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Q.
Please state your name and business address.

A.
My name is Javier Portuondo.  My business address is P.O. Box 14042, St. Petersburg, Florida 33733.

Q.
By whom are you employed and in what capacity?

A.
I am employed by Progress Energy Service Company, LLC as Director of Regulatory Planning.

Q.
Have your duties and responsibilities changed since you last testified in this proceeding?

A.
Yes.  I am now responsible for regulatory planning, cost recovery and pricing functions for both Progress Energy Florida (PEF or Company) and Progress Energy Carolinas.
Q.
What is the purpose of your testimony?

A.
The purpose of my testimony is to describe PEF’s Fuel Adjustment Clause final true-up amount for the period of January through December 2005, and PEF’s Capacity Cost Recovery Clause final true-up amount for the same period.
Q.
Have you prepared exhibits to your testimony?

A.
Yes, I have prepared and attached to my true-up testimony as Exhibit No. __ (JP-1T), a Fuel Adjustment Clause true-up calculation and related schedules, Exhibit No. __ (JP-2T), a Capacity Cost Recovery Clause true-up calculation and related schedules, and Exhibit No. __(JP3-T), Schedules A1 through A9 and A12 for December 2005, year-to-date.
Q.
What is the source of the data that you will present by way of testimony or exhibits in this proceeding?

A.
Unless otherwise indicated, the actual data is taken from the books and records of the Company.  The books and records are kept in the regular course of business in accordance with generally accepted accounting principles and practices, and provisions of the Uniform System of Accounts as prescribed by this Commission.

Q.
Would you please summarize your testimony?

A.
Per Order No. PSC-05-1252-FOF-EI, the projected 2005 fuel adjustment true-up amount was an under-recovery of $315,692,056.  The actual under-recovery for 2005 was $316,077,111 resulting in a final fuel adjustment true-up under-recovery amount of $385,055 (Exhibit No. __ (JP-1T)).


The projected 2005 capacity cost recovery true-up amount was an under-recovery of $11,616,464.  The actual amount for 2005 was an under-recovery of $12,197,740 resulting in a final capacity true-up under-recovery amount of $581,276 (Exhibit No. __ (JP-2T)).  
FUEL COST RECOVERY

Q.
What is PEF’s jurisdictional ending balance as of December 31, 2005 for fuel cost recovery?

A.
The actual ending balance as of December 31, 2005 for true-up purposes is an under-recovery of $316,077,111.

Q.
How does this amount compare to PEF’s estimated 2005 ending balance included in the Company’s projections for the calendar year 2005?

A.
The actual true-up attributable to the January - December 2005 period is an under-recovery of $316,077,111 which is $385,055 higher than the re-projected year end under-recovery balance of $315,692,056.  
Q.
How was the final true-up ending balance determined?

A.
The amount was determined in the manner set forth on Schedule A2 of the Commission's standard forms previously submitted by the Company on a monthly basis.

Q.
What factors contributed to the period-ending jurisdictional under-recovery of $316,077,111 shown on your Exhibit No. __ (JP-1T)?

A.
The factors contributing to the under-recovery are summarized on Exhibit No. __ (JP-1T), sheet 1 of 7.  Net jurisdictional fuel revenues fell below the forecast by $62.8 million, while jurisdictional fuel and purchased power expense increased $169.1 million.  This $169.1 million unfavorable variance is primarily attributable to escalating fuel costs throughout the year which not only impacted PEF’s generation expenses but also the cost of power purchases.  The $316.1 million also includes the deferral of $79.2 million of 2004 under-recovery approved in Order No. PSC-04-1276-FOF-EI.  By combining the differences in jurisdictional revenues and jurisdictional fuel expenses, and the 2004 deferral, the net result is an under-recovery of $311.1 million related to the January through December 2005 true-up period.  When interest of $5.0 million is included, the actual ending under-recovery balance is $316.1 million as of December 31, 2005.

Q.
Please explain the components shown on Exhibit No. __ (JP-1T), sheet 4 of 7 which produced the $208.4 million unfavorable system variance from the projected cost of fuel and net purchased power transactions.

A.
Sheet 4 of 7 is an analysis of the system variance for each energy source in terms of three interrelated components; (1) changes in the amount (MWH's) of energy required; (2) changes in the heat rate, or efficiency, of generated energy (BTU's per KWH); and (3) changes in the unit price of either fuel consumed for generation ($ per million BTU) or energy purchases and sales (cents per KWH).

Q.
What effect did these components have on the system fuel and net power variance for the true-up period?

A.
As shown on sheet 4 of 7, the dollar variance due to MWHs generated and purchased produced a cost decrease of $11.6 million.  The primary reason for this favorable variance was lower system requirements.

The unfavorable heat rate variance (column C) of $11.7 million is primarily due to generation mix.


The unfavorable price variance of $208.3 million (column D) was caused by price increases of most system resources.  Coal prices were higher than estimated mainly due to higher commodity prices and rail freight costs in 2005 contracts.  Actual natural gas and light oil prices continue to surge over projections due to limited excess production and refining capacity.  To mitigate some of this price risk and volatility, PEF entered into hedging contracts.  Increases in fuel prices also contributed to higher amounts paid for power purchases.  In addition, escalating coal prices resulted in higher energy payments to qualifying facilities (QF) since nearly all the contracts are tied to coal unit pricing.

Q.
Does this period ending true-up balance include any noteworthy adjustments to fuel expense?

A.
Yes.  Noteworthy adjustments are shown on Exhibit No. __ (JP-3T) in the footnote to line 6b on page 1 of 2, Schedule A2.  These adjustments include interest associated with inadvertent overpayments to QFs and a FERC Compliance Audit refund.  A deduction for principal associated with the overpayments to QFs is reflected in the year-to-date under-recovery reported on line 11, page 2 of 2, of Schedule A1 (Exhibit No. __ (JP-3T).  Also included in the footnote to line 6b on page 1 of 2, Schedule A2, is depreciation and return associated with Hines Unit 2 as authorized in Order No. PSC-02-0655-AS-EI.  

Q.
What was the total amount of overpayments made to PEF’s Qualifying Facilities? 

A:
PEF inadvertently overpaid $6.1 million to QF’s from August 2003 through August 2004.  This amount does not include $143,518 of cumulative interest from August 2003 to May 2005 due retail ratepayers for the overpayments.  

Q:
When was this amount refunded to PEF’s retail ratepayers?

A:
PEF deducted the $6.1 million principal and $143,518 cumulative interest amount from its retail fuel cost under-recovery in May 2005.  This reduction is reflected in the $316.1 under-recovered fuel balance at year-end 2005.

Q.
What was the total amount of the FERC Compliance Audit refund and how was this amount allocated between Progress Energy Carolinas and PEF?

A.
The total refund resulting from the FERC Compliance Audit was $5.5 million.  This amount was allocated based on 2004 MWH sales.  This methodology resulted in $2.4, $.5 and $2.6 million allocated to North Carolina, South Carolina and Florida, respectively.
Q.
When did PEF refund the $2.6 million to its retail ratepayers?
A.
PEF deducted $2.6 million from its retail fuel cost under-recovery in May 2005.  This amount is reflected in the $316.1 million under-recovered fuel balance at year-end 2005.


Q.
Did PEF’s customers benefit during the true-up period from its investment in Hines Unit 2 previously approved by the Commission?

A.
Yes.  Actual 2005 system fuel savings for Hines Unit 2 was $131,515,173. Total system depreciation and return was $41,558,153.  This results in a net system benefit to customers of $89,957,020 (Exhibit No. __ (JP-1T), sheet 7 of 7).


Q:
What was the cumulative net system benefit to customers from PEF’s investment in Hines Unit 2 from its in-service date through December 31, 2005? 
A:
Total system fuel savings for Hines Unit 2 from December 2003 through December 2005 was $181,575,260.  Total system depreciation and return for this period was $83,723,818 resulting in a cumulative net system benefit to customers of $97,851,442 (Exhibit No. __ (JP-1T), sheet 7 of 7).
Q.
Does the final true-up ending balance contain any incremental costs related to storm events during the 2005 hurricane season?

A.
Yes.  The final true-up ending balance includes $48,152,742 in incremental costs related to the 2005 storm season.   

Approximately $1.1 million of incremental coal costs were incurred for diversions of both domestic barges and foreign vessels to alternate terminals as a result of limited operations and force majeure measures invoked by International Marine Terminal (IMT) due to Hurricanes Katrina and Rita.  The diversions of coal barges and vessels spanned nearly 3 ½ months as IMT struggled to regain normal operations.  PEF used Tampaplex, IC Rail Marine Terminals and Mobile River Terminals as alternate facilities to unload and reload foreign coal deliveries into gulf barges for delivery to Crystal River.  PEF used Associated Terminals to perform midstream transfers of river barges to cross-gulf barges in order to maintain deliveries of domestic coal supplies.  PEF believes that it prudently incurred the $1.1 million in incremental coal costs in order to maintain inventory levels and avoid disruptions in coal plant operations.  No incremental fuel costs were incurred for rail shipments of coal to Crystal River as the hurricanes did not impact CSX operations. 

Approximately $47.1 million of incremental costs were incurred for natural gas and No. 6 fuel oil.  These incremental fuel costs are explained further in the direct testimony of Pamela R. Murphy. 
Q.
Has the three-year rolling average gain on economy sales included in the Company’s filing for the November, 2005 hearings been updated to incorporate actual data for all of year 2005?

A.
Yes.  PEF has calculated its three-year rolling average gain on economy sales, based entirely on actual data for calendar years 2003 through 2005, as follows:










 Year 
 Actual Gain 





2003

$ 9,844,761





2004

   5,330,652





2005

   1,703,378


 Three-Year Average

$ 5,626,264
Q.
Order No. PSC-02-1484-FOF-EI, issued in Docket No. 011605-EI, requires each utility to include in the final true-up each year all base year and recovery year operating and maintenance expenses associated with financial and physical hedging activities.  What were the base year and recovery year O&M expenses associated with hedging?

A.
There were no base O&M expenses associated with hedging activities; however, incremental O&M expenses incurred in 2005 attributable to net new personnel assigned to physical and financial hedging were $50,618 (Schedule A2, page 1 of 2, footnote to line 6b).  
CAPACITY COST RECOVERY

Q.
What is the Company's jurisdictional ending balance as of December 31, 2005 for capacity cost recovery?

A.
The actual ending balance as of December 31, 2005 for true-up purposes is an under-recovery of $12,197,740.

Q.
How does this amount compare to the estimated 2005 ending balance included in the Company’s projections for calendar year 2005?

A.
When the estimated 2005 under-recovery of $11,616,464 is compared to the $12,197,740 actual under-recovery, the final net true-up attributable to the twelve month period ended December 2005 is an under-recovery of $581,276.
Q.
Is this true-up calculation consistent with the true-up methodology used for the other cost recovery clauses?

A.
Yes.  The calculation of the final net true-up amount follows the procedures established by the Commission. 

Q.
What factors contributed to the actual period-end capacity under-recovery of $12.2 million?

A.
Exhibit No. __ (JP-2T, sheet 1 of 3) compares actual results to the original projection for the period.  Actual jurisdictional revenues were $11.5 million lower than projected revenues due to lower retail sales.  Actual jurisdictional capacity expenses were $.5 million higher than projected for various reasons.  A $1.4 million increase in capacity expenses resulted from CP&Lime purchases that were not included in the original forecast.  A $4.0 million increase in capacity expenses was due to additional Southern Company UPS costs specified in the contract.  These increases were offset by a $5.7 million reduction in capacity expenses due to some QF’s not meeting capacity commitments as specified in their contracts, and a $5.9 million reduction in capacity expenses that resulted from the cancellation of a summer peaking purchase due to transmission constraints.  Offsetting the lower capacity payments were additional incremental security expenses of $3.8 million mainly due to carry over of 2004 Maritime Transportation Security Act projects to 2005, and, $1.8 million of lower transmission revenues due to lower economy sales.  An interest provision of $.2 million also contributed to the total under-recovery of capacity expenses.
Q.
Were there any items of note included in the current true-up period?

A.
Yes.  In Order No. PSC-02-1761-FOF-EI, issued in Docket No. 020001-EI, the Commission addressed the recovery of incremental security costs through the capacity cost recovery clause.  Exhibit No. __ (JP-2T, sheet 2 of 3) includes incremental security costs of $6,124,772 (system).

OTHER ISSUES

Q.
Has PEF confirmed the validity of the methodology used to determine the equity component of Progress Fuels Corporation’s (PFC) capital structure for calendar years 2004 and 2005?

A.
Progress Energy’s Audit Services department reviewed the 2004 annual comparison of PFC’s revenue requirements under full regulatory treatment to revenue requirements using an equity amount of 55% of net long-term assets (short cut method).  The Commission issued Order 92-0347 which requires this comparison to be performed annually.  The analysis showed that for 2004, the short cut method resulted in revenue requirements which were $86,047 or .026% higher than revenue requirements under the full regulatory calculation.  This analysis confirms the appropriateness and continued validity of the short cut method.  We believe the methodology used to determine the equity component of PFC’s capital structure for 2005 has been properly applied; however, an audit to validate the calculation is not scheduled for completion by Audit Services until the end of the 1st quarter of 2006. 
Q:
How did PEF recover 2005 Waterborne Coal Transportation Services (WCTS) costs pending the Commission’s review of the new WCTS contracts?

 A:
If new WCTS contracts were not approved by January 1, 2005, the Stipulation and Settlement in Docket No. 031057-EI specified continued use of the 2004 settlement rates until Commission approval of these contracts or market proxies.  However, PFC billed PEF at actual WCTS rates, which were lower than the 2004 settlement rates.  It was in the best interest of ratepayers for PEF to recover these lower costs pending Commission’s review of the new WCTS contracts. 
Q:
Were any adjustments made to WCTS costs billed PEF?
A:
Yes.  PFC over-billed PEF $236,111 by inadvertently charging a FOB mine transportation rate for FOB barge coal.  PFC issued a refund check to PEF for the total amount of the over-billing in November 2005.  This amount was included as a reduction to the ending cost of coal inventory on PEF's November 2005 Schedule A-5.  

Q:
Have you provided Schedule A12 showing the actual monthly capacity payments by contract consistent with the Staff Workshop on January 12, 2005?
A:
Yes.  Schedule A12 is included in Exhibit No. __ (JP-3T)).  

Q.
Does this conclude your direct true-up testimony?

A.
Yes
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