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Pmgress Progress Energy, Inc. 

PEF Pr0gnsr;FRergYWorida - 
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W f B Y Y O U R E W C A ? F 1 O N M . ~ ~ ?  

I have a Bachelor of Arts in Potiiihd Sciapwrr from the University of Akron, and a 

Juris Docfor from the University of Akmn, school of Law. 

PuuGEwEscRlf# YOUR e-. 
I have 27 p a r s  of experience in the energy Mduslry (both in gas and electricity 

maccerS) This indudes particip.(ion in various rasulstwy pmwedmg ' s. More 

Wmution h providedh- A. 

4 

J.POLLOCK 
I N C O R ? O R L ~ E O  

FPSC-COMHISSION CLERK 



11 A 

12 
13 

14 

15 

16 

17 

18 

19 

20 

21 

3 

J.POLLOCK 
I M C O R P O R  A 1  ED 



In re: Petition for Increase in Rater by 
Progress Energy Florida. 

TESTIMONY A M I  EXWITS OF 
MARTN 3. MAW 

ON BEHALF OF 
THE FLORIDA WDUS7RIAL POWER USERS QROUP 

DOCKET NO. osdoYS-€I 
Filed: August W, 2009 
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Vkki Qonlon Kaufman 
Jon C. Moyk, Jr. 
Kaaf. Anck41, Owdon 6 Moyle, PA 
118 North @adden Stmt 
Tallahassee, FkMa 32301 
Td.pholu: 860401-3620 Td.p)rocra: 81S48&8@65 
Facsimile: 6SO.Wl6708 Facsimh: 8 i a a z i - i m  

John W. Mcwh*trr, Jr. 
MaWWbr Law Firm 
400 N. T- St, a4w 
P.O. eex 9 m  
T a w ,  FL 1~~ 
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Second, I am r- . $1825 mi#ion of adjusknmts IO exdude 

incentive compensrtion h t  is Bpedlically targeted to achieving finandsl goals. 

This indudes all of h e  exeatthe/- wmnhve cocap.nra(ion 

and 50% of (he inu~Uve compensation for other RHn;rgecmnt and now 

manegemant e f W Q P S .  Gats benOF6 f-3r-s (- CoonPnY) 
sharehotdemand ChwklROtbe wssidkadby PEF Wepqefs. 

Fir\*, PEFr pmpxed $#O ndlllon incmase m SMUsl c a n & b f h s  k~ 

the stm msew should be rajected bemuse Ihe coIc(M( $133 mttlbn rtonn 

reserve balance is swlhcient to cover &I but the most seerlous of rlmn events. 

PEF's proposal clearly violates the Commission's exirting kpmeurrek, vvhich is 

pmckcated upon a mWawted approach to hrndiq~ stamt damage. This 

approach does not rety sokity on (he stoml reserve acchlal to pmwde wwqe 

for ston damage Even without any additional contributions, the stem nsew 

is adequate to provide coverage for tha estmated annual average iors tor the 

next eigM years Thus, contribubons shouM cease 
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Stecms and Other Pd- 
Maintetmce Expense 

I 

A simdar spike is pro)acted in test year transmission snd distribution OBM 

expenses, as shown below. 

TFenomission & Distrtbution 
AAaMenmEnce Expense 

$lH,He 

sw.He 
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The test year spikes hishfisht the need for the Commission to care(ufly review the 

overail expenses rellected in PEPS !est year. 

M) You #AWE ANY owen CQtKzRUs lwMm4tW PEPS 2g)O %EST 

WAR 

Yes. Tbe 2010 was pwpamd in 2008 as pad of a two-yeaf hdget 

(oirec, Ts+timOnyoffWer Toomy st W). I wowltt FlQt e m  tert year 

expensesM be ehe actual expanses uRderwhichPEFopera(as in20to. In my 

experiem, corporations go bough am awuml bud@ p~leess (br pwpocss of 

estabti&targ operating budgets for the upcoming year. Fuflhef, @&+XI the 

chel)engi economic times, it MKlM be m8Sarabk! lor PEF to have Selnkm1 

or even quwterly reviews of the exism budget, with senior management putting 

presswe on #le VMKK~S opmting groups or depdwbwnls to redtm e m s  

in order to msinta#l or h a s e  o v e d  e- to OhwehWers. In fad, Mmk 

Mulhem-Uuef ' Financial Officer d plDBnos Energy, Inc. (the pmnl of FrEF), in 

a pre- ' to analysts and inveS(0n made at Progress Energy tnc '6 AMiySt 

and lnvesbr Day on Folwuery 27.2- (hat mere was sienlclcpnt "be8 

bghtmimg etlorts lndetway .kna l&tl am ea& to redutx 2Cw budpts. Given 

. .  

