inaugural long-term debt issuances.  In explaining the 13 

calculation of the company’s 2024 projected test year revenue 14 

requirements, I discussed the adjustments and regulatory 15 

accounting treatments being carried forward from the 2020 16 

Agreement and prior rate proceedings.  17 

 18 

 There is a significant revenue deficiency in the 2024 19 

projected test year due to projected revenue levels, combined 20 

with a 40-year high inflation environment, continued 21 

investments in the gas distribution system to respond to 22 

statewide growth and construction as well as to maintain 23 

reliability, resiliency and meet strong demand for natural 24 

gas, and the expiring ability under the 2020 Agreement to 25 
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defer depreciation costs.  1 

 2 

 Without rate relief, the company's ROE and financial 3 

integrity will weaken to unsustainable levels.  For 2024, 4 

without rate relief the company’s ROE would be 1.85 percent.  5 

This is significantly below the bottom of Peoples’ current 6 

allowed ROE range.   7 

 8 

 Therefore, Peoples is requesting a base revenue increase of 9 

$139.3 million or an incremental amount of $127.7 million 10 

after considering the transfer of $11.6 million related to 11 

CI/BSR. The financial basis for this revenue requirement is 12 

a weighted average cost-of-capital of 7.42 percent, which 13 

includes an 11.00 percent ROE and a financial equity ratio of 14 

54.7 percent.  The requested base revenue increase is 15 

critically important to enable the company to maintain its 16 

financial integrity and support the growth of Florida while 17 

continuing to provide safe, reliable, responsible, and 18 

efficient service and to meet customer expectations.   19 

 20 

Q. Does this conclude your prepared direct testimony? 21 

 22 

A. Yes, it does.23 
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COL 1 COL 2 COL 3 COL 4 COL 5

12/31/2019
ADJUSTED BASE YEAR
2024 TEST ADJUSTED HISTORIC BENCHMARK

YEAR O & M O & M COMPOUND BASE YEAR VARIANCE
LINE (MFR G-2, p 19) (MFR C-36) MULTIPLIER BENCHMARK (MFR C-38)
 NO. FUNCTION (CURRENT CASE) (PRIOR CASE) THRU 2024* (COL 2 X 3) (COL 4 - 2)

1 DISTRIBUTION $47,957,361 $31,478,374 1.4792 $46,563,075 ($1,394,286)

2 CUSTOMER ACCT. & COLLECT. 18,164,076 14,658,051 1.4792 21,682,312 3,518,236

3 CUSTOMER SVCE & INFORMATION - - 1.4792 - - 

4 SALES PROMOTION EXPENSE 9,422,896 8,400,656 1.4792 12,426,321 3,003,425

5 ADMINISTRATIVE & GENERAL 75,000,367 51,523,729 1.4792 76,214,331 1,213,964 **

6 OTHER EXPENSES 414,486 979,675 1.4792 1,449,143 1,034,657

7 TOTAL $150,959,186 $107,040,486 $158,335,182 $7,375,996 **

Totals may be affected due to rounding.

* See page 2 calculation of O&M Multiplier through 2024 using company's budget assumptions.
** Excluding Alliance Dairies RNG project, which is revenue backed, added O&M of $3,957,000 included in account 930.2, favorable variance for A&G

and total O&M would increase to $5,170,964 and $11,332,996, respectively.

2024 O&M BENCHMARK COMPARISON BY FUNCTION 
2019 PRIOR HISTORICAL BASE YEAR TO 2024 TEST YEAR

Continuation of MFR Schedule C-34 calculations through 2024*
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LINE INFLATION & GROWTH 
NO. TOTAL CUSTOMERS (AVERAGE)  AVERAGE CPI COMPOUND MULTIPLIER

A B
COMPOUND COMPOUND

YEAR AMOUNT % INCREASE MULTIPLIER AMOUNT % INCREASE MULTIPLIER       (A X B)

1 2019 398,492 1.0000 255.7 1.0000

2 2020 416,346 4.48% 1.0448 258.8 1.23% 1.0123 1.0577

3 2021 436,565 4.86% 1.0955 271.0 4.70% 1.0599 1.1612

4 2022 457,351 4.76% 1.1477 292.7 8.00% 1.1447 1.3138

5 2023 Budget** 474,790 3.81% 1.1915 Budget Assumption 2.80% 1.1768 1.4021

6 2024 Budget** 490,125 3.23% 1.2299 Budget Assumption 2.20% 1.2027 1.4792

* Data for 2019 to 2022 per MFR Schedule C-37.
** 2023 and 2024 customer growth and inflation are based on budget assumptions used for base revenue and O&M.  If Moody's Analytics updated forecast for 2023 and 2024 

of 3.6% and 2.4%, respectively, were used, then the O&M Compound Mulitplier would increase to 1.4936 and the benchmark on page 1 would be $159.9 million.

