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P R O C E E D I N G S  

(Transcr ip t  continues i n  sequence from 

'olume 2.)  

CHAIRMAN JABER: L e t ' s  ge t  back on the  record. 

l e 7 1  l e t  you f i n i s h  your cross-examination before we take up 

:he motion t h a t ' s  pending. 

MR. VANDIVER: Thank you, Madam Chairman. 

WILLIAM T. WHALE 

:ontinues h i s  testimony under oath from Volume 2: 

CONTINUED CROSS EXAMINATION 

IY MR. VANDIVER: 

Q Back on the  record, Mr. Whale. M r .  Whale, I j u s t  

!anted t o  summarize the  cyclone issue, i f  we could, before we 

leave it. And going back t o  E x h i b i t  Number 15, i n  August 2002, 

IOU had the  estimate prepared, the  Gannon 1 through 4 could be 

irepared f o r  a 18-month run f o r  $4 m i l l i o n ,  i s  t h a t  correct? 

A That ' s  cor rec t .  That r e p a i r  i s  a patch and go 

-epai r. 

Q Yes, s i r .  And then i n  February 2003, you decided t o  

:lose 1 through 4 i n  2003, i s  t h a t  cor rec t?  

A 

Q 

One through 4 i n  2003, yes. 

And then on the  3 rd  o f  March, you prepared o r  had 

Irepared the  MJM-6 char ts  t h a t  had the  53 m i l l i o n  estimate o f  

35 percent re1 i a b i l  i ty ,  i s  t h a t  cor rec t?  

A Which one i s  t h a t  again? 

FLORIDA PUBLIC SERVICE COMMISSION 
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It says energy supply Gannon Stat ion a t  the top. Q It 

i s  MJM-6. 

A That 's  correct .  

Q Okay. And t h a t  85 percent r e l i a b i l i t y  comes a t  a 

cost o f  53 m i l l i o n ,  and t h a t  evolved i n t o  the 57 m i l l i o n  

f igure? 

A Correct. 

Q Okay. And the second char t  showed t h a t  t o  be 36 

m i  1 1 i o n  f o r  a 60 percent re1 i abi 1 i t y  f i gure? 

A Correct. 

Q And t h a t  i s  our EAF number? 

A Correct. EAF. 

Q EAF; yes, s i r .  A t  t h i s  t ime I would l i k e  t o  have you 

take a look a t  MJM-3, s i r .  

document, i s  t h a t  correct? 

I bel ieve t h i s  i s  a 34-page 

A Correct. 

Q And t h i s ,  i n  f a c t ,  i s  a presentation t h a t  you gave t o  

the Tampa E l e c t r i c  o f f i c e r s  on August 26th, 2002, i s  t h a t  

correct? 

A Correct. 

Q And i f  we could go t o  Page 17 o f  MJM-34 ( s i c ) .  That 

i s e n t i t l e d  changes i n  consequences, correct? 

A Correct. 

Q What d i d  you mean when you sa id changes i n  

consequences here? 

FLORIDA PUBLIC SERVICE COMMISSION 
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A This would be the changes t h a t  would occur w i t h  a 

Gannon U n i t  1 and 2 shutdown with a Bayside s ta r tup ,  and a 

Gannon U n i t  3 and 4 shutdown September 1. 

Q 

A 

Q 

What does accelerated shutdown mean? 

It was moving the shutdown date t o  an e a r l i e r  t i m e .  

An e a r l i e r  t ime from what would have been prev ious ly  

p l  anned? 

A There were several dates i n  '04 t h a t  were i n i t i a l l y  

contemplated, and t h i s  i s  moving i t  up t o  an e a r l i e r  t ime. 

Q L e t ' s  go back t o  MJM-1, b r i e f l y ,  s i r .  

A I have located it. 

Q Okay. I s  t h a t ,  i n  f a c t ,  what you had budgeted f o r  

the shutdown? 

A This  was i n  - -  MJM-1 i s  from myself t o  Karen 

Shef f ie ld ,  subject  base plan. We were i n i t i a l l y  s t a r t i n g  the 

budget process and we had t o  budget o f f  some k i n d  o f  plan. 

i s  no t  uncharac ter is t i c  t h a t  we es tab l i sh  a p lan  and change 

t h a t  p lan through the year. And we had t o  s t a r t  the  budget 

process, so t h i s  was l i k e  the strawman I d i c t a t e d  t o  run o f f ,  

b u i l d  a p lan based on t h i s .  

It 

Q 

A 

Could you po in t  me t o  any other  budget documents? 

There i s  a l o t  o f  budget documents. Can you c l a r i f y  

the question. 

Q Yes, s i r .  This i s  the  on ly  budget document I have 

been able t o  f i n d  t h a t  s ta tes your o r i g i n a l  p lan. 

FLORIDA PUBLIC SERVICE COMMISSION 
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j u s t  a strawman t o  s t a r t  the process 

der, a l o t  o f  documents, budget 

Q Okay. I f  we could go back t o  17 o f  34, then, s i r .  

MR. BEASLEY: I ' m  sorry ,  what are you r e f e r r i n g  to?  

3 17 o f  34 on MJM-3, Mr. MR. VANDIVER: I ' m  back ' 

ieasl ey . 
!Y MR. VANDIVER: 

Q Are you back w i t h  me, M r  

A Yes, I am. 

Whale? 

Q Okay. And what consequences were you discussing 

iere? 

A Changes i n  consequences. As f a r  as consequences, 

:here would be a reduct ion i n  11.2 m i l l i o n  i f  we ran the  

i t a t i o n  and 16 m i l l i o n  f o r  2004; 11.2 m i l l i o n  f o r  2003, 16 i n  

!004. 

Q And what were the  contemplated shutdown dates o f  

Jn i ts  1 and 2, and 3 and 4 under t h i s  plan? 

A This changes was probably the  o r i g i n a l  base p lan 

Nhich I had ind ica ted  t o  Karen She f f i e ld .  

Q So t h a t  would have been March 15th f o r  1 and 2, and 

September 1 f o r  3 and 4? 

A Correct. 

Q Okay. And so you discussed the  savings t h a t  could be 

achieved as a r e s u l t  o f  the  accelerated shutdown w i t h  the 

FLORIDA PUBLIC SERVICE COMMISSION 
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o f f i c e r s ,  i s  t h a t  correct? 

A These weren' t  r e a l l y  savings. This was b a s i c a l l y  the  

d i f fe rence between i f  we were running w i th  a l l  u n i t s  as f a r  as 

Gannon, Bayside, Polk, and a l l  the  s tat ions versus i f  the  

s t a t i o n  was shut down. 

Q 

A 

But t he  char t  says savings, does i t  not?  

It says savings, bu t  t h a t  was under the  pretense t h a t  

we had the  money. This  was a budget presentat ion,  and t h a t  was 

j u s t  i d e n t i f y i n g  the d e l t a  w i t h  the u n i t  shut down. 

Q Okay. I f  we could go t o  Page 21 o f  34, please, s i r .  

Now, t h i s  i s  the  consequences s ide o f  the changes i n  

consequences, i s  i t  not? 

A It says changes i n  consequences, Gannon accelerated 

shutdown consequences. 

Q Yes, s i r .  D id you t e l l  the o f f i c e r s  t h a t  t he  

accelerated shutdown o f  Gannon would r e s u l t  i n  higher purchased 

power costs? 

A This presentat ion was a la rge  presentat ion,  the  bu lk  

D f  i t  was educating the  o f f i c e r s  as t o  where we spend our 

noney, how those resources are spent. 

Q 

please, s i r ?  

A 

Mr. Whale, could you j u s t  answer me w i t h  a yes 

I was i d e n t i f y i n g  areas t h a t  needed t o  be h igh 

t o  my peers, because those are areas t h a t  are no t  i n  my 

Dar t i cu la r  area. 
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Q Was higher purchased power cost  i d e n t i f i e d  as 

something the consumers would have t o  pay as a r e s u l t  o f  

accelerated shutdown? 