the ament emnomic cmdilmn . s, there wt# mere than kk&y be a slRlilsr dkwt 

dinclad at 20% expendikmr (see: http //www proaress- 

enemv corn/investors/newsevents/webcasts/index.asD) 
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18 R W Y  THAT THE ~~S fflTws 

WIU WWAW t#4 W E C T  BEYOW) WWT 

Yes Given that them are I)O substantial gsneiation & J i l i s  impooting) base 

rates unt# 2011, the proposed kvMt sales levels mfleued m the fUing and PEFs 

history of rate requests, I bebve that any rate change approved by the 

Commission will likely FOW& in place for a minimum of three years, if not longar. 

TW makes it importan( fhat the sales @#ling determinants) anfJ expenses be set 

at a level Wt will res& in b t  and reasonable rates for a perbd beyond 2010. 

12  
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1 
2 
3 

$15 mWin adjustment to Steam and O(her OeabFetion 
Maintenance expenses. 

Each of the proposed adjustments is discussed in greater detdf bekw 

4 

5 a  
6 A  
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9 

10 

1 1  

12 Q 
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14 A 
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16 Q 

17 A 

18 

19 

20 Q 

21 

22 A 

Mow MUCH MAS PEF INCLWJED IN THE RESfECTWE ACeouHpfs FOR 

THE 2610 T-1 YEAR? 

E x W  MJM-1 shows budgeted amounts for the tart year of $ t l . B  mi#ion m 

Account 571 and $45.8 million for Account 593. 

13  
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22 

management related to certain Commission Wt ivec par(eining to hurricMle 

preparation and storm hardening. 
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I 2006 2007 Mos ZCUt3 10-10 

(MF R S&&&B C-6). 

Sm&fly. as shown in the table below, Account. 571 costs increased by $3.8 

minion (47%) from 2009 to 2010, and $4.5 million (62%) highor than the 2- 

2009 avenge ocpaplses, as shown in EshW M a - I .  

I S  
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1 Gwen that the IVM program was approved end hp&men(ed in 2006, B 

2 substantial cost i m a s e  sttwld not only r\ow be fekded in the test year 

3 expenses. Infad,com;paringecblsflo~experrreronMFRC6for(he 

4 Iwo acmunts, it is &arthat there has aIm8c4ybeen a subimtd ’ increasein 

5 costs for maintenam of ovdtead tines h 2007. 

6 This spike m overhead tine expense cfe8Ws a separaie question. Did 

7 PEF irnpkmmt (he IVM in 2008 as daifwd nd lhe .loFn, kwdfsiq PpOBram 

8 folkwing Commission approval in 20077 If sa, should no( be a spike in 

9 overhead tine maintenance in the 2010 tett year. The cost itweases assodated 

10 with those progrpms should be retkded in PEPS actual 2008 and 2009 bud@et 

11 expenses. Thus, the proiectad inuease in test year costs cannot be exptaimd 

12 by the IVM and storm hardahg pfagrams Ttwekwe, I Fecmwmd M t  2009 

13 bvds be used for the test year expanses (or A c m e  571 and 593. This would 

14 reduce O&M expenses by $3.75 miWion for Accoun4 571 and $139 million for 

1s Account 593. 

20 Production Alalnteneoca expenses are $114.1 Adykn. 
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1 Q  

2 A  
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4 Q  

S A  

6 
I 
8 
9 

10 
11 
12 
13 
14 
I S  
16 
17 
18 
19 

20 Q 

21 

22 A 

23 

24 

25 

26 

WAS THE CR4 OUTAtX tXWU4AU7 V POR WE E S T  WEM7 

No The CR4 outage was moved to 2010 kom a later Urne period (rOmetirne 

afler 2010). (DNect Tes-y of Davrd sorrjck s( 27). 
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8 Q  

9 A  

10 

11 

12 

13 

14 

15 

16 

Am vM#s@ ANY 0#4a w s v  Cosvg? 