2019 PRIOR HISTORICAL BASE YEAR TO 2024 TEST YEAR
Continuation of MFR Schedule C-37 calculations through 2024*

  O&M COMPOUND MULTIPLIER CALCULATION
2024 O&M BENCHMARK COMPARISON BY FUNCTION
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Account 228.1 Storm Reserve
Debit/(Credit)

Recovery
Year Surcharge Ending

Ending Accrual Mathew Irma Michael Dorian Ian 1 Nicole Total Michael Balance

2009 (33,542)$            - (33,542)$      
2010 (57,500)              - (91,042)        
2011 (57,500)              - (148,542)      
2012 (57,500)              - (206,042)      
2013 (57,500)              - (263,542)      
2014 (57,500)              - (321,042)      
2015 (57,500)              - (378,542)      
2016 (57,500)              103,023        103,023 (333,019)      
2017 (57,500)              354,520        354,520 (35,999)        
2018 (57,500)              3,132,023      3,132,023               3,038,523    
2019 (57,500)              148,676         66,644          215,320 (3,280,699)         (84,356)$      
2020 (57,500)              - (141,856)$   
2021 (380,000)            - (521,856)$   
2022 (380,000)            1,590,244           58,250          1,648,493               746,638$     

Total (1,426,042)$      103,023$      354,520$      3,280,699$   66,644$        1,590,244$         58,250$        5,453,379$             (3,280,699)$       

Average annual storm cost over 10-year period 545,338$                2

Average rounded down 500,000$                3

1 Additional Hurricane Ian incremental labor costs to replace and remove damaged meter installations due to salt water are expected in 2023. 
Labor costs to replace existing meters, regulators and other components of existing meter installations are not capitalized, therefore these costs are incremental 
non-capitalizable costs under the ICCA methodology.  In addition, Hurricane Ian ICCA costs incurred in 2022 are still being reviewed.

2 Ten-year average of costs using  nominal dollars is 44% higher than current $380,000 storm reserve accrual and 50% higher than 2022 Study expected costs of $364,000.
3 Company proposal is to conservatively round down from the calculated ten-year average  costs to $500,000.   

Peoples Gas System
Storm Reserve Analysis

Incremental (ICCA methodology) Storm Costs
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Executive Summary 

The Peoples Gas System (PGS) system is exposed to and in the past has incurred 
significant costs from hurricanes. After hurricane events, PGS is required to respond to 
reported safety hazards such as gas leaks and blowing gas lines, and to perform 
damage assessments of the PGS system. The exposure to these potential hurricane 
costs are modeled and quantified.   

Two analyses were performed. A Hurricane Cost Analysis (“Cost Analysis”) was 
performed using a computer catastrophe simulation model that estimates the average 
annual costs from hurricane perils. A Reserve Performance Analysis was performed 
using a dynamic financial simulation model to estimate the performance of the reserve 
subject to the annual hurricane cost probabilities determined in the Cost Analysis 

The hurricane exposure is analyzed from a probabilistic approach.  The model simulates 
a large number of hurricane events, covering the full range of potential hurricane 
characteristics, and determines their corresponding costs. Factors considered in the 
analysis include the location of PGS’s customers, the probability of hurricanes of 
different intensities and landfall points impacting those customers, the vulnerability of 
those customers to hurricane damage, and the costs to perform post hurricane 
inspection assessment activities. 

The frequencies and computed costs for a large set of simulated hurricanes are 
combined to calculate the expected annual cost and the annual aggregate exceedance 
relations.  The expected annual cost represents the average of all hurricane years over a 
long period of time.   

There is an approximate 10% probability that inspection costs from all hurricanes in one 
year could exceed $1,000,000, and a 1% probability that costs could exceed 
$4,400,000. 

The Reserve Performance Analysis simulates the performance of PGS’s reserve fund 
over a five-year prospective period and is based on the probabilistic derived costs and 
frequencies of occurrence of hurricanes as determined in the Cost Analysis.  

The analysis provides two cases with assumptions on when negative reserve balances, 
due to hurricane costs, are recovered: 

1. In years with negative balances, the costs are not recovered within the five-year 
simulation, and 

2. In years with negative balances, the costs are recovered in one (1) year after the 
loss.  

2022 Hurricane Cost and Reserve Performance Analyses

Peoples Gas System                                                                                                           January 14, 2022

PEOPLES GAS SYSTEM, INC.
DOCKET NO. 20230023-GU
EXHIBIT NO. RBP-1
WITNESS: PARSONS
DOCUMENT NO. 7

FILED:  04/04/2023
PAGE 4 OF 23

100



Executive Summary 
 

 
 ii  

The analysis case with no recoveries of negative reserve balances shows the reserve 
fund balance is expected to decline from the initial $522,000 to $302,000 at the end of 
five years. There is a 40.8% probability that the reserve could have inadequate funds to 
cover hurricane costs in one or more years of the five-year simulation. 

The analysis case with one (1) year recovery of negative reserve balances shows the 
reserve fund balance is expected to increase from the initial $522,000 to a $934,000 at 
the end of five years. There is a 40.6% probability that the reserve could have 
inadequate funds to cover hurricane costs in one or more years of the five-year 
simulation. 

A summary of the analyses performed of PGS’s hurricane cost exposure and reserve 
performance are provided in the risk profile shown in Table E-1 below.  
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Table E-1 
Peoples Gas System Risk Profile 

OWNER Peoples Gas System 

COSTS “Make Safe” customer service inspections,  
damage assessments of the PGS system, and repairs. 

