
R. Earl Poucher 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

18 

19 

20 

21 

22 

23 

24 

25 

The attachment states, “Should these poles fail, they could cause outages, but the 

most significant impact would be as a safety concern with the general public and 

especially with FPC employees.’’ 

Mr. Habermeyer also mentioned the need to accelerate pole replacements and the 

company has identified $6 million worth of deteriorating pole replacements that 

have already been identified as being unsafe to climb and in need of replacement. 

FPC witness Rogers states on Pg. 5 of her testimony that “Florida Power‘s 

transmission system was installed in the 195Os, 1960s and 197Os, and it is now 

showing signs of age.” She hrther states that the company is “committed to 

accomplish needed repairs and replacement of equipment over a three-year time 

horizon.” She further states, “Stretching the process out over any longer period of 

time would expose our customers to risk of system failures, and invite complicativns 

if we experience severe storms in the interim.” (Pg. 5, LI 6- Pg. 6-L 14) 

The needed transmission improvement initiatives identified by witness Rogers 

amount to $29 million in O&M expense and $38 million in capital expense over the 

thee  year period. 

Florida Power’s own testimony supports the position that much of its plant is 

antiquated, in need of repair and replacement, and that the failure of the company to 

keep up with the deterioration of its facilities in the past is the reason for much of the 

customer criticism that the company is experiencing today. Florida Power will gain 

[BEGIN CONFIDENTIAL] .. [ m G m  CONFIDENTIAL] in 
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Energy Delivry - Florida 
2002-2003 Business Plan S u m m a r y  

FinanciallResource Plan (cont.) 

Capi ta l  Plan tTdOOsJ * 

Economic Benef i t  

Reg ulat o ty/ 

Detail NIA 

Regulatory Tariff 

Safety  

Economic Benefit 
(Existing Assets) 

Reliability (T&D only) 

R e  place, Refurbish I 
I I 

Revenue Growth  (TAD 
only) 

----+-I- Strategic 

ITlTelecom 

Flee t  

- 

Totats $1 94,900 

. .  . . .  
:: : . :* 

' I .. . . .... . . .:2001:.,::; 
'; projectedi 

Detail NIA 

. .. .I . I .... 

$221,000 

usiness case inclu 

Conneclions per year 
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In a presentation at the Fifih Annual Electric Power Conference, Mr. 

Cavenaugh explained the benefits of the merger: In explaining his 

confidence in achieving the synergies previously announced, he addressed 

five points: I )  the joint marketing arrangement with Progress Telecom (an 

unregulated affiliate of FPC) to grow revenues and build out their fiber 

systems; 2) the purchase by FPC of four synthetic fuel plants and the fact 

that CP&L purchased a 90% ownership interest in two of the facilities. 

(these are unregulated facilities); 3) the building of the Hines Unit 2; 4) the 

authority to organize as a holding company; and 5) that they have a post- 

closing organizational framework. There is no mention of the benefits of the 

merger to ratepayers. 

FPC HAS INDICATED THAT ITS SH-4RE OF THE SYNERGY 

SAVINGS BEF0Ft.E TRANSITION COSTS WILL AMOUNT TO 

$58.7 MILLION. HOW DOES THIS COMP-4RIE TO THE 

ANNOUNCED SYNERGY SAVINGS OF $175 MILLION? 

Although 0P.C through the discovery process requested a breakdown of the 

synergy savings between FPC, CP&L, and their nonregulated affiliates, such 

information was either not available in the form requested, or not provided. 

Nevertheless, I attempted to reconstruct from documents produced by FPC 

and the deposition of Mr. Mark Myers, how the synergy savings and 

revenues would be distributed between FPC, CP&L and their nonregulated 

affiliates. Schedule 2, shows how the total $175 milIion is distributed. As 

depicted on this Schedule, $58.7 million is attributed to  FPC, BEGIN 

CONFIDENTIAL END CONFIDENTIAL is attributed to 
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11  

12 

19 
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33 

CP&L, and the remainder BEGTN CONFIDENTIAL-END 

CONF1DENTIA4L is attributed to Progress Energy's nonregulated 

affiliates. Thus, CP&L and Progress Energy's nonregulated operations will 

receive BEGIN CONFIDENTIAL - END CONFIDENTIAL of the 

synergies and FPC will receive 30.9%, after transition costs. From this 

analysis, FPC is getting a much smaller share of the potential synergy 

savings than CP&L and Progress Energy's unregulated affiliates. The 

percentage of synergies being attributable to the nonregulated operations of 

Progress Energy is greater than their current contribution to Progress 

Enerey's net income. It is also important to keep in mind that some of the 

net income from these nonregulated affiliates is derived from purchases of 

goods and services by FPC. In addition, FPC provides skilled persons to 

assist these unreguiated companies in their operations. The profits and 

potential profits to be earned by Progress Energy's nonregulated companies 

are not due solely to their own efforts. Yet, the majority of the revenue 

synergies estimated from the merger are attributable to Progress Energy's 

unregulated companies. 

Progress Energy is expecting substantial growth in its unregulated 

operations. It is possible that the premium paid for FPC's stock relates to 

the enhanced potential for profits from future unregulated operations. 