A I d i d  no t  know t h a t  a t  t h a t  t ime, I j u s t  i den t  

i t  as something t h a t  we ought t o  inves t iga te .  

Q So d i d  you see i t  as a consequence o f  shu t t ing  

the Gannon u n i t s  ea r l y?  

A I viewed i t  as something t h a t  needed t o  be 

invest igated as f a r  as opt ions.  I d o n ' t  know f o r  a f a c t  

the 

f i e d  

down 

whether i t  would o r  wouldn ' t  a t  the  t ime, bu t  I thought i t  was 

something t o  h i g h l i g h t  t o  my peers t h a t  handled those 

p a r t i c u l  a r  areas. 

Q 
who1 esal e 

A 

megawatts 

Q 
than o r i g  

narket t o  

A 

coming on 

power ava 

ava i  1 ab1 e 

Q 

And d i d  you a lso t e l l  them i t  would have an impact on 

sales? 

I i d e n t i f i e d  i t  as a po ten t i a l  because those 

would no t  be avai lab le.  

And i s  t h a t  because when you shutdown Gannon e a r l i e r  

nal y planned you would have t o  go i n t o  the wholesale 

rep ace generating capacity again? 

No, I viewed i t  as because o f  the  Bayside u n i t s  

and the  Gannon u n i t s ,  t h a t  there might be addi t ional  

l a b l e  t o  s e l l ,  and i f  i t  was shutdown i t  would no t  be 

t o  s e l l .  

Now, i n  our deposi t ion held on November 4th,  I asked 

you i f  you had any subsequent discussions w i t h  Tampa E l e c t r i c  

FLORIDA PUBLIC SERVICE COMMISSION 
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I f f i c e r s  regarding shut t ing down Gannon 1 through 4 i n  2003. 

A Correct. 

Q And I ' m  not  sure whether your answer was yes o r  no. 

l i d  you, i n  f a c t ,  discuss t h i s  again w i t h  the  o f f i c e r s  o f  Tampa 

: l e c t r i c ?  

A As f a r  as i n  the deposi t ion I was t a l k i n g  about 

j iscussions, I highl ighted t h i s .  There were scenarios t o  look 

j t ,  bu t  t h a t  wasn't my area t o  look a t  the purchased power 

-equirements. My area was t o  look a t  operat ional ly  what was 

-equired, so I d i d n ' t  have any major discussions on purchased 

lower. 

Q Okay. Do you r e c a l l  i n  your f i r s t  deposition you and 

[ had an extended discussion about the September 9 th  meeting 

v i t h  the o f f i c e r s ,  and i f  we could go t o  - -  I believe i t  i s  

IJM-4, please, s i r .  And t h i s  i s  a con f ident ia l  document, so 

[ ' m  not  going t o  ask you t o  reveal any d e t a i l s .  And I'll t ry  

to be care fu l ,  too,  because t h i s  i s n ' t  my best th ing,  s i r .  

A Sure. 

Q Now, s p e c i f i c a l l y  I want t o  take a look a t  - -  I want 

to ask you f i r s t ,  was there a meeting on December 9 th  o f  the 

rampa E l e c t r i c  o f f i c e r s ?  

A December 9th? No. 

Q September 9th,  2002. 

A Yes. 

Q Okay. And t h i s  was o f  the  top  management o f  Tampa 

FLORIDA PUBLIC SERVICE COMMISSION 
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E l e c t r i c  Company, was i t  not? 

A 

Q Yes, s i r .  And those i n i t i a l s  over on the l e f t  hand 

It was the o f f i c e r s  o f  Tampa E l e c t r i c ,  yes. 

side o f  the margin i d e n t i f y  the o f f i c e r s  responsible f o r  those 

discussion items, do they not? 

A Correct. 

Q And t h a t  W T W  i s ,  i n  f a c t ,  your discussion item, i s  i t  

not? 

A Yes. 

Q And i f  we could j u s t  b r i e f l y  t u r n  t o  one more 

conf ident ia l  item, and t h a t  i s  WJM-5. MJM-5, t h a t  i s  the next 

one over. And i n  Mr. Bar r inger 's  (phonetic) deposit ion I t h i n k  

we establ ished t h a t  the notes there,  the handwritten notes on 

the r ight -hand side o f  the  page, i n  f a c t ,  correspond t o  the 

f i v e  scenarios. 

MR. BEASLEY: Are you r e f e r r i n g  t o  MJM-5? 

MR. VANDIVER: Yes, I am. 

BY MR. VANDIVER: 

Q And Mr. Barringer, i n  f a c t  - - we establ ished i n  Mr. 

Barr inger 's  deposit ion t h a t  the  f i r s t  couple o f  l i n e s  there - -  
and I ' m  t r y i n g  t o  not reveal any conf ident ia l  information. 

A Sure. 

Q The f i r s t  couple o f  items there discuss the ea r l y  

closure o f  the un i t s  i n  question, do they not,  s i r ?  

A The f i  r s t  two 1 ines. 
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Q Yes, s i r .  Under WTW. 

A They discuss items t o  achieve an O&M, and then they 

~ l s o  t a l k  about evaluating moving 3 and 4 t o  some d i f f e r e n t  

lates. 

Q Yes, s i r .  And, i n  fac t ,  i f  we look  on MJM-5 - -  and, 

igain, we establ ished i n  Mr. Barr inger 's  notes o r  M r .  

3arr inger's deposit ion t h a t  the notes were from MJM-5, t h a t  

same sheet o f  paper. And, i n  fac t ,  Scenario 5 i s  the closest 

xenar io  t o  what ac tua l l y  happened, i s n ' t  it? And I can d i r e c t  

IOU t o  another sheet, i f  necessary, t o  es tab l i sh  t h a t .  

A You w i l l  have t o  do t h a t .  

Q Okay, s i r .  I f  we could go t o  MJM-2. 

COMMISSIONER DEASON: M r .  Vandi ver? 

MR. VANDIVER: Yes, s i r .  

COMMISSIONER DEASON: We are a t  a l oss  up here. We 

l o n ' t  r e a l l y  know what you are ta lk ing about because we don ' t  

lave these conf ident ia l  exh ib i t s .  Do you have a red fo lder  - -  
MR. VANDIVER: Oh, you d o n ' t  have it? 

COMMISSIONER DEASON: Do you have any i n  red folders 

that we could look a t  whi le  you are conducting - - 
MR. VANDIVER: I apol ogi ze, Commi s s i  oner . I assumed 

that you a l l  had copies o f  the conf ident ia l  testimony. 

COMMISSIONER DEASON: I don ' t .  And maybe other 

:omm ssioners do. 

CHAIRMAN JABER: No, we don ' t  automat ical ly get the 

FLORIDA PUBLIC SERVICE COMMISSION 
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con f iden t ia l  documents. 

MR. VANDIVER: Well, you would be a t  a loss  then, 

because I assumed t h a t  the  Commissioners had the  conf ident ia l  

t e s t  i mony . 
CHAIRMAN JABER: No. That i s  why i n  the order on 

procedure i n  the  prehearing order we l e t  t he  p a r t i e s  know t h a t  

i f  you intended t o  use conf ident ia l  in format ion you need t o  l e t  

us know seven days before o r  pass i t  out .  

avai 1 ab1 e? 

Do you have copies 

MR. VANDIVER: No, we d o n ' t .  I assumed - -  and, 

again, t h i s  i s  my ignorance, because I thought i t  was l i k e  the  

o l d  days where you a l l  had copies o f  testimony. 

CHAIRMAN JABER: There i s  on ly  one person here i n  the  

o l d  days, and t h a t  was you. 

COMMISSIONER DEASON: M r .  Keating i s  no t  t h a t  o ld .  

MR. KEATING: I ' m  g e t t i n g  there,  though. 

CHAIRMAN JABER: Mr. Vandiver, do you have copies? 