Yes PEF has iRcluded a $5.3 m#on do#ar expense fw "emerging equipment" 

costs and other items. In reviewing the Testimony of Company Mn@ss Sonick 

and PEF's Response to OPC InielTogatOry No. 260, I emxMe that (ha amount 

is a contnngency put in to preserve options. In response to OPC hterrogatory 

No. 260, PW indicates that "This funding would be used for forced 

repairs or to take advantage of opportunities to enhence tha fleet " From this 

statement I can only conclude that the amount is a "conttnwncy expense" - 
wmihing placed in the budget in case expense estimates are too low. 
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represent a 17% increase over PEPS 2509 b-t md a 36% increase over the 

four- year average (2006-2010) expense. E x M  W W  h@h&Ms lhe various 

levels of Steam and OLher (3enanron . ucpPrwes. 

28 
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1 

9 Q E5 PEF QRopo~No TO R€co\ceB COSTS *K;uBRED WJQER V W S  

WXhtTWE COWENSATW pBo6RAM8 #J @$AS€ RATES? 

Yes. In this promeding, PEF has ptuposed to indude a total of $33.9 million Of 

incentive compensation in labor costs as a test year expense (MFR Schedule 

10 

1 1  A 

12 

13 c-35). 

2 1  
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6 

7 
8 

9 
10 

11 

12 

13 

disallowances related (0 incenuVa canpenso(a n: 

$2.6 m&km of M v e  wmpmabm ' ~ f o r e x e w t i v e s  
and senw mamgew& (exewtives). 

olher mmgemed and m-Rlent. 
$ 1 5 . S a \ i # k n ( o f 6 0 % ) a f . l h s ~ ~  ' appkabbto 

My recommendation would reM in an overatl rwiwkon . inirwmtiw 

compensation of $18.25 miltion hwn the level shown on sdreduce MFR C-35. 

See, Exhibit MJM-4. 

14 Q W M T  IS THE BASS FOR Y M  RecoMur&mMtlohM 

15 A 

16 

17 

18 

19 Certah level of EPS. 

AM of the executive/smmr ma~gement inceRlkre compenssbion 16 COnhgent 

and based upon the 0wimgs (operati% income or eamings per share (Em)) ob 

Progress. In the case of other nwru@ment and nowmwagment empbpes, 

at least 50% of the wxntive compenslEtion 16 based upon Pm@mss achiovng a 

23 A FZF has several inantiw ' n plsns: (1) the Ex.ar(iw bnwdva W.n 

24 (EIP), which ap-s to Exeartiver, (2) the Senior Pe&mmoe 

22 
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4 Q  

5 

6 A  
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8 
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10 

11  

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Sub-share Plan, which epplies (0 senior mafmgers, (3) the Merugenmt 

Incentive Wnqmwth Pkan (MICP), which applies to other managen, and (4) 

the Empbyae corh hmntive Plan (WP), whidr applies to all othef8mpbYOes. 

23 
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1 Q  
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3 A  
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9 Q  

10 

11 A 
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13 

14 

15 

16 Q 

17 

18 A 

19 

20 

21 

WHY W M E  CONW&XFVT MAT- OF ?WE BAYMWT A?d WP@RTANT 

C w m T a W  lW2 RA?E fifimtw-rn? 
PEF IS assunt#rg that at# goals and objeotives WYI be met, and it wiii make the 

payments. By definkn, a mntiqmt payment k one that may not be required. 

I n w M  co~npanrclti by daf#litii is not guaranteed. As rwch, the indusion of 

100% of h potcntkrl incentive compensation do#m simply pmvides a ktnd that 

management may choose to use to boost earnings. 

3s 
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4 Q  
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6 A  
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10 
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18 
19 
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21 

22 

23 

24 

25 

bewen s h a m r s  end mnaeement To the extent that employees are 

Mi paid for enhancing value to shareholders, it is shareholders wat should 

bear4heovenll- ” OfSUChcoSts 

6 M#v FOR E x a m  A P€m- w 
c€wmwA-~-BAws? 
Yes The pir$Lic W i l y  Csnt~woion d Texas (PUCT) has dWdbwed yto portion 

ofilwmbve . ~ ( i e d t o c o ~ ~ O b j e * S . ( s e e , ~ ~  

of AEP Texas GsR@& Company for Au(ho&y to CJ?an@e Rstes, PUCT Docket 

No. 26840, Final Ordsr issued Avgust 15, 2005 a! p.n@mpt%s 164-190.) 