LOCATION All located within the State of Florida 

PERILS Hurricanes, Category 1 to 5 

                                     Hurricane Cost Analysis 

EXPECTED ANNUAL 
COST 

$364,000 

1% AGGREGATE COST 
EXCEEDANCE VALUE 

$4,400,000 

                                          Reserve Performance Analyses 

$522,000 
Initial Balance, and 
 Annual accrual of  

$380,000 

Mean (Expected)  
Balance at 5 years 

5th Percentile  
Balance at 5 years 

No Recovery of 
Negative Reserve 

Balances 
$302,000 Negative ($4,148,000) 

One (1) Year Recovery 
of Negative Reserve 

Balances 
$934,000 Negative ($1,541,000) 
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1. Hurricane Cost Analysis 

The Peoples Gas System (PGS) is exposed to and in the past has incurred significant 
costs from hurricanes. After hurricane events, PGS is required to respond to reported 
safety hazards such as gas leaks and blowing gas lines, and to perform damage 
assessments of the PGS system. The exposure to these potential hurricane costs are 
quantified.  The Cost Analysis was performed using the CoreLogic computer model 
simulation program Risk, Quantification and Engineering (RQE®) as well as the portfolio 
data of customer locations provided by PGS.  

Hurricane exposure is analyzed using a probabilistic approach, which considers the full 
range of potential hurricane characteristics and corresponding costs.  Probabilistic 
analyses identify the probability of damage to customer premises and the cost of 
performing “Make Safe” inspections.   

Probabilistic annual costs are computed using the results of over 110,000 hurricanes 
events.  Annual cost estimates are developed for each simulated hurricane due to 
damage at individual customer premise locations and aggregated to provide overall 
portfolio cost amounts. 

Factors considered in the analyses include the location of PGS’s customers, the 
probability of hurricanes of different intensities and/or landfall points impacting those 
assets, the vulnerability of those customer premises to hurricane damage, and the costs 
to inspect customers’ and PGS system assets.   

Hurricane Estimation Methodology 

The basic components of the hurricane risk analysis include: 

 Customer Locations at Risk: Define and locate  

 Hurricane Hazard: Apply a probabilistic hurricane model for the region  

 Customer Vulnerabilities: Severity (wind speed/storm surge) versus 
damage and inspection cost 

 Portfolio Analysis: Probabilistic analysis – based on aggregate 
inspections and associated costs 

These analysis components are summarized herein. 
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2. Post Hurricane Customer Service, and  
System Inspection Costs 

Customer Locations at risk 

After hurricane events, PGS is required to respond to reported safety hazards such as 

gas leaks and blowing gas lines. These emergency leak orders require PGS to conduct 

leak surveys, disconnect and reconnect customers, cut and cap service lines, remove 

meters, and replace damaged facilities.  PGS field staff also performs damage 

assessments of the PGS system after significant hurricane events.    

PGS’s customer premises are distributed unevenly across its Florida service territory. 

PGS provides service to approximately 442,000 customers’ premises in over 30 Florida 

counties. A large portion of these customers are located in Hillsborough, Orange, 

Broward, Miami-Dade, Manatee, and Pinellas Counties. The PGS customer premises 

are geo-located in the RQE hurricane model to capture the spatial distribution and 

concentration of these customer premises and their vulnerability to hurricane and storm 

surge risk. 
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3. Hurricane Hazard in Florida 

The historical record for hurricanes on the Gulf and Atlantic coasts of the United States 
consists of over 100 years for which reasonably accurate information is available.  
Historically approximately 500 tropical or subtropical cyclones have affected the state of 
Florida. Since 1900, there have been 29 hurricanes of Saffir-Simpson Intensity (SSI) 3 or 
greater (see Table 3-1 for description of the Saffir-Simpson Intensity scale) which have 
made landfall in the state of Florida.  Going back further, written descriptions of 
hurricanes are available, but it becomes increasingly difficult to estimate actual hurricane 
intensities and track locations in a reliable manner consistent with the later data.  For this 
reason all hypothetical hurricanes used in this analysis, as well as their corresponding 
frequencies, have been based only on hurricanes that have occurred since 1900.  

Since the historical record is too sparse to simply extrapolate future hurricane landfall 
probabilities, a series of hypothetical hurricanes was generated in the RQE probabilistic 
hurricane data base, essentially “filling in” the gaps in the historical data.  This provides 
an estimate of future potential hurricane locations (landfall), track, severity and 
frequency consistent with the observed historical data. 

The hurricane model was developed (Reference 1), using the National Oceanic and 
Atmospheric Administration (NOAA) model as the base, to determine individual 
hurricane wind speeds.  The NOAA model was designed to model only a few specific 
types of hurricanes.  While the eye of the hurricane follows the selected track, the model 
uses up to a dozen different hurricane parameters to estimate wind speeds at all 
distances away from the eye.  RQE is based in part on the Florida Commission on 
Hurricane Loss Projection Methodology’s Official Storm Set, which includes hurricanes 
affecting Florida during the period of 1900 to 2017. 