I f  we take a break, do you want t o  make copies? I get the  

impression t h a t  the po in t  you are t r y i n g  t o  make i s  c r i t i c a l ,  

so - -  
MR. VANDIVER: 

CHAIRMAN JABER: Can you move on t o  another round o f  

It i s  j u s t  four  pages. 

questions? 

MR. VANDIVER: This i s  the end o f  our 

cross-examination o f  Mr. Whale. 
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CHAIRMAN JABER: Okay. Then do you have any 

ob jec t ion  t o  us moving forward and then coming back. 

MR. VANDIVER: Not a t  a l l .  

CHAIRMAN JABER: Mr. Beasley, do you have any 

object  on t h a t  we go on t o  the  next counsel, and we a l l o w  

Publ ic  Counsel t o  make the  appropriate copies and we w i l l  come 

back t o  Mr. Vandiver's cross. 

MR. BEASLEY: That ' s  f i n e .  

CHAIRMAN JABER: Ms. Kaufman, do you have questions? 

MS. KAUFMAN: Yes. Thank you, Madam Chair .  Are you 

ready, Mr. Whale? 

THE WITNESS: Yes, I am. 

MS. KAUFMAN: Okay, great.  

CROSS EXAM1 NATION 

BY MS. KAUFMAN: 

Q I ' m  V ick i  Gordon Kaufman. I ' m  here on behal f  o f  the  

F lo r i da  Indus t r i a l  Power Users Group, and I t h i n k  we met over 

the phone, a t  any r a t e ,  a t  your deposi t ion l a s t  week. Mr. 

Whale, j u s t  t o  k ind  o f  look  a t  the  s i t u a t i o n  from a h igh l e v e l ,  

the  Gannon Un i ts  1 through 4 t h a t  were shut down burned coal ,  

correct? 

A Correct .  

Q And the  EPA issued a no t ice  o f  v i o l a t i o n  i n  regard t o  

these u n i t s  i n  1999, and b a s i c a l l y  they sa id t h a t  i n  t h e i r  view 

TECO had begun major modi f icat ions o f  the  u n i t s  wi thout  the 
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appropriate permits, correct? 

A 

Q 

We have never agreed t o  tha t .  

No, I ' m  j u s t  saying t h a t  t h a t  i s  what the EPA 

alleged, correct? I ' m  not  asking whether you agreed o r  not .  

A I r e a l l y  d i d n ' t  read the document. I wasn't i n  the  

job  a t  t h a t  t ime. 

Q But would you accept, subject t o  check - - the 

documents are attached t o  Ms. Brown's testimony - - t h a t  a t  

1 east the agencies responsible f o r  t h i s  envi ronmental area 

suggested t h a t  Tampa E l e c t r i c  had s ta r ted  modif icat ions wi thout 

the appropriate permits? 

MR. BEASLEY: I t h i n k  he has ind icated he has not  - -  
i f  I heard him r i g h t ,  he hasn ' t  read those documents. And i f  

Ms. Brown wants t o  make a po in t  about them, she i s  f ree  t o  do 

so. 

BY MS. KAUFMAN: 

Q 

Whale? 

Do you have a copy o f  Ms. Brown's testimony, Mr. 

A No, I do not .  

Q Let me see i f  I can get you an ext ra,  because I am 

going t o  need my copy. 

MR. McWHIRTER: Would you a l l  l i k e  him t o  have the 

conf i  denti  a1 informat ion? 

CHAIRMAN JABER: Mr. McWhirter, I need you t o  speak 

i n t o  the microphone. 
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MR. McWHIRTER: I was i n q u i r i n g  o f  counsel i f  i t  was 

a l l  r i g h t  f o r  Mr. Whale t o  have con f iden t ia l  informat ion.  

MR. BEASLEY: I f  

BY MS. KAUFMAN: 

Q Mr. Whale, I have 

Brown's testimony. Take a 

t ' s  ours, i t  i s .  

j u s t  handed you a copy o f  Ms. 

ook a t  SLB-5, Page 1 o f  55. And i f  

you would j u s t  read t h a t  f i r s t  paragraph t o  yourse l f .  

A Okay. 

Q And my question was simply i s n ' t  i t  t r u e  t h a t  the  EPA 

had al leged t h a t  i n  1999 Tampa E l e c t r i c  began modi f icat ions o f  

the Gannon u n i t s  wi thout  t he  appropr iate permits? 

Maybe I have the  wrong page. A I was reading SLB-5, 

54, under terminat ion.  

Q I t ' s  SLB-5, Page 1 o f  55, e n t i t l e d  consent decree. 

A I ' m  sorry ,  I read the  wrong page. 

Q That 's  okay. Maybe t h a t ' s  why you looked confused. 

I can understand t h a t .  

A Okay, I ' v e  read it. 

Q 

A Yes, I do. 

Do you need me t o  repeat the  question again? 

CHAIRMAN JABER: I do, Ms. Kaufman. 

MS. KAUFMAN: I ' m  sorry .  

BY MS. KAUFMAN: 

Q I s n ' t  i t  t r u e  t h a t  the  EPA al leged t h a t  i n  1999 Tampa 

E l e c t r i c  commenced const ruct ion o f  major modif icat ions o f  major 
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2mitting faci l  i t i es  i n  v io l a t ion  of certain environmental acts? 
A According t o  this document, they filed a complaint on 

Vovember 3rd, 1999, alleging t h a t  the defendant, Tampa 

Electric, commenced construction of major modifications of 

major emitting facil i t ies i n  violat ion of the PSD requirements 
Df Part C of the Clean Air Act. 

Q Okay. And as a result of this complaint, and also 
one t h a t  I believe t h a t  the Florida Environmental Agency filed, 
Tampa Electric entered i n t o  a settlement w i t h  these two 
agencies , correct? 

A Correct. 

Q And the settlement required t h a t  the Gannon Units 1 

through 4 cease operation no la ter  t h a n  December 31st, 2004, 

correct? 
A On or before December 31st. 

Q Now, as I understand your testimony, and you have 
discussed this w i t h  Mr. Vandiver, though the settlement d i d  not  
require the units t o  be shut down u n t i l  December 31st, 2004, 

the units were aging,  you had reliability concerns, you had 

safety concerns, you thought  si gni f i  cant amounts of money would 

have t o  be expended t o  keep the units running and,  therefore, 
you made - -  you or Tampa Electric made the decision t o  shut the 
units down prior t o  December 31, 2004? 

A Correct. 

Q And I t h i n k  you discussed w i t h  Mr. Vandiver t h a t  1 
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and 2 were shut down A p r i l  '03;  and 3 and 4 were shut down 

October '03? 

A Correct .  

Q Now, when you f i l e d  your d i r e c t  testimony on December 

15th, i f  you would look a t  Page 16, Line 6,  you t e s t i f i e d ,  and 

you discussed w i t h  Mr. Vandiver t h a t  i n  your op in ion i t  would 

cost  about $57 m i l l i o n  t o  keep the Un i ts  1 through 4 operating 

through the  end o f  2004? 

A Correct. 

Q And as I understand your testimony, and also you have 

an e x h i b i t  attached t o  your r e b u t t a l ,  d o n ' t  you, i n  which you 

d e t a i l  the  a c t i v i t i e s  t h a t  would have had t o  occur f o r  the 

u n i t s  t o  keep operating? 

A Correct .  

Q And t h a t  i s  how you ca lcu la te  your $57 m i l l i o n  

number? 

A Correct .  

Q And you a lso say on Page 16, beginning a t  Line 22, i t  

a c t u a l l y  could have cost more than 57 m i l l i o n ,  because there 

might have been some addi t ional  costs r e l a t e d  t o  outages, 

unpl anned outages, correct? 

A Correct .  

Q Now, s ince the u n i t s  were shut down i n  A p r i l  and 

October, we would be cor rec t  i n  assuming t h a t  t h i s  $57 m i l l i o n  

was not  spent on the  a c t i v i t i e s  t h a t  would have kept the  u n i t s  
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running through 2004. 

A That 's  an incor rec t  assumption. The 57 m i l l i o n  was 

never budgeted. That was never a budgeted i tem. The 53 and 57 

were i n  response t o  questions o f  how we could - - you know, what 

would be involved i n  expenditures t o  t r y  t o  get the u n i t s  up t o  

a higher a v a i l a b i l i t y .  The 53 and 57 was never a budgeted 

amount t h a t  was there t o  be saved. 

Q You d i d n ' t  spend 57 m i l l i o n  o r  53 m i l l i o n  on the 

Gannon u n i t s ,  d i d  you? 

A No. 

Q Mr. Whale, would you agree w i t h  me t h a t  general ly O&M 

expenses are recovered through a u t i  1 i t y ' s  base rates? 

A I ' m  not  an expert on rates.  I know what the O&M i s .  

I d o n ' t  - -  as f a r  as how i t  flows, t h a t  i s  no t  my area o f  

expert ise.  

Q 

A No, I do not .  

Q 

Do you know how O&M expenses are recovered? 

Would you agree w i t h  me t h a t  what we are doing i n  

t h i s  proceeding i s  determining how fue l  expenses w i l l  be 

recovered? 

A This i s  a fue l  and purchased power proceeding, so I 

do understand t h a t .  But as f a r  as power p l a n t  O&M, how i t  

a f f e c t s  the  ra te ,  t h a t  i s  not  my area o f  knowledge. 

Q Do you understand t h a t  i n  t h i s  proceeding t h a t  we are 

involved i n  today t h a t  the Commission w i l l  approve amounts 
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re la ted  t o  fue l  and purchased power t h a t  w i l l  be recovered 

through the fuel  clause as opposed t o  through base rates? 

A Yes, I understand t h a t .  

Q So the  amounts t h a t  Tampa E l e c t r i c  i s  seeking re la ted  

t o  t h e  fue l  clause i n  t h i s  case, whether they be r e l a t e d  t o  the 

Gannon shutdown o r  o ther  issues, w i l l  be recovered d i r e c t l y  

from the  ratepayers through the  fue l  clause, cor rec t?  

A Correct. 

Q Mr. Whale, would i t  be f a i r  t o  say t h a t  TECO Energy 

has had a couple o f  rough years f i n a n c i a l l y ?  

A I mean, I t h i n k  i t  i s  pub l i c  knowledge t h a t  TECO 

Energy has had some d i f f i c u l t i e s  f i n a n c i a l l y .  

record. 

I guess p u b l i c  

Q And you are aware, are you not ,  t h a t  TECO Energy has 

had several negative downgrades o f  t h e i r  bonds? 

A Yes, I ' m  aware o f  t h a t .  

Q Is i t  your understanding as a Tampa E l e c t r i c  employee 

t h a t  Tampa E l e c t r i c  t r i e s  t o  support TECO Energy i n  i t s  e f f o r t s  

t o  improve i t s  f i nanc ia l  s i t u a t i o n  and v i a b i l i t y ?  

The Tampa E l e c t r i c  - -  we r e a l l y  i n  our discussions on A 

so 9 budget and everything, TECO Energy people are no t  there.  

you know, we have our budget t h a t  we work w i t h .  How t h a t  

i n te rp lays  i n t o  TECO Energy i s  not  - - t h a t  i s  no t  my know 

o r  area, too.  

edge 

Q Right .  I d o n ' t  t h i n k  t h a t  was the question, e i t h e r .  
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So l e t  me see i f  I can ask i t  again. 

A Okay. 

Q Real ly - -  w e l l ,  f i r s t  o f  a l l ,  what i s  your p o s i t i o n  

w i t h  Tampa E l e c t r i c ?  

A Vice-president o f  Operations f o r  Energy Supply o f  

Tampa E l e c t r i c .  

Q Do you t h i n k  i n  your pos i t i on ,  and the  employees f o r  

whom you work, do you t h i n k  t h a t  they t r y  t o  support TECO 

Energy i n  i t s  e f f o r t s  t o  improve i t s  f i n a n c i a l  s i t ua t i on?  

A Try ing  t o  support Tampa E l e c t r i c  goals which, i n  

tu rn ,  I would t h i n k  would support - - i t ' s  a business, and so 

a l l  businesses are t r y i n g  t o  support each other  as f a r  as the  

needs. 

Q I s  t h a t  a yes? 

A Yes. I mean, i f  the question i s  does a business want 

t o  be p r o f i t a b l e ,  yes. 

Q And the  Tampa E l e c t r i c  employees do a l l  t h a t  they can 

t o  support TECO Energy i n  t h a t  e f f o r t ,  i s  t h a t  f a i r ?  

A I t h i n k  a l l  t he  employees o f  TECO Energy are t r y i n g  

t o  do what they can t o  improve the  business. 

business employees are t r y i n g  t o  do what they can f o r  t h e i r  

business. 

I t h i n k  any 

Q I t o t a l l y  agree w i t h  you. M r .  Vandiver asked you 

some questions about MJM-3, so I t h i n k  we are going t o  t u r n  

back t o  t h a t .  And my questions d o n ' t  invo lve  any conf ident ia l  

FLORIDA PUBLIC SERVICE COMMISSION 



419 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21  

22 

23 

24 

25 

pages, so I t h i n k  we w i l l  be a l l  r i g h t .  

A I ' m  sorry,  MJM-3? 

Q Right. And I t h i n k  Mr. Vandiver already establ ished 

w i t h  you, and correct  me i f  I ' m  wrong, t h a t  these 34 pages 

consis t  o f  essen t ia l l y  a PowerPoint presentat ion t h a t  you made 

t o  the  o f f i c e r s  o f  Tampa E l e c t r i c ,  correct? 

A Yes, t h a t  i s  cor rec t .  

Q And these s l i des  and the  content o f  the s l ides  were 

prepared by you o r  under your supervision and d i rec t ion? 

A Yes, t h a t  i s  cor rec t .  

Q 

A Yes. 

Q And i n  preparing these s l i des ,  correct  me i f  I ' m  

And t h e i r  content was approved by you? 

wrong, bu t  p a r t  o f  what you were t r y i n g  t o  accomplish i n  t h i s  

presentat ion was t o  present t o  the  o f f i c e r s  o f  Tampa E l e c t r i c  

various options and consequences o f  various budgetary 

decisions? 

A The bulk  o f  t h i s  s l i d e  presentat ion was t o  educate 

the o f f i c e r s  as t o  how the  resources w i t h  energy supply are 

spent. That i s  why the bul k o f  t h i s  i s  t a l  k ing  about a past 

year, t o  expla in  t o  them how the resources are spent because 

our budget i s  so large. And then we d i d  touch on the '03 / '04 ,  

and touched on several other th ings.  The bu lk  o f  i t  i s  an 

educational purpose. 

Q I t h i n k  you might have discussed t h i s  s l i d e  w i t h  Mr. 
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Vandiver, but i t ' s  one o f  our favor i tes ,  so i f  you would tu rn  

t o  - -  t h i s  i s  MJM-3, i t  i s  Page 2 1  o f  34. 

A I ' v e  got i t . 

Q And t h i s  s l i d e ,  cor rec t  

t o  l e t  the o f f i c e r s  know, i n  your 

consequences would be o f  the acce 

un i t s ,  r i g h t ?  

A Correct. 

me i f  I ' m  wrong, i s  intended 

view, what some o f  the 

erated shutdown o f  the Gannor 

Q And you may have discussed t h i s  w i t h  M r .  Vandiver, 

bu t  one o f  the consequences t h a t  you recognize i n  he s l ides  

you prepared were higher purchased power costs, correct? 

A 

Q I ' m  sorry, I d i d n ' t  hear? 

A It was something t h a t  I was h igh l igh t ing ,  I d i d n ' t  

It i s  something I thought we ought t o  look a t ,  yes. 

know f o r  a f ac t ,  but I thought i t  was something t h a t  we needed 

t o  invest igate.  

Q It c e r t a i n l y  rose t o  a l eve l  o f  concern t h a t  you f e l t  

i t  appropriate t o  include i t  on your s l i de ,  correct? 

A Again, i t  was areas t h a t  I thought - -  again, they are 

not my areas, but I was t r y i n g  t o  guess t o  make sure the peers, 

we a l l  understood or  a t  l e a s t  would look a t  i t  and h i g h l i g h t  i t  

t o  my peers. 

Q That your peers understood t h a t  one o f  the 

consequences o f  the accelerated shutdown could be higher 

purchased power costs f o r  the  ratepayers? 
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A 

Q 

It was something t o  be looked a t ,  yes. 

And we discussed t h i s  a l i t t l e  e a r l i e r ,  but  those are  

some o f  the costs we are t a l k i n g  about recovering today i n  t h i s  

proceedi ng , correct? 

A Correct. 

Q Now, i f  you w i l l  t u r n  back t o  Page 16 o f  MJM-3, we 

are  s t i l l  t a l k i n g  about changes i n  consequences o f  the Gannon 

accel erated shutdown, correct? 

A Correct. 

Q And one th ing  you were po in t i ng  out  t o  your peers 

here was t h a t  the shutdown would help t o  achieve the 2003 and 

2004 plug, correct? 

A Correct. 

Q Which I take t h a t  t o  mean would he lp reduce expenses, 

correct? 

A No, i t  was the d i f ference - -  t h i s  was an i n i t i a l  pa r t  

3 f  the budget process, and so we had the f i r s t  rack-up. The 

s ta t ion  racks up everything they would expect, and t h a t  creates 

3 number. And then there was a numbers as f a r  as what 

2xpectations were, and t h a t  created plug, a de l ta .  There was 

IO i nd i ca t i on  t h a t  the i n i t i a l  rack-up i s  what was going t o  be 

funded i n  the f i r s t  place. I have never had a budget where the 

i n i t i a l  rack-up i s  what you got.  And so t h a t  was what the 

31ug, the  de l ta  was. 

Q But t h i s  was t o  i l l u s t r a t e ,  i f  I ' m  understanding your 
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J i d e ,  t h a t  p a r t  o f  the consequences o f  the  shutdown, e a r l y  

;hutdown would t o  be help achieve t h i s  plug. That ' s  what the  

;1 i d e  says, doesn't  it? 

A It helped a l l oca te  the money t o  the  other  s ta t ions ,  

res, and addressed the plug. 

Q I have got a document, Mr. Whale, t h a t  I ' m  going t o  

l i s t r i b u t e .  

MS. KAUFMAN : Madam Chai rman, 

lumber f o r  t h i s  e x h i b i t ,  please. 

CHAIRMAN JABER: Let  me j u s t  

i f  I could have a 

ake a look a t  i f i r s t .  

1s. Kaufman, counsel doesn' t  have a copy, so I ' m  no t  going t o  

d e n t i f y  i t  u n t i l  counsel has a copy. 

MS. KAUFMAN: I ' m  sorry ,  we are going t o  ask i f  we 

~ o u l d  maybe have one back from the  s t a f f .  

CHAIRMAN JABER: You know, l e t  me t e l l  you something, 

[ do t h i s  w i t h  the  indus t ry ,  I ' v e  got t o  do i t  on t h i s  side, 

too. You need t o  read the  orders on procedure, you need t o  

read your prehearing order.  It says b r i n g  enough copies, pu t  

Zonf ident ia l  documents i n  red fo lders .  You are hereby 

admoni shed. 

MS. KAUFMAN: Yes, ma'am. I apologize. 

CHAIRMAN JABER: It holds up the  hearings, i t  i s  no t  

very - - w e l l ,  I w i l l  leave i t  a t  t h a t ,  Ms. Kaufman. Thank you, 

I accept your apology. 

MS. KAUFMAN : I apol ogi ze, Chai rman. 

I 
FLORIDA PUBLIC SERVICE COMMISSION 



423 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21  

22 

23 

24 

25 

CHAIRMAN JABER: We are  going t o  take a ten-minute 

break. You a re  going t o  make enough copies f o r  any e x h i b i t s  

t h a t  you have and in tend t o  pass out ,  because I w i l l  not  

inconvenience s t a f f .  

Commission, and you make sure t h i s  doesn't  happen again. 

I ' m  not  going t o  inconvenience t h i s  

MS. KAUFMAN: Yes, ma'am. 

CHAIRMAN JABER: Ten minutes. 

(Recess. ) 

CHAIRMAN JABER: L e t ' s  get back on the  record. You 

had an e x h i b i t  t h a t  you wanted i d e n t i f i e d .  

an e - m a i l  dated September 27th, '02,  from Charles Shelnut t o  

Darryl Scott  and Karen She f f i e ld?  

It looks l i k e  i t  i s  

MS. KAUFMAN: Yes, ma'am. 

CHAIRMAN JABER: You provided copies t o  a l l  the  

pa r t i es ,  the  Commissioners, and s t a f f ?  

MS. KAUFMAN: I have. 

CHAIRMAN JABER: And t h a t  document w i l l  be i d e n t i f i e d  

as E x h i b i t  Number 21. 

MS. KAUFMAN: Thank you, Madam Chair.  

( E x h i b i t  2 1  marked f o r  i d e n t i f i c a t i o n . )  

BY MS. KAUFMAN: 

Q 
A Yes, I do. 

Q 

Mr. Whale, you have a copy o f  the  document? 

And as the Chairman ind icated,  t h i s  i s  a September 

27th, 2002 memo from M r .  Shelnut t o  Mr. Scot t  and Ms. 
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She f f i e ld .  Who i s  M r .  Shelnut? 

A Charles Shelnut was p a r t  o f  the  Bayside p ro jec t  team 

and was working on both the Bayside team, bu t  also working on 

the O&M s ide f o r  myself. 

Q 

A Yes, I did.  

Q 

And you received a copy o f  t h i s  memo, correct? 

I f  you would t u r n  t o  the  second page, which i s  Bates 

stamped 408 on my copy. Essent ia l l y ,  as I understand t h i s  memo 

o r  t h i s  char t ,  i t ' s  d e t a i l i n g  the  various employee pos i t ions  a t  

B ig  Bend, Gannon, Bayside, and then i t  has a t o t a l  column, 

correct? 

A Correct .  

Q And I want t o  look  w i t h  you f o r  a moment a t  the  

middle column, t h a t  i s  the  employees a t  Gannon, correct? 

A Correct .  

Q For var ious t ime periods. I f  you would look w i t h  me 

a t  the column t h a t  i s  September '02, and am I cor rec t  t h a t  a t  

t h a t  t ime there were 176 f o l k s  a t  Gannon? 

A Yes. TECO f o l k s .  

Q Yes. This doesn' t  include contractors .  This i s  TECO 

employees . 
A Right.  

Q And then i n  September '03, a f t e r  the  shutdowns o r  

r i g h t  before the  shutdowns, there were 16 Tampa E l e c t r i c  

employees 1 e f t  a t  Gannon, correct? 
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A According t o  the  sheet, r i g h t .  

Q Now, a t  Bayside i n  September '03, there were 42 

employees, correct? 

A These were pro ject ions,  again. It i s  p ro jec t ing  42. 

Q Well, a t  the t ime t h i s  was prepared I guess we could 

assume, could we not, t h a t  t h i s  was Mr. Shelnut 's best estimate 

o f  how many Tampa E l e c t r i c  employees would be a t  Bayside? 

A Correct. 

Q So my math i s n ' t  very good, but  q u i t e  a few - - we1 1 , 

176 m i l  us 42 i s  the net  loss ,  i f  you w i l l ,  o f  employees t h a t  no 

longer worked a t  Gannon, correct? 

A A t  Gannon, bu t  those employees were s t i l l  w i t h i n  the  

Tampa E l e c t r i c  system. B ig  Bend went up as f a r  as the numbers 

o f  i t  went up, and then we had other  f o l k s  go i n  other 

departments a1 so. 

Q We would other f o l k s  what, excuse me? 

A Other fo l ks  we were look ing a t  moving t o  other 

departments w i t h i n  Tampa E l  e c t r i  c .  

Q I ' m  sorry. But c e r t a i n l y  the  major i t y  o f  the f o l k s  

t h a t  no longer worked a t  Gannon d i d  not  go t o  Bayside, correct? 

A They d i d  not  go t o  Bayside, correct .  

Q And I j u s t  have one f i na l  l i n e  f o r  you, Mr. Whale, i f  

you w i l l  bear w i t h  me. You sa id e a r l i e r  t h a t  you weren't  

f a m i l i a r  w i th  how costs were recovered, how t h a t  re la ted t o  

base rates,  and so I ' m  no t  going t o  pursue t h a t  w i th  you any 
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fu r ther .  But I wanted t o  j u s t  g ive you a hypothetical and see 

i f  you could give us your opinion about it. And what I would 

1 i k e  you t o  assume i s  t h a t  - - we l l ,  t h i s  p a r t  i s  p a r t  o f  your 

testimony. You have t o l d  us t o  keep the Gannon u n i t s  running 

through 2004 would cost about $57 m i l l i o n ,  correct? 

A Correct. 

Q Now, i f  the u n i t s  were shut down and fue l  had t o  be 

procured from elsewhere and i t  cost about $110 m i l l i o n ,  what 

would be the prudent decision, would i t  be t o  spend 110 

m i l l i o n ,  o r  would i t  be t o  spend the  57? 

A 

hypothetical t h a t  has got a l o t  o f  factors  t o  it. 

Q 

I t h i n k  a l o t  o f  fac to rs  go i n t o  t h a t .  That i s  a 

Can you envision a hypothetical where i t  would be 

prudent t o  spend 110 rather  than 57 t o  accomplish the same 

th ing? 

A Again, you have taken two d i f f e r e n t  numbers. The 57, 

t h a t  i s  not the t o t a l  cost o f  running a u n i t .  You are not 

t a l k i n g  about the cost f o r  the  replacement time t o  take the 

outages. The 57 i s  pure ly  the  cost  t o  f i x  the u n i t s .  There i s  

a l o t  o f  other costs t h a t  are associated t h a t  are no t  

quant i f iab le  o r  i d e n t i f i a b l e .  So I don ' t  have those f igures t o  

say hypothet ica l ly  whether i t  would o r  wouldn't  be the  r i g h t  

t h ing  t o  do. 

were the safety  issues, those issues t h a t  came i n t o  play,  the 

r e l i a b i l i t y  issues, a l o t  o f  fac to rs  come i n t o  p lay  t o  make the 

I n  looking a t  it, you are saying, you know, what 
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proper deci s i  on. 

Q Would i t  ever be reasonable i n  your op in ion t o  spend 

110 m i l l i o n  when you could spend 57, t h a t ' s  t he  question? 

A Again - -  
Q You c a n ' t  answer tha t?  

A No, I ' m  not going t o  answer t h a t .  

MS. KAUFMAN: Thank you. That ' s  a l l  I have, Madam 

Chai rman. 

CHAIRMAN JABER: Thank you, Ms. Kaufman. Mr. 

Vandiver, are you ready t o  come back t o  your questions? 

MR. VANDIVER: Yes, I am. 

CONTINUED CROSS EXAM I NATION 

BY MR. VANDIVER: 

Q Mr. Whale, we are back t o  MJM-4 and MJM-5, s i r .  

CHAIRMAN JABER: Mr. Vandiver, you have passed out 

two pages o f  what look l i k e  Conf ident ia l  E x h i b i t  MJM-4 and 

MJM-5. I would j u s t  caut ion you, t he  witness, and the  

Commissioners t o  remember these are con f iden t ia l  pages. And i f  

you could make sure you p i c k  up a l l  t he  copies when you are 

done. 

MR. VANDIVER: Yes, I w i l l .  Thank you, Commissioner. 

And I d o n ' t  wish t o  verbal ize anything i n  t h e  s p e c i f i c  numbers, 

and I w i l l  attempt t o  do t h a t  i n  my questions t o  Mr. Whale. 

CHAIRMAN JABER: Thank you. 

BY MR. VANDIVER: 
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Q M r .  Whale, t h i s  i s  a meeting t h a t  the o f f i c e r s  held 

3 f  Tampa E l e c t r i c  Company on September 9th, 2002, i s  t h a t  

correct? 

A Correct. 

Q And the i n i t i a l s  going down the l e f t - h a n d  side o f  the 

page are discussion items t h a t  each p a r t i c u l a r  o f f i c e r  had 

responsi b i  1 i t y  f o r ,  i s  t h a t  correct? 

A Correct. 

Q And W T W  are your i n i t i a l s ,  are they not,  s i r ?  

A Correct. 

Q And under energy supply, the f i r s t  two issues are 

concerned w i t h  t h i s  hearing, are they not? Do you see where i t  

says - -  

A They are associated w i t h  the Gannon 1 through 4 

shutdown. 

Q Very we l l ,  s i r .  And i s  t h a t  amount shown on the 

f i r s t  l i n e  we are discussing more o r  less  the  year 2002 budget? 

A For energy supply, yes. 

Q Was i t  more o r  less,  s i r ?  

A 

Q Oh, t h a t  was the  budget f o r  energy supply. Okay. 

That was the budget f o r  energy supply. 

And as I look a t  these items, and I look down here, i t  looks 

l i k e ,  j u s t  eyebal l ing t h i s  th ing ,  i t  looks l i k e  t h i s  was a 

meeting t o  cu t  the budget o f  Tampa E l e c t r i c .  

assessment o f  these items? 

I s  t h a t  a f a i r  
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A No, t h a t  i s  no t  correct .  These were a l i s t  o f  items 

t o  look a t ,  act ion items f o r  a business plan as we are looking 

forward t o  the  year. So there are a l o t  o f  l i s t s  o f  act ion 

items t h a t  are on there.  Prepare f o r  zero-based budgeting 

discussion i s  not cu t  the  budget. 

o r  bought. There are several items on there - - i t  was business 

plan items. 

I d e n t i f y  items t o  be leased 

Q Okay. Now, look ing again a t  MJM-5. I bel ieve we 

established i n  M r .  Bar r inger 's  deposit ion t h a t  the  handwritten 

notes on the r igh t -hand side o f  the page were, i n  fac t ,  notes 

from t h i s  sheet MJM-5. And down there on the bottom o f  MJM-5 

you see t h a t  column t h a t  says net  savings, the  bottom l i n e  on 

MJM-5? 

A Yes, I see net  savings. 

Q Okay. And there a t  the top where i t  says t o t a l  

clause impact, i s  t h a t  the  fue l  clause, s i r ?  

A I d o n ' t  know t h a t  f o r  a fac t .  I d o n ' t  know. 

Q 

A It says t o t a l  clause impact, so I would have t o  take 

What do you bel ieve i t  t o  be? 

i t  t h a t  t h a t  i s  what the  sheet says, so t h a t  i s  what I would 

have t o  assume the  number i s .  

Q Do you bel ieve t h a t  t o  be the fue l  and purchased 

power clause t h a t  we are present ly s i t t i n g  i n ?  

A It has fue l  and purchased power on the top  l i n e ,  coal 

contracts, dead f r e i g h t ,  so I assume t h a t  i s  the fue l  and 
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Q A l l  r i g h t ,  s i r .  I s  i t  correct  t h a t  you made - -  now, 

t h i s  i s  j u s t  about two weeks a f t e r  your presentat ion t o  the  

o f f i c e r s  t h a t  we were discussing e a r l i e r ,  i s  t h a t  correct? 

A Correct. 

Q It was August 26th. Did you have any fu r ther  

discussions, o r  do you r e c a l l  any fu r the r  discussions o f  the  

Tampa E l e c t r i c  management concerning the  ea r l y  shutdown o f  

Gannon as a group? 

A A f t e r  the  presentat ion there were several 

discussions, several scenarios ran on i t .  You know, one, what 

could we do t o  get  the  a v a i l a b i l i t y  up? What were those 

concerns? And so there was mu l t i p le  discussions t h a t  occurred 

on it. 

Q With the  Tampa Bay o f f i c e r s  as a group, s i r ?  

A I c a n ' t  remember i f  i t  was a l l  t h a t  exact number o r  

whether there were s p e c i f i c  ones, bu t  there were other groups 

o f  other o f f i c e r s ,  peers t a l  k ing  about it. 

Q Okay. And do you remember when those meetings were? 

A No, we had several .  

Q Okay. Do you r e c a l l  what the  average customer b i l l  

impact number meant there on MJM-5? 

A No, I do not .  

MR. VANDIVER: That 's  a l l  the  questions I have, M r .  

Whale. Thank you. 
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CHAIRMAN JABER: Thank you, Mr. Vandiver. 

MR. VANDIVER: I w i l l  c o l l e c t  those. 

CHAIRMAN JABER: When we' re done. 

MR. VANDIVER: When y o u ' r e  done. 

CHAIRMAN JABER: S t a f f .  

MR. KEATING: S t a f f  has no questions. 

CHAIRMAN JABER: Commi ssioners? 

M r .  Whale, I j u s t  have one. With regard t o  MJM-5, 

l e t  me be c lear .  You prepared t h i s  char t?  

THE WITNESS: No, I d i d  not .  

CHAIRMAN JABER: T e l l  me what you perceive the 

purpose o f  MJM-5 i s .  

THE WITNESS: MJM-5, I t h i n k ,  was look ing a t  m u l t i p l e  

scenarios as f a r  as the  shutdown. M u l t i p l e ,  look ing a t  

d i f f e r e n t  ones. You know, d i f f e r e n t  dates, what worked best.  

CHAIRMAN JABER: M r .  Beasley, I have a question. I 

d o n ' t  want t o  v i o l a t e  the  c o n f i d e n t i a l i t y  o f  t h i s  document. 

Are the  numbers - - i t ' s  the  numbers t h a t  are conf ident ia l  , n o t  

the  top i cs  ind ica ted  on the  l e f t - h a n d  side, i s  t h a t  correct? 

MR. BEASLEY: You're r e f e r r i n g  t o  MJM-5? 

CHAIRMAN JABER: Yes. 

MR. BEASLEY: I d o n ' t  t h i n k  the  headings would be 

con f iden t ia l ,  so i t  would be the  numbers. 

CHAIRMAN JABER: Okay. Recognizing, Mr. Whale, t h a t  

the - - what, M r .  Vandiver? 
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MR. VANDIVER: I was going t o  say t h a t  one o f  the 

numbers appears i n  Ms. Jordon's testimony, f o r  whatever t h a t ' s  

worth. 

MR. BEASLEY: I f  i t  appears i n  a nonconf ident ia l  way, 

you are c e r t a i n l y  f ree t o  r e f e r  t o  it. 

MR. VANDIVER: Yes. 

CHAIRMAN JABER: M r .  Whale, my question doesn' t  go t o  

the  numbers anyway. I ' m  j u s t  t r y i n g  t o  glean what the purpose 

o f  t h i s  document was. And I ' m  taken back by your testimony 

t h a t  you d o n ' t  know what the  average customer b i l l  impact 

means. Was the purpose o f  t h i s  document t o  understand what the  

impact o f  an e a r l y  shutdown would be on a customer's b i l l ,  o r  

was i t  t o  determine the ne t  savings t o  the company, o r  both, o r  

ne i ther?  

THE WITNESS: Again, I d i d n ' t  prepare the  document, 

Chairman, so I ' m  not  sure. We were look ing a t  several 

d i f f e r e n t  options as f a r  as how f a r  we could get  t h e  u n i t s ,  you 

know, run, and I t h i n k  they were look ing  a t  var ious d i f f e r e n t  

scenarios and asking me can you get  t o  t h i s  p o i n t ,  can you get 

t o  t h i s  p o i n t ,  can you get  t o  t h i s  po in t ,  and t r y i n g  t o  look a t  

those d i f f e r e n t  scenarios as t o  where we would be. 

CHAIRMAN JABER: And what po in t  i s  t h a t ,  a monetary 

po in t?  

THE WITNESS: 

t o  the - -  p r i o r  t o  the summer? Can we get 3 and 4 through the 

No, i t  was more o f  could we get 1 and 2 
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summer? Can you get 1 and 2 through the  summer? And saying, 

IO, we need t o  shut these down a t  t h i s  t ime. And as they 

looked a t  those d i f f e r e n t  scenarios as t o  what we thought we 

zould do, then people s t a r t i n g  analyzing the  d i f f e r e n t  

scenarios t h a t  we were look ing a t ,  and analyzing what those 

impacts were. 

CHAIRMAN JABER: Okay. And, f i na l l y ,  who d i d  prepare 

t h i s  document? 

THE WITNESS: I ' m  sorry? 

My f i n a l  quest ion i s  who d i d  prepare CHAIRMAN JABER: 

t h i s  char t?  

THE WITNESS: I 

CHAIRMAN JABER: 

3erson t h a t  prepared t h i s  

MR. BEASLEY: I 

)ut  f o r  you i f  you would 

CHAIRMAN JABER: 

d o n ' t  know. 

Mr. Beasley, l e t  me ask you, d i d  the 

char t ,  he o r  she, a witness f o r  you? 

d o n ' t  know t h a t  mysel f. 

i k e  t o  know t h a t .  

I could f i n d  

Please. And i f  you have red i rec t?  

MR. BEASLEY: I ' m  sorry ,  r e d i r e c t ?  

CHAIRMAN JABER: Yes, go ahead. 

MR. BEASLEY: Yes, ma'am, I do. 

RED1 RECT EXAM1 NATION 

3Y MR. BEASLEY: 

Q Mr. Whale, you were handed a document t h a t  has been 

narked E x h i b i t  15, which r e f e r s  t o  budget needs and cost 

reductions. Do you have t h a t  document i n  f r o n t  o f  you, Mr. 

FLORIDA PUBLIC SERVICE COMMISSION 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

434 

Chuck Hemrich's document? 

A Yes, s i r ,  I do. 

Q That i s  the one t h a t  Mr. Vandiver handed out.  I s  i t  

rou t i ne  f o r  you t o  discuss budget needs, and cost reductions, 

and plugs, and targets,  and goals  i n  the budgeting process, 

general ly? 

A Yes, we do discuss t h a t  w i th  the  p l a n t  manager as f a r  

as where we are as a department, and what we are, you know, 

what we are looking a t ,  and what the d i f f e r e n t  s ta t i on  needs 

are. 

Q I s  t h a t  common i n  the budgeting process general ly,  o r  

was i t  anything unique t o  the 2002 period? 

A No, i t  i s  a normal process. 

Q I s  the  budgeting process an easy endeavor, o r  i s  i t  a 

d i  f f i cul  t task? 

A It i s  a very chal lenging task. It i s  a constant g ive 

and take as f a r  as what the out o f  schedule looks l i k e ,  what 

the d i f f e r e n t  needs are f o r  the s ta t ion ,  i f  there a re  d i f f e r e n t  

equipment needs t h a t  come i n t o  p lay t h a t  wasn' t  expected. And 

so i t  was a constant t r i a g e  t o  ensure t h a t  t he  highest p r i o r i t y  

needs are being addressed. 

Q So the rack-ups, and the p 

a l l  o f  these terms t h a t  you r e f e r  t o  

normal i n  the  budgeting process over 

A The normal process. 

ugs, and the  targets ,  and 

t h a t  i s  something t h a t  i s  

t i me? 
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Q You were also handed what has been marked Exh ib i t  16 

and 19, which are two charts showing the a v a i l a b i l i t y  

percentages o f  Gannon Stat ion,  and I th ink  you ind icated t h a t  

there would be some d i f fe rence i n  those percentages i f  t h a t  

chart  only re la ted  t o  Gannon Units 1 through 4, i s  t h a t  

correct? 

A That 's correct .  

Q What would be the  impact by having t h a t  char t  on ly  

address Gannon Uni ts  1 through 4? 

A Give me a minute here. OPA, I do not  have the  OPA 

information w i t h  me. Again, EAF and forced outages i s  what I 

look a t .  The EAF f o r  the  u n i t s  when they were i n  2000, was i n  

the mid-70s, and i n  2002 they were dropping down t o  the  60s. 

4gain, i n  1988 they were i n  the  80s, except f o r  Gannon 4, which 

lad a planned outage a t  t h a t  t ime, and t h a t  dropped t h a t  f ac to r  

lown . 
The t h i n g  about a v a i l a b i l i t y ,  we also have t o  look on 

the EAFs, i s  t h a t  EAF has two components; i t  has forced outage 

md planned outage. And what was r e a l l y  g e t t i n g  us on the 

iannon 1 through 4 i s  t he  forced outage fac to r .  Which when you 

lave a planned outage you know when you are going t o  shut down 

md you plan around it. When you have forced outages, t h a t  i s  

l i k e  d r i v i n g  your car t o  work and i t  forces o f f .  That i s  not  a 

pleasant t ime. And the  forced outage factors ,  equivalent 

forced outage fac to rs  f o r  Gannon 1 through 4 i n  2000 was i n  the  
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i i g h  teens. 

Q 

It was up i n t o  the high 20s. 

Mr. Whale, you ind icated that  the  safety and 

r e l i a b i l i t y  o f  the  Gannon Uni ts  1 through 4 were impacted by 

Jo i l e r  tube f a i l u r e s ,  I believe, i s  t h a t  correct? 

A There were several d r ivers  o f  safety  a t  the s ta t ion .  

There was b o i l e r  tube f a i l u r e s .  We had s t ruc tu ra l  steel 

?roblem, we had a few people go through the  grat ing.  We had 

gas leaks w i t h i n  the  b o i l e r .  

stays ins ide  the  b o i l e r  escapes i n t o  the area. So we had 

several th ings t h a t  we were concerned about. 

Q 

I f  i t  has a crack, the gas which 

What happens when a b o i l e r  tube f a i l s ,  i f  you could 

t e l l  me? 

A 

easier. Again, I t h i n k  i t  i s  hard f o r  people t o  understand 

dhat a tube looks l i k e .  

Let  me show you an example, i t  would probably be 

MR. BEASLEY: I f  I could have M r .  May present f o r  the 

Commissioners a c lose-up view o f  some o f  these b o i l e r  tubes so 

you can get a fee l  f o r  what we are t a l  k i ng  about. 

t ry i t  p ick  one up. 

I wouldn' t  

THE WITNESS: This p a r t i c u l a r  tube t h a t  f a i l e d  i s  no t  

uncharacter ist ic o f  the  pressures a t  Gannon. You' r e  running 

anywhere from 15 t o  2000-psi pressure. The temperature i ns ide  

there i s  anywhere from 600 t o  700 degrees Fahrenheit, i f  i t  has 

got w a t e r  i n  it. 

degrees. 

I f  i t  has got steam, i t  i s  up t o  1,000 
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When t h a t  ruptures,  i t  i s  a very v i o l e n t  event, 

Iecause as t h a t  steam e x i t s  from t h a t  pressure i n t o  the 

tmosphere i t  expands considerably. It would f i l l  t h i s  room up 

{cry, very qu ick ly .  It would d isp lace the oxygen i n  t h i s  room, 

md those would be f o r  the  f o l k s  t h a t  surv ive the i n i t i a l  b l a s t  

if i t  i s  an external .  And t h a t  i s  why external tube f a i l u r e s  

i r e  a concern t o  us. 

An in te rna l  tube f a i l u r e  t h a t  blows i n t o  the f i r ebox  

i s  contained w i t h i n  the f i rebox .  An external  tube f a i l u r e  t h a t  

)lows ou t  expose workers t o  t h a t ,  and t h a t  i s  o f  concern when 

you have an external tube f a i l u r e .  And Gannon has experienced 

some external  tube f a i l u r e s ,  and t h a t  i s  a concern. 

Q What inc idents  o f  b o i l e r  tube f a i l u r e s  have you 

2xperience a t  Gannon S ta t i on  i n  recent years? 

A We have had several tube f a i l u r e s  a t  Gannon. I n  

fac t ,  i t  i s  l i s t e d  i n  the  i n te r roga to r ies  as f a r  as the number 

D f  tube f a i l u r e s  t h a t  we l i s t e d .  And, again, the r a t e  was 

r a p i d l y  changing. 

I n  2001 we had 330, and t h a t  i s  when we s ta r ted  going t o  

reduced header operation t o  buy more safety  margin. Again, 

t h a t  i s  where we s t a r t  reducing the  pressure ins ide  the u n i t .  

We s t a r t  l o s i n g  some load, bu t  i t  keeps the r e l i a b i l i t y  up 

there. I n  2002 i t  jumped t o  1,319 tube f a i l u r e s ,  and i n  2003 

we had 2,623 tube f a i l u r e s .  

I n  2000 we had 264 tube f a i l u r e s  a t  Gannon. 

When we were shu t t i ng  down we had mu l t i p le  areas o f  

FLORIDA PUBLIC SERVICE COMMISSION 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

the un 

severa 

438 

t s  t h a t  had tube f a i l u r e s ,  and o f  those there were 

t h a t  were external .  Two t h a t  were ra ther  v io len t .  We 

had ten  i n  the - -  since the f i r s t  o f  January we had ten 

external tube f a i l u r e s ,  two o f  them were ra ther  la rge  as they 

show there,  but  we had ten  i n  t o t a l .  

Q Well, why d i d n ' t  you simply j u s t  put  i n t o  your budget 

t o  replace a l l  the o l d  b o i l e r  tubes a t  Gannon S ta t i on  and keep 

i t  running through the end o f  2004? I t h i n k  t h a t  i s  an issue 

here. 

A The tubes t h a t  are i n s i d e  the b o i l e r ,  you have 

mechanisms t o  go i n  and t e s t  f o r  them, and you can see where 

they are th inn ing.  There i s  mi les o f  tub ing i n  these un i t s .  

These u n i t s  are 100 fee t  t a l l  , 60 fee t  and 40 f e e t  wide, and 

about 40 fee t  deep. And there i s  mi les o f  tubing. The ins ide  

o f  the b o i l e r s ,  you can inspect  them and look a t  i t  and get 

some fee l  f o r  it. On the  external  , those tubes are covered by 

i nsu la t i on ,  and i t  i s  extremely d i f f i c u l t  t o  understand where 

the tube f a i l u r e  i s  occurr ing because o f  the f a c t  t h a t  you 

d o n ' t  know where i t  i s  corroding, what the d r i v e r  i s .  

New u n i t s  you d o n ' t  have t h a t  problem, because they 

have got a l o t  o f  l i f e  and a l o t  o f  strength. But as u n i t s  

age, you introduce a new mechanism t h a t  i s  very, very d i f f i c u l t  

t o  detect .  And the on ly  way t o  r e a l l y  do i t  i s  t o  have 

wholesale changeouts which, again, gets i n t o  a l a r g e  expense 

t h a t  wasn't accounted f o r  there  j u s t  t o  t r y  t o  detect  i t .  
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Q Mr. Whale, you were asked about O&M savings, and I 