Spec#lcllHy, in the AEP CenhI case, the PUCT pemdtterd induokn of the 

incentive comapenration to the extent that it was tied to operational factors. To 

the extent ttm campemtien was tbe muit of W i a W  measures, the paymemi 

was viewed as beMic&l to sharehdders and not ratepayers. In pmnMn~ some 

recovery of inoantive umpensW ’ n. Ute PUCT conduded: 

27 
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3 Q  

4 A  

5 
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1 

8 

9 Q  

10 A 

1 1  

12 

13 Q 

14 A 

15 

16 

17 

18 

19 

WMAV 6 WE Cl#%RE#T S T W M  R e S R V €  LWt5l? 

The balance in the reserve is approximately $133 million This takes into 

acDaMt Tropicel Stom Fay e%per~ses of approxiFRetdy $10 million, whtch had 

not bean oharpd to the stm reSeNe 8s of last March 
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1 bome by FPL's eusbmem. ihe wstomcm represented in this 
2 prockechg have made dear that they would rether pay to fund the 
3 Reseae to a lower level ROW and risk fuhm rate volatilii than pay 
4 to fund the Reserve to a higher level before future storm 
5 resw-afwl ' cmtshavebeenkwurred. ( 1 n r e F l w i d a p O W e r L ~  
6 C m y ,  FPSC Order No P6C86646CFOF-EI, af pafagraph 
7 57). 

8 

9 

10 

11 eftarthec4amgeocarrs 

As such, PEF is at li((le or ry1 nck for remuaring storm feskmtion costs 

regardkss of the amwn( in the stam reserve Put simply, fmtn a ratepayer 

pmpe&ve, the qmrlion is when to pay fer the cost of resloretion - before or 

12 

13 Q 

14 ST- RESERVE? 

15 A Yes. PEF is proposing a $10 million increase in annual contributions. This 

16 would raise the cwent 8nnuaI amNal from $6 miflion to $16 million per year. 

17 This is a si@Micant iremaso @en that PEF currently has a $133 million storm 

18 reserve. 

Is PEF PWPWWJG AN kNCRMSf5 tN THE ANhlUAL ACCRUALS FOR 1723 

3 1  
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1 conMbutions to the storm reserve shou!d cease. 

2 Q  

3 A  
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13 Q 

14 

15 A 

16 

17 

18 

19 

32 

J.POLLOCK 
l N C O l P O R A T f D  



1 Q  
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3 A  
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10 
11 

12 Q 

13 

14 A 

15 

16 

17 

18 

19 

20 

21 

Mr. Ham& qtmWes the EAL usmg a long-term (100 year) analysis of storm 

dum-. Hk analysis indudes a# storms, including the most severe stom, to 

affect WF's service temtory, the 1921 Category 3 hwriccmne that made landfall in 

Pinelks County. The EAL for all levels of storms is approximately $20 million per 

year, with a $16.4 miwiOn ave- expected charge to the resew (W. at 6) 

Over the #est- yeam. PEF has charged less lhan $13 m i M  (br tot@ to (he 

merve, as shown m E&MI U - 6  T k  equates to a IhR.-year of 

$4.3 million. 

aa  
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6 Q  

7 

8 A  

9 

10 

11 

12 Q 

13 

14 

15 A 

16 

17 

IS 

19 

20 

21 

22 

ExfXdamxp- " ' s for various damage kvels up to and in excess of $310 

million. A c c o r d i  to the Study, there is a 3.3% probrbivty that there wiU be 

damage in any MB year thpt exceeds Vle cwmd m- level d $133 nrilion. 

tn ether wards, a rtaffn in(lidkrg damap in an amount ofapproxirrletaty $*30 

lnillion is likely to o c ~ o n w  every 33 years. 

34 
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5 Q  
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7 A  

8 Q  
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10 A 

11 

12 

13 

14 

I5 

16 

17 Q 

18 

19 A 

20 

21 

22 

designed to provide for coverage for a i  storms deunage. Such a %wst case' 

approach is only necessary if the stwm reserve and assodated acuual are (he 

only means by w h i  a utility is W e  to obt& cove- tor hw 

stonns. 
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22 

WHAT #STME *ACT o# WE SPMtM 

STOPPED? 

Over h e ,  4he level of the msewe will dedine. b43wever. absent a dhea m e  in 

the most popuiated portion of PEF’s service tenitory, or the once in every 33 

year storm ocmi-rem causiryp over $+XI -on in d a m ,  the current reserve 

balance is s W n t  to cover tha E4L for the next ei@ years. If losses remain at 

the levels experienced over tho 2000-2006 period, the current reserve is m 

than CapaMe of supporting citorm recovery for 30 years, without any knther 

rakpaver- ‘ ‘Ons 

IF ACC#tU&S ARE 
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5 Q  

6 A  

7 

8 
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10 

11 

12 

13 Q DOES THIS COWCLUBE YOUR TEWMMONY? 

14 A Yes, L does 

as  
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16 

17 

18 

19 

20 
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a. 
A 

Q. 