The hurricane intensities used for the analyses conform to basic NOAA information 
regarding hurricane intensity recurrence relationships corresponding to locations along 
the coast. Much of PGS’s service territory includes coastal areas where these hurricanes 
have made landfall.  
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The historical annual frequency of hurricanes has varied significantly over time.  There 

are many causes for the temporal variability in hurricane formation. One of the primary 

climate cycles having a significant correlation with hurricane activity is the Atlantic 

Multidecadal Oscillation (AMO).  It has been suggested that the formation of hurricanes 

in the Atlantic Ocean off the coast of Africa is related to the amount of rainfall in the 

Western African Sahel region.  Years in which rainfall is heavy have been associated 

with the formation of a greater number of hurricanes. The AMO cycle consists of a warm 

phase, during which the tropical and sub-tropical North Atlantic basins have warmer than 

average temperatures at the surface and in the upper portion relevant to hurricane 

activity, and a cool phase, during which these regions of the ocean have cooler than 

average temperatures. In the period of 1900 to the present, the AMO has gone through 

the following phases:   

1900 to 1925   Cool  (Decreased Hurricane Activity) 
1926 to 1969   Warm  (Increased Hurricane Activity) 
1970 to 1994   Cool  (Decreased Hurricane Activity) 
1995 to the Present  Warm  (Increased Hurricane Activity) 

These AMO phases are illustrated by the plot of Sea Surface Temperature (SST) 

Anomalies (deviation from the mean) in the Atlantic Basin over the past 150 years in 

Figure 3-1. 

The NOAA believes that we entered a warm phase of AMO around the mid-1990s which 

can be expected to continue for at least several years. Historically, each phase of AMO 

has lasted approximately 20 to 40 years. 

Probabilistic Annual Cost is computed using the results of thousands of random variable 

hurricanes considering the current Near-Term warm period of hurricane hazard.   
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Table 3-1 
The Saffir-Simpson Intensity Scale (SSI) 

(Note That Windspeeds Given Are 1-Minute Sustained) 

SSI 
 

Central 
Pressure 

(mb) 

Maximum 
Sustained 

Winds 
(mph) 

Storm-
Surge 
Height 

(ft) 
Damage 

1   980 74-95 4-5 Damage mainly to trees, shrubbery, and unanchored 
mobile homes 

2 965-979 96-110 6-8 Some trees blown down; major damage to exposed 
mobile homes; some damage to roofs of buildings 

3 945-964 111-130 9-12 Foliage removed from trees; large trees blown down; 
mobile homes destroyed; some structural damage to 
small buildings 

4 920-944 131-155 13-18 All signs blown down; extensive damage to roofs, 
windows, and doors; complete destruction of mobile 
homes; flooding inland as far as 6 mi.; major damage 
to lower floors of structures near shore 

5 < 920 > 155 > 18 Severe damage to windows and doors; extensive 
damage to roofs of homes and industrial buildings; 
small buildings overturned and blown away; major 
damage to lower floors of all structures less than 15 ft. 
above sea level within 500m of shore 

 

 

Figure 3-1:  Atlantic Multidecadal Oscillation index computed as the linearly 
detrended North Atlantic sea surface temperature anomalies 1856-2013. 
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Storm Surge Analyses 

The storm surge hazard model is supported by the same stochastic hazard event set 
within RQE to develop wind field and hurricane parameter descriptions, and is 
additionally integrated with bathymetry data at the Atlantic coastline of the United States 
from Canada to Mexico. 

The phenomenon of storm surge is mainly caused by the wind stress towards the 
coastline from an approaching tropical cyclone and the atmospheric pressure 
depression. The main parameters inducing storm surge along the coast are peak gust 
wind, bathymetry (shallowness), rotation of the earth (Coriolis force), waves and 
pressure gradient developed in the Tropical Cyclone.  

In surge phenomenon, the wind stress coefficient has been identified as the dominant 
parameter among various model and shelf parameters, because of the stress from the 
tangential component of the wind, which provides the main driving force for the surge.  

The US coast is divided into five zones and bathymetry data has been digitized from 
coastal Texas to Maine.  Grids have been constructed all along the coast in the ocean 
shelf.  The important inputs to the model are the bathymetry of the region at these grid 
points and cyclone data.  The model uses the finite element method to simulate the 
surge flow by solving vertically an integrated form of shallow water gravity equations.  
The surge model provides a best estimate of the height of storm surge at the coastal 
interface.  

The model solves the equations of motion for the near-shore sea water, including the 
wind stress from the standard RQE wind field model and the bottom stress as boundary 
conditions.  The bathymetry (ocean depth) is defined on a grid, and the equations of 
motion are numerically solved at each nodal point of the grid, resulting in the peak storm 
surge height at a series of coastal boundary points. 

For each hurricane event, the probabilistic distribution of storm surge inundation depth is 
calculated for each location in the portfolio, using the probabilistic distributions of all 
important storm and location parameters.  Inundation is modeled in two zones: the high-
velocity zone (typically the first few hundred meters from the coast), where wave action 
and debris can severely damage structures, and farther inland, where the main problem 
is flooding as opposed to structural damage.  For each hurricane event, the width of the 
high-velocity zone is calculated at each coastal boundary point using a run-up model.  
The elevation of the storm surge water surface farther inland is a function of the surge 
height at the coast and the local distance to the coast.   

The storm surge model is run for the probabilistic event set to compute the storm surge 
at the portfolio asset location.  The frequency of each event with the storm surge is 
calculated.   
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4. Customer Vulnerabilities 

Structures have suffered damage in past hurricanes.  Structure damage patterns tend to 
be most severe in coastal areas where buildings can be exposed to both wind and storm 
surge perils. Damage at inland locations tends to be less severe with contributions to 
damage from only wind perils. Structure damage varies with hurricane wind speeds and 
depths of storm surge. Damage to structures has in past hurricanes resulted in damage 
to gas lines, meters, and to other equipment that has required PGS inspection to ensure 
safe conditions. 