According to Progress Energy, it expects its unregulated operations to grow 

to make-up 50% of its revenues by 2004. Originally, this goal was set to be 

met in 2005, but it has apparently been pushed UP - A recent Press Release 
73 
L i  
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21 
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allocation factors to Progress Enerjg ’ s nonregulated affiliates increase 

significantly from 2001 to 2002. For example, Energy Ventures percent of total 

assets for the year 2001 was .05%. For 2002 this factor increased to BEGIN 

CONFXDENTIAL m END CONFIDENTIAL Likewise, Electric Fuels’ 

percent of total assets for the year 2001 was just .01%, but it increased to 

BEGIN CONFIDENTIAL -END CONFXDENTJAL in 2002. For all 

of the norregulated operalions of Progress Energy, the 3,001 allocation factor 

increased fiom 4.83% to BEGIN CONFIDENTIAL END 

CONFIDENTIAL This comparison shows how the norregulated operations 

of Progress Energy were clearly under allocated costs during the projected test 

year. 

I did not modify all allocation factors. I modified those allocation factors 

proposed to be changed by Progress Energy Service as well has a handhl of 

other factors where it appeared the change would not significantly distort the 

intent of the allocation factor. The other factors that I modified are depicted on 

Schedule 10 and are labeled Al ,  A2, A3. 

Schedule 11 of my exhibit shows the change in the amounts allocated to FPC 

using the new updated allocation factors as applied to budgeted 3001 dollars. 

As shown on Schedule 11, if these new allocation factors are applied to the 

2001 budgeted dollars, the amount allocated to FPC would be reduced by 

BEGIN CONFIDENTIAL - END CONFIDENTIAL Because 

FPC did not have infomation analogous to that shown on Scheduie 11 for the 
46 
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10 

projected 2002 test year, J Emslated the change in the amount allocated to FPC 

into a percentage difference for the major categories of expense accounts. For 

example, for the account human resources, the changes that I recommend 

reduced 2001 expenses ailocated to FPC by BEGIN CONFIDENTIAL 

-. END CONFIDENTIAL For each of these major categories of 

expenses, I applied the percentage changes resulting from the 2001 reallocation 

to the amount of expenses allocated to FPC in the projected test year. The 

results of h s  process are shown on Schedule 12. As shown on Schedule 12, my 

recommended changes indicated that costs charged to FPC during the projected 

test year fiom Progress Energy Service should be reduced by $8.0 million. 

1 1  Q. IS YOUR ADJUSTMENT CONSERVATIVE? 

12 '4. Yes. As explained above, although the allocation factors that I recommend 

13 superior to the ones used by FPC, they still tend to under allocate costs to 

14 nonregulated companies of Progress Energy for at least two reasons. First, 1 

are 

the 

did 

16 

17 

18 

19 

20 Q. 

15 not update some of the allocation factors, therefore these costs are allocated as 

they were by FPC. Second, excluding the BEGIN CONFIDENTLM., - - END CONFIDENTIAL fkom the allocation 

allocate costs to the nonregulated companies. Therefore, 

recommend is very conservative. 

ARE YOU REC0iMME:NDING ANY OTHER 

factor tends to under 

the adjustment that I 

ADJUSTMENTS 

21 

22 

23 A. 

24 

RELATED TO COSTS ALLOCATED FROM PROGRESS ENERGY 

SERVICE TO FPC? 

Yes.  I am recommending that the Commission disallow the aircraft expenses 

allocated to FPC in the amount of $1.4 million. In POD 130, OPC requested 
-_ 47 
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Schedule 2 
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Category 
Transmission and 
Customer Service 
Power Operarions 
Nuclear Team 
Energy Ventures 
.4&G 
Total Savmgs 

Disuibution Savings 
Center 

Revenue Synergies 

Total Synergies 
Transition Costs 
Net Synergies 

Zrcent to CPL FPC and Nonregulated 

Nan 
CPL FPC Reauiated Total 

0 

7.2 
5.9 

$ 
$ 
$ 15.7 

- $  4.1 !s ". . *  

58.7 $ $ 175.0 
4.6 
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Florida Power Corporation 
Progress Energy Service Company  
Comparison of Allocation Factors 
200i Bodget and 2002 Budget 

2001 200 I 2002 2002 2002 2002 
Annual 21101 U nd e precia 1 ctl 200 1 A0 A I A 2  A 3  
Lahar yo or'rolai ticad ui0 o f ' i i ~ a i  Assels o/o of'I.otal O/U of  Iota1 Asscts Asscts Assc is  

F a r  t o r  1B idget.  I,nhar Cuirtit l lead Count Bedget (.4) Asscls Assets Factor Fectur 

Progress Energy Holding Company 8 -  - m m r o w -  
CP&l I - Energy Supply - 6 = I - =  - -- 
CPkL - Energy Ilelivery --"I- 

SItS 
N C N C  
ENC'NG 
Monroe Power 
CP& Id Nonregiililted 

FI'C - Enclgy Supply I 1 I ,348,38 I 16 78% 1,413 13.8 IYo 3,379,438.962 I8.68'% 0.0OYu 0 00% 0 O W L  

FPC - Energy Delivery 
F I T  Regulated 

Eltclrlc Fucls 
P i-ogress Te lecam 
FPC Nu1iregulalt.d 

144,632,314 2 I .€IO% 2,586 25.27% 3,4 77,3 4 6,965 19.22% 0 00% 0.00% 0 00% 
$ 245,980,695 38 59% 3,999 39 08% $ 6,856,785,927 37.89% 28.07% 3 0.8 7 Oi6 3 1  44% 30.94% 

l l l Y / l l 2  111 25 Ah1 h f i l l d r e  Schedules \Is S~hedule 111 
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