A 

a 
A 

K A  
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Most recently I have testifid at the Fhida Public Servics CMnmission, 

and I was a presenter at two FERC conferences, Price Dixovwy in Natural Gas 
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1 571 Ovet#ead lines - T- $7s072 $7,041 58,932 $8,056 StT.810 $7,275 46.60% 62.33% 

2 583 OvslaeadLmss-IXsWkdm $31,190 $30,541 tta.818 W3f.852 $6,838 S30,W 43.91% 4 8 . W  



$93-487 $67,608 $76,350 $81,840 5111,130 $7Q,572 35.79% 57.4?% 



- 2eQI Budget 2010 Test Year FtPW 
T W W  





tn) tr) 
Albert0 $1.025 
EfRl3SkJ 61,Q@3 

Tornado $1,055 

Fay $9,%70 

$12,958 

$4.319 



Docket No. 09007S-EI 
Test Year Maintenance Expense 
Exhibit MJM-1 

PROGRESS ENERGY FLORIDA 

lD8tfar Amomts in SOW) 
Actual arid Overhead Utes Fhlntanance Expense 

ZOlU Percent 
Actual Expenses Bubgeted Exp.nscls Avallga IncNase to 

1 571 Ovemead Lines - Transmission 57,072 $7,041 $3,932 58,056 $ i i , s io  57.275 46.60% 62.33% 

2 593 Ovehead Lines - Distribution 531,190 $30,541 529,aia $31.852 w5,83a $30,850 43.91% 48.58% 

Source: MFR Schedule C-6 
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Docket No. OSM17BEI 
Test Year Nlrintenance Expense 
Exhibit MJM-2 

PROGRESS ENERGY FLORIDA 
Production Maintsnsnce Expense - Actual vs. Projected 

[Datlr Amounts In 0000's) 

2010 Percent 
Actual Expenses Budgetad Expenses A- henna to 

N f O  206C-zQ(H aQO3 Avefage - Lkn Description 2006 2007 2008 2009 

(1) (2) (3) (4) (4 E44 (7) (9 

1 Steam Generatiin 540.978 548.034 $42,104 $48,772 $58,819 $44,472 20.60% 32.28% 
2 Nudear Generation $31,308 $34,076 $32,943 $37,966 $38,009 $34.013 0.11% 11.55% 
3 Other Generation 
4 TotalOeneration 

$28,100 58.19% 100.43% $15,509 $21,575 $34,246 $33,068 $52,311 
$61,793 $101.685 $109,293 $119,808 $149,139 $104,644 24.48% 42.52% 

$10,572 35.79% 57.47% 5 Stem and Other Ganefation $56,487 $61.609 $76,350 $81,840 $1 11,130 

Source: MF& Schedule C 5  
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Docket No. O9007S.EI 
Test Year Maimbmuai Expense 
EXhW MJMJ 

20w-200s 2W8 Budget 201Q Test Year F W G  A4justed 
Average Test Year 

- Line S t r . m . n d O t b W G e W 3 M h I m  Roh Amsw 

1 2006-2009 Average $70,572 

3 2010 Test Year $11 1,130 
2 2009Budget $81,840 

4 Recommended Adjustment $IS.qW 
5 FIPUG Adjusted Test Year $96,130 
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PROGRESS ENERGY FCWWA 

1 

2 Minus Senior Executive Compens&on* 

Total Incentive Compensation from Scheduk MFR G35 $33,886,020 

$2,619,190 

3 Incentive Compensaton Manawment I **Management Employees $31,266,830 

4 50% of ManagernenVNon-Management Incentive Compensation $15,633,415 

5 Disallowance (Line 2 + Line 4) $18,252,805 

* From Response to OPC Interrogatory 3% Confidential. Note the cited amount is not 
confidential. 
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VI 

1 2006 
2 2006 

3 2007 

4 2008 

5 Total 

6 AnruulAversge 

(2) (3) 

Albert0 $1.025 
Ernest0 $1,008 

Tornado $1.055 

Fay $9,870 

$12.958 

$4,319 

Souce: PEF Recpwlse to OPC lntermgatory Set 3 No. 109 
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