Vulnerability of customer premises is based upon typical Florida construction, modeled 
wind speeds, and storm surge from simulated hurricanes.  PGS data on the cost of 
“Make Safe” inspections and costs to inspect system assets are utilized in the modeling 
of hurricane costs. PGS’s cost data from the 2016 Hurricane Matthew, 2017 Hurricane 
Irma, and 2018 Hurricane Michael provide data on recent hurricane costs from moderate 
to extreme intensity events. These hurricane cost experiences include the effects of 
many factors, including the post hurricane costs of labor, fleet equipment, and 
accommodations associated with the hurricane inspection processes utilized by PGS.  
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5.  Hurricane Cost Analysis Results 

PGS’s customer premise locations were analyzed using the proprietary computer 

program, RQE subject to a suite of probabilistic hurricanes.  The probabilistic hurricane 

analyses provide the expected annual costs, and non-exceedance probabilities over a 

range of cost levels.   

Storm Probabilistic Analysis 

The probabilistic cost analysis is performed using RQE.  The hurricane hazard uses the 

RQE probabilistic stochastic hurricane database which contains approximately 110,000 

simulations of possible hurricanes affecting the eastern United States, along both the 

Gulf and the Atlantic coasts. Each hurricane in the database has been defined by 

associating a central pressure with a unique hurricane track.  In addition, each hurricane 

is assigned an annual frequency of occurrence, which depends on the hurricane track 

location and the hurricane intensity as measured by central pressure. For each customer 

location in the portfolio, the wind speed is calculated, the degree of structure damage 

and the inspection cost is estimated.  The sum of the cost for each customer location is 

an estimate of the mean cost for each hurricane simulation.   

Aggregate Cost Exceedance and Expected Annual Cost 
 

Aggregate cost exceedance calculations are developed by keeping a running total of 

costs from all possible events in a year.  At the end of each year, the aggregate cost for 

all events is then determined by probabilistically summing the cost distribution from each 

event, taking into account the event frequency.  The process considers the probability of 

having zero events, one event, two events, etc. during a year. 

A series of probabilistic analyses were performed, using the vulnerability curves derived 
for PGS’s customer premises in RQE.  A summary of the analysis is presented in Table 
5-1, which shows the aggregate cost exceedance probability for cost layers between $0 
and more than $4,400,000.  
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  5.  Hurricane Cost Analysis Results  
 

   
5-2 

For each cost layer shown, the probability of cost exceeding a specified value is shown.  

For example, the probability of costs exceeding $400,000 in one year is 22.0%.  The 

analysis calculates the probability of costs from all hurricanes and aggregates the total 

cost and exceedance probabilities.   

The expected annual cost (EAC) from hurricanes is $364,000.  This value represents the 

average cost from all simulated hurricanes. The EAC is not expected to occur every 

year. Some years will have no costs from hurricanes, some years will have small costs 

and a few years will have large costs. The EAC represents the average of all hurricane 

years over a long period of time. 
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  5.  Hurricane Cost Analysis Results  
 

   
5-3 

 
Table 5-1 

PEOPLES GAS SYSTEM 
AGGREGATE COST EXCEEDANCE PROBABILITIES 

Damage Layer 1 Year
($x1,000) Exceedance 

Probability
                    > 200 30.4%

400                       22.0%

600                       16.9%

800                       13.4%

1,000                    11.1%

1,200                    9.10%

1,400                    7.68%

1,600                    6.61%

1,800                    5.69%

2,000                    4.92%

2,200                    4.31%

2,400                    3.76%

2,600                    3.26%

2,800                    2.87%

3,000                    2.56%

3,200                    2.25%

3,400                    1.97%

3,600                    1.79%

3,800                    1.62%

4,000                    1.44%

4,200                    1.27%

4,400                    1.10%
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6-1 

6.  Reserve Performance Analysis  

A dynamic financial analysis of potential costs from hurricanes was performed to 
determine their impact on the performance of PGS’s reserve. The analysis included the 
costs from all simulated hurricane events. 

The expected annual cost from the hurricane Cost Analysis is $364,000. The expected 
annual cost estimate represents the average annual cost associated with hurricane 
inspections for service restoration over a long period of time.   

Analysis 

The Reserve performance analysis consisted of performing 10,000 iterations of 

hurricane cost simulations within the PGS service area, each covering a 5-year period, 

to determine the effect of the costs on the PGS Reserve. Monte Carlo simulations were 

used to generate cost samples for the analysis. The analysis provides an estimate of the 

Reserve assets in each year of the simulation, accounting for the annual accrual, 

borrowing costs when fund balances are negative, and hurricane costs, as determined in 

the Cost Analysis, using a dynamic financial model.  

The analysis provides estimates of the fifth percentile and ninety-fifth percentile reserve 

balances. At the fifth percentile reserve balance, only five percent of the simulated 

outcomes have smaller values. Similarly, for the ninety-fifth percentile reserve balance, 

only five percent of simulated outcomes have values which would be greater than that 

value. The fifth percentile represents an extremely adverse five years of hurricane 

experience where costs would far exceed the reserve funds available. 

Assumptions 

The analysis performed included the following assumptions: 

 An initial Reserve balance of $521,856. 

 Expected Annual Cost from hurricane hazard is $364,000. 

 An annual accrual of $380,000 each year. 

