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Q.
Please state your name and business address.

A.
My name is Javier Portuondo.  My business address is Post Office 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, in the capacity of Director, Regulatory Services – Florida.

Q.
Have your duties and responsibilities remained the same since you last testified in this proceeding?

A.
Yes. 

Q.
What is the purpose of your testimony?

A.
The purpose of my testimony is to describe Progress Energy Florida’s (Progress Energy or the Company) Fuel Cost Recovery Clause final true-up amount for the period of January through December 2003, and the Company'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 four-page true-up variance analysis of the difference between the estimated true-up balance (based on the Company’s February 18, 2003 Mid-Course Correction) and the actual period-ending true-up balance.  My Exhibit No. ___ (JP-2T) contains the Capacity Cost Recovery true-up calculations for the January - December 2003 period.  Exhibit No. ___ (JP-3T) presents the revenues and expenses associated with the purchase of the Tiger Bay facility approved in Docket 970096-EQ and the corresponding amortization.  In addition, I will sponsor the applicable Schedules A1 through A9 for December 2003, period-to-date, as previously filed with the Commission.  For ease of reference, the schedules are attached as Exhibit No. ___ (JP-4T).

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.

FUEL COST RECOVERY

Q.
What is the Company's jurisdictional ending balance as of December 31, 2003 for fuel cost recovery?

A.
The actual ending balance as of December 31, 2003 for true-up purposes is an under-recovery of $211,227,688.

Q.
How does this amount compare to the Company's estimated 2003 ending balance included in the Company’s approved Mid-Course Correction for the calendar year 2003?

A.
The final true-up attributable to the January - December 2002 period was an under-recovery of $66,271,472.  Pursuant to Order No. PSC-03-0382-PCO-EI approving the Company’s 2003 Mid-Course Correction, Progress Energy collected $28,493,826 of this 2002 under-recovery in 2003 along with all of the estimated under-recovery.  This leaves the remaining 2002 under-recovery of $37,777,646 as the estimated 2003 year-end balance in the approved Mid-Course Correction.  The portion of the $211,227,688 actual 2003 year-end balance attributable solely to calendar year 2003, after subtracting the remaining 2002 under-recovery, is an under-recovery of $173,450,042.

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 $173,450,042 shown on your Exhibit No. ___ (JP-1T)?

A.
The factors contributing to the under-recovery are summarized on JP-1T, Sheet 1 of 4.  Jurisdictional fuel revenues fell below the forecast by $11.0 million, while jurisdictional fuel and purchased power expense increased $161.8 million.  This $161.8 million unfavorable variance is primarily attributable to escalating fuel prices throughout the year which not only increased the Company’s generation expense but also affected the cost of power purchases.



By combining the differences in jurisdictional revenues and jurisdictional fuel expenses, the net result is an under-recovery of $172.8 million related to the January through December 2003 true-up period.  When interest of $.7 million is included, the actual ending under-recovery balance is $173.5 million as of December 31, 2003.

Q.
Please explain the components shown on Exhibit No. ___ (JP-1T), sheet 2 of 4, which produced the $163.1 million unfavorable system variance from the projected cost of fuel and net purchased power transactions.

A.
Sheet 2 of 4 shows 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 can be seen from sheet 2 of 4, variances in the amount of MWH requirements from each energy source (column B) combined to produce a cost increase of $34.8 million.  The primary reason for the unfavorable variance in MWH requirements is the effect that generation mix had on total net system fuel and purchased power cost.



The heat rate variance for each source of generated energy (column C) results in an unfavorable variance of $37.5 million.  A large component of this variance is due to greater peaker activity than estimated. 



A cost increase of $90.9 million resulted from the price variance (column D), which was caused by a number of sources detailed on lines 1 through 19 of sheet 2 of 4, of Exhibit JP-1T.  The significant factors contributing to this unfavorable variance were increases in coal and gas prices.  Coal prices were higher than projected primarily due to reduced supplies resulting from regulatory issues which hindered mountain top mining as well as increased export demand.  Gas prices were higher than projected primarily due to the low level of underground storage.  Higher coal and gas prices increased the cost of generation (lines 3 and 4, column D).  Higher coal prices also resulted in higher energy payments to qualifying facilities (line 11, column D) 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 JP-4T in the footnote to line 6b on page 1 of 4, Schedule A2.  These adjustments include the recovery of depreciation and return associated with Hines Unit 2 (authorized in Order No. PSC-02-0655-AS-EI) and removal of the expense for inefficiently used fuel during the testing and start-up of Hines Unit 2.  Also included is the recovery of the Company's investment in the remaining two of the 11 previously approved combustion turbine gas conversion projects, Debary Unit P8 and Suwannee Unit P3.  The final adjustment to fuel expense of note is the amortization true-up of the Tiger Bay regulatory asset which was fully amortized in September 2003.

Q.
Did Progress Energy’s customers benefit during the true-up period from its investment in the Gas Conversion projects previously approved by the Commission?

A.
While customers have received significant cumulative net savings from these gas conversion projects, one of the two remaining gas conversion projects, Suwannee P3, did not produce fuel savings in 2003 to offset the project’s conversion costs for the year.  Consistent with Order No. PSC-98-0412-FOF-EI, which approved cost recovery for the conversion projects, the Company will credit to fuel expense in the first quarter of this year the depreciation and return costs for Suwannee P3 collected in 2003.  Including interest through January, this credit is $178,798, which will be deferred for subsequent recovery as sufficient fuel savings are realized in the future.  The other gas conversion project, Debary P8, produced fuel savings of $382,026 in 2003, which exceeded the project’s 2003 conversion costs of $277,818.

Q.
Has Progress Energy included any sulfur dioxide emission allowance transactions in fuel expense for the true-up period?

A.
Yes, during the true-up period the Company included $7.5 million of emission allowances in fuel expense.

Q.
Were any other adjustments of note included in the current true-up period?

A.
Yes.  On January 20, 1997, the Company entered an agreement with Tiger Bay Limited Partnership to purchase the Tiger Bay cogeneration facility and terminate the five related purchase power agreements (PPAs).  The purchase agreement approved in Docket No. 970096-EQ was executed on July 15, 1997, at which time Tiger Bay became one of Progress Energy’s generating facilities.  Pursuant with the terms and conditions of the approved stipulation, the Company placed approximately $75 million of the purchase price into rate base, with the remaining amount set up as a regulatory asset for the retail jurisdiction, according to the Company’s jurisdictional separation at that time.  The stipulation allows the Company to continue collecting revenues from its ratepayer’s as if the five related purchase power agreements were still in effect.  The revenues collected would then be used to offset all fuel expenses relating to the Tiger Bay facility and interest applicable to the unamortized balance of the retail portion of the Tiger Bay regulatory asset, with any remaining balance used to amortize the regulatory asset. 



 Following this methodology, a $30.5 million adjustment was made to remove the cost of fuel consumed by the Tiger Bay facility during the true-up period, since these costs were recovered from the PPA revenues.  As of September 30, 2003 the Tiger Bay regulatory asset has been fully amortized.  Exhibit JP-3T shows the monthly amortization of the regulatory asset computed in accordance with the approved stipulation.

Q.
Has the three-year rolling average gain on economy sales included in the Company’s filing for the November, 2003 hearings been updated to incorporate actual data for all of year 2003?

A.
Yes.  Progress Energy has calculated its three-year rolling average gain on economy sales, based entirely on actual data for calendar years 2001 through 2003, as follows.







 Year 
 Actual Gain 





2001

$10,283,714






2002

    5,628,586






2003

    9,844,761



  Three-Year Average
$  8,585,687

PEF exceeded the 2003 threshold by $1,560,962. 

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 year or recovery year O&M expenses associated with financial and physical hedging.  No financial hedging activities took place in the Company’s base year (projected 2002) nor the recovery year (true-up 2003), and while PEF was actively hedging physically, there were no transaction costs associated with any of the physical hedging activities that occurred in either period.  Future incremental hedging costs will include net new personnel assigned to physical and financial hedging, new computer systems and infrastructure for hedging activities, and transaction costs.

CAPACITY COST RECOVERY

Q.
What is the Company's jurisdictional ending balance as of December 31, 2003 for capacity cost recovery?

A.
The actual ending balance as of December 31, 2003 for true-up purposes is an over-recovery of $9,395,829.

Q.
How does this amount compare to the estimated 2003 ending balance included in the Company’s Mid-Course Correction filing for the calendar year 2003?

A.
The Company’s Mid-Course Correction filing estimated an over-recovery balance of $21,066,752 for the twelve-month period ending December 31, 2003. In accordance with Order No. PSC-03-0382-PCO-EI approving the Mid-Course Correction, the entire estimated balance was applied to offset the significant under-recovery of fuel and purchased power costs.  Therefore, the final net true-up attributable to 2003 is an over-recovery of $9,395,829.

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, as set forth on Schedule A2, "Calculation of True-Up and Interest Provision" for fuel cost recovery. 

Q.
What factors contributed to the actual period-end over-recovery of $9.4 million?

A.
My Exhibit JP-2T, sheet 1 of 3, entitled "Capacity Cost Recovery Clause Summary of Actual True-Up Amount," compares actual results to the original forecast for the period.  As can be seen from sheet 1, the actual jurisdictional revenues were $1.1 million higher than forecasted revenues due to increased customer usage.  A $6.6 million reduction in net capacity expenses resulted from fully amortizing the Tiger Bay Regulatory Asset a month earlier than projected, which eliminated the capacity payment charges for the five related purchase power agreements sooner than expected.  In addition, incremental security expenses were lower than projected by $1.7 million, which also contributed to the favorable capacity expense variance.  The Company achieved this expense reduction by implementing less costly, yet equally effective, security measures.

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 JP-2T includes incremental security costs of $1,497,319 (system).

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

A.
Yes.