 The Reserve balance has a maximum balance of $3,800,000. 
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    6.   Reserve Performance Analysis  
 

   
6-2 

 Two cost recovery cases for negative reserve balances were analyzed: 

 No cost recovery within the five (5) year simulation, and 

 A one (1) year recovery period for negative reserve balances. 

 Hurricane costs were assumed to increase by 6.82% per year; 3% per year due 

to inflation, and 3.82% per year due to system growth. 

  Negative reserve balances were assumed to be financed with an unlimited line 

of credit costing 2.5%. 

Analysis Results 
Reserve analyses were performed for two cases.  The results show the annual reserve 

accrual amount, the mean (expected) reserve fund balance as well as the probability 

that the reserve fund balance will be negative in any one or more of the five years of the 

simulated time horizon.  

The analysis case with no recoveries of negative reserve balances shows that the 

reserve fund balance is expected to decline from the initial $522,000 to $302,000 at the 

end of five years. There is a 40.8% probability that the reserve could have inadequate 

funds to cover hurricane costs in one or more years of the five-year simulation. 

The analysis case with one (1) year recovery of negative reserve balances shows the 

reserve fund balance is expected to increase from the initial $522,000 to a $934,000 at 

the end of five years. There is a 40.6% probability that the reserve could have 

inadequate funds to cover hurricane costs in one or more years of the five-year 

simulation. 

.
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Figure 6-1: Reserve Performance Analysis: $521,856 Initial Balance,  

No Recovery of Negative Balances 
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Figure 6-2: Reserve Performance Analysis: $521,856 Initial Balance,  

A One (1) Year Recovery of Negative Balances
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ABSG CONSULTING INC. ABS GROUP OF COMPANIES, INC. 
300 Commerce Drive, Suite 150 1701 City Plaza Drive 
Irvine, CA 92602 Spring, TX 77389 
Telephone  714-734-4242 Telephone  281-673-2800 
Fax  714-734-4272 Fax  281-673-2801 

 
NORTH AMERICA 

1525 Wilson Boulevard, Suite 625 
Arlington, VA 22209 
Telephone  703-682-7373 
Fax  703-682-7374 

1745 Shea Center Drive, Suite 400 
Highland Ranch, CO 80129 
Telephone  303-674-2990 

10301 Technology Drive 
Knoxville, TN 37932 
Telephone  865-966-5232 
Fax  865-966-5287 

1360 Truxtun Avenue, Suite 103 
North Charleston, SC 29405 
Telephone  843-297-0690 

18215 Flower Hill Way, Suite D 
Gaithersburg, MD 20879 
Telephone  301-907-9100 
Fax  301-990-7185 

140 Heimer Road, Suite 300 
San Antonio, TX 78232 
Telephone  210-495-5195 
Fax  210-495-5134 

55 Westport Plaza, Suite 700 
St. Louis, MO 63146 
Telephone  314-819-1550 
Fax  314-819-1551 

MEXICO 

Ciudad del Carmen, Mexico 
Telephone  52-938-382-4530 

Mexico City, Mexico 
Telephone  52-55-5511-4240 

Monterrey, Mexico 
Telephone  52-81-8319-0290 

Reynosa, Mexico 
Telephone  52-899-920-2642 

Veracruz, Mexico 
Telephone  52-229-980-8133 

UNITED KINGDOM 

111 Old Broad Street 
London, EC2N 1AP, UK 
Telephone  44-1925-287300 

SOUTH AMERICA 

Rio de Janeiro, Brazil 
Telephone  55-21-3179-3182 

Sao Paulo, Brazil 
Telephone  55-11-3707-1055 

Viña del Mar, Chile 
Telephone  56-32-2381780 

Lima, Peru 
Telephone  51-1-437-7430 

Chuao, Venezuela 
Telephone  58-212-959-7442 

MIDDLE EAST 

Dhahran, Kingdom of Saudi Arabia 
Telephone  966-3-868-9999 

Ahmadi, Kuwait 
Telephone  965-3263886 

Doha, State of Qatar 
Telephone  974-44-13106 

Muscat, Sultanate of Oman 
Telephone  968-597950 

Istanbul, Turkey 
Telephone  90-212-6614127 

Abu Dhabi, United Arab Emirates 
Telephone  971-2-6912000 

Dubai, United Arab Emirates 
Telephone  971-4-3306116 

EUROPE 

Sofia, Bulgaria 
Telephone  359-2-9632049 

Hamburg, Germany 
Telephone  49-40-300-92-22-21 

Rotterdam, The Netherlands 
Telephone  31-10-206-0778 

ASIA-PACIFIC 

Ahmedabad, India 
Telephone  079 4000 9595 

Navi Mumbai, India 
Telephone  91-22-757-8780 

New Delhi, India 
Telephone  91-11-45634738 

Yokohama, Japan 
Telephone  81-45-450-1250 

Busan, Korea 
Telephone  82-51-852-4661 

Seoul, Korea 
Telephone  82-2-552-4661 

Kuala Lumpur, Malaysia 
Telephone  608-6212320888 

Beijing, PR China 
Telephone  86-10-58112921 

Shanghai, PR China 
Telephone  86-21-6876-9266 

Kaohsiung, Taiwan, Republic of China 
Telephone  886-7-271-3463 

Alexandra Point, Singapore  
Telephone  65-6270-8663 

Bangkok, Thailand 
Telephone  662-399-2420 

INTERNET 

Additional office information can be 
found at www.abs-group.com 
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ORDER NO. PSC-2020-0485-FOF-GU 
DOCKET NOS. 20200051-GU, 20200166-GU, 20200178-GU 
PAGE 2 
 

MARY ANNE HELTON, ESQUIRE, Deputy General Counsel, Florida Public 
Service Commission, 2540 Shumard Oak Boulevard, Tallahassee, Florida 32399-
0850 
Advisor to the Florida Public Service Commission 

 
KEITH C. HETRICK, ESQUIRE, General Counsel, Florida Public Service 
Commission, 2540 Shumard Oak Boulevard, Tallahassee, Florida 32399-0850 
Florida Public Service Commission General Counsel 

 
 

FINAL ORDER  
 

BY THE COMMISSION: 
 

I. Background 

 On June 8, 2020, Peoples Gas System (PGS) filed a Petition for Rate Increase, along with 
its minimum filing requirements and supporting testimony, in Docket No. 20200051-GU (Rate 
Case Petition).  Also, on June 8, 2020, in Docket No. 2020166-GU, Peoples filed a Petition for 
Approval of its 2020 Depreciation Study, pursuant to Rule 25-7.045, Florida Administrative 
Code (F.A.C.).  By Order No. PSC-2020-0198-PCO-GU, issued on June 22, 2020, Docket Nos. 
20200051-GU and 20200166-GU were consolidated for the purpose of hearing.  The Office of 
Public Counsel (OPC) and the Florida Industrial Power Users Group (FIPUG) intervened in the 
consolidated dockets.   
 

On October 22, 2020, all parties (PGS, OPC, and FIPUG) to the consolidated dockets 
filed a Joint Motion for Approval of Settlement Agreement. In addition to resolving all matters in 
the consolidated dockets (Docket Nos. 2020051-GU and 20200166-GU), the Settlement 
Agreement (Agreement) also included a provision for  PGS to withdraw its petition in Docket 
No. 20200178-GU and to not file any other petition seeking deferral of COVID-19 costs during 
the term of the Agreement. 

 
Docket No. 20200178-GU involves a petition by PGS for our approval to establish a 

regulatory asset to record costs incurred due to Coronavirus Disease 2019 (COVID-19). As part 
of that docket, PGS requested deferral of incremental bad debt expense and safety-related costs 
attributable to COVID-19. On October 27, 2020, we issued PAA Order No. PSC-2020-0408-
PAA-GU (COVID-19 PAA Order) in which we approved PGS’s petition to track, record as a  
regulatory asset, and defer incremental costs resulting from the COVID-19 pandemic. On 
November 17, 2020, OPC filed a petition protesting the COVID-19 PAA Order. 

 
On November 19, 2020, we conducted a hearing to consider the Agreement, a copy of 

which is attached hereto as Attachment A. At this hearing, the direct testimony of PGS witnesses 
T.J. Szelistowski, Karen Sparkman (adopting testimony of Monica A. Whiting), Richard F. Wall, 
Timothy O’Connor, Richard K. Harper, PhD., Dylan D’Ascendis (adopting testimony of Robert 
B. Hevert), Sean P. Hillary, Valerie Strickland, Charlene M. McQuaid, Lorraine L. Cifuentes, 

PEOPLES GAS SYSTEM, INC.
DOCKET NO. 20230023-GU
EXHIBIT NO. RBP-1
WITNESS: PARSONS
DOCUMENT NO. 10

FILED:  04/04/2023
PAGE 2 OF 217

123



ORDER NO. PSC-2020-0485-FOF-GU 
DOCKET NOS. 20200051-GU, 20200166-GU, 20200178-GU 
PAGE 3 
 
Daniel Yardley, T. Mark Whitaker, Luke Buzard, and Dane Watson; OPC witnesses David J. 
Garrett and Andrea Crane; and Commission Staff witnesses Intesar Terkawi and Rhonda L. 
Hicks were entered into the record as though read. The stipulated Comprehensive Exhibit List 
and corresponding exhibits were also entered into the record. Subsequently, counsel for PGS, 
OPC, and FIPUG made opening statements in support of the Agreement. At the conclusion of 
the evidentiary portion of the hearing, the Parties indicated that they were willing to waive the 
filing of post-hearing briefs, and we approved the Agreement, as set forth herein, by bench vote. 

 
 We have jurisdiction over this matter pursuant to Sections 366.03, 366.05, and 366.06, 
Florida Statutes. 

II. Decision 

a. Settlement Agreement Provisions 

The Parties contend that the Agreement resolves all matters contained in Docket Nos. 
20200051-GU, 20200166-GU, and 20200178-GU. The term of the Agreement is the three years 
from January 2021 through the last billing cycle of December 2023. The key terms of the 
Agreement, as they pertain to the issues in Docket Nos. 20200051-GU and 20200166-GU, are as 
follows: 

 
 The rates proposed in the Agreement shall continue beyond December 2023, unless those 

rates are changed by Commission Order. 

 The Agreement sets a revenue requirement increase of $58.0 million, of which $23.6 
million is a transfer of the Cast Iron Bare Steel Rider surcharge into base rate recovery. 

 The Agreement sets a return on equity midpoint of 9.90%, with a range of 8.90% to 
11.00%. PGS is also allowed an equity ratio of 54.7% as a percentage of investor sources 
of capital. 

 PGS proposes to flow back excess state accumulated deferred income taxes of 
approximately $940,000 over the term of the agreement, in annual amounts determined at 
PGS’s discretion, provided that PGS flows back the full amount by December 31, 2023. 

 PGS’s annual storm reserve accrual will be $380,000 and its storm reserve target will be 
$3.8 million. 

 The Agreement sets new depreciation rates, effective January 1, 2021. PGS shall 
amortize a cumulative amount of $34.0 million of the depreciation reserve surplus as a 
credit to depreciation expense, in annual amounts up to PGS’s discretion, for 2020-2023. 

 PGS’s actual rate case expenses of no more than $1,657,000 shall be amortized as 
proposed in the Rate Case Petition (3 years). 
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 Nothing in the Agreement precludes PGS from filing new or revised tariffs while the 
Agreement is in effect, provided such requests do not increase any existing base rates or 
charges, with the exceptions of optional tariffs. 

 PGS shall implement the cost of service study, miscellaneous service charges, new 
optional tariffs, and modifications to existing tariffs, as proposed in its Rate Case 
Petition. 

Also, as part of the Agreement, PGS agreed to withdraw its petition in Docket No. 
20200178-GU upon our approval of the Agreement. PGS also agreed to not file any other 
petition seeking deferral of COVID-19 costs during the term of the Agreement. 

b. Approval of Settlement Agreement 

The standard for approval of a settlement agreement is whether it is in the public 
interest.1 A determination of whether a settlement is in the public interest requires a case-specific 
analysis based on consideration of the proposed settlement taken as a whole.2 

 Having carefully reviewed the Agreement, the Parties’ statements at hearing, and the 
testimony and exhibits entered into the record, we find that, taken as a whole, the Agreement 
provides a reasonable resolution of the issues, provides rate certainty and stability to customers, 
and establishes fair, just, and reasonable rates. We also note that the revenue requirement 
approved herein is less than was initially requested by the utility, and that the increase to the 
storm reserve should help promote greater reliability to PGS’s service area. We find, therefore, 
that the Agreement, provided as Attachment A hereto, is in the public interest, and we hereby 
approve it. 
 

c. Vacating of Order in Docket No. 20200178-GU 

The Agreement contains a provision that, upon our approval of said Agreement, PGS 
shall withdraw its petition in Docket No. 20200178-GU. In order to effectuate this provision of 
the Agreement, the COVID-19 PAA Order needs to be vacated. At the time of the November 19, 
2020, hearing in this matter, the COVID-19 PAA Order had a pending protest filed by OPC. 

                                                 
1 Sierra Club v. Brown, 243 So. 3d 903, 910-913 (Fla. 2018); Order No. PSC-13-0023-S-EI, issued on January 14, 
2013, in Docket No. 120015-EI, In re: Petition for increase in rates by Florida Power & Light Company; Order No. 
PSC-11-0089-S-EI, issued February 1, 2011, in Docket Nos. 080677-EI and 090130-EI, In re: Petition for increase 
in rates by Florida Power & Light Company and In re: 2009 depreciation and dismantlement study by Florida Power 
& Light Company; Order No. PSC-10-0398-S-EI, issued June 18, 2010, in Docket Nos. 090079-EI, 090144-EI, 
090145-EI, and 100136-EI, In re: Petition for increase in rates by Progress Energy Florida, Inc., In re: Petition for 
limited proceeding to include Bartow repowering project in base rates, by Progress Energy Florida, Inc., In re: 
Petition for expedited approval of the deferral of pension expenses, authorization to charge storm hardening 
expenses to the storm damage reserve, and variance from or waiver of Rule 25-6.0143(1)(c), (d), and (f), F.A.C., by 
Progress Energy Florida, Inc., and In re: Petition for approval of an accounting order to record a depreciation 
expense credit, by Progress Energy Florida, Inc.; Order No. PSC-05-0945-S-EI, issued September 28, 2005, in 
Docket No. 050078-EI, In re: Petition for rate increase by Progress Energy Florida, Inc.       
2 Order No. PSC-13-0023-S-EI, at p. 7.   
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Therefore, a consummating order has not been issued in that docket and the COVID-19 PAA 
Order has not become final.   

 
Given the above, we hereby vacate the COVID-19 PAA Order and, with our vacation of 

said Order, OPC’s protest is now moot. PGS’s withdrawal of its petition, as provided for in the 
Agreement, resolves all outstanding issues in Docket No. 20200178-GU. Therefore, upon PGS 
filing notice of such withdrawal, Commission staff is authorized to close Docket No. 20200178-
GU administratively. 

 
 Based on the foregoing, it is 
 

ORDERED by the Florida Public Service Commission that the Joint Motion for Approval 
of Settlement Agreement, submitted by Peoples Gas System, the Office of Public Counsel, and 
the Florida Industrial Power Users Group, is hereby approved, as is the Settlement Agreement 
attached hereto as Attachment A. It is further 

 
 ORDERED that the stipulations, findings, and rulings herein are hereby approved. It is 
further 
 

ORDERED that Docket Nos. 20200051-GU and 20200166-GU shall be closed. It is 
further 

 
ORDERED that Docket No. 20200178-GU shall remain open pending PGS’s withdrawal 

of its petition in that docket, as provided for in the Agreement. Upon such withdrawal, 
Commission staff is authorized to close Docket No. 20200178-GU administratively. 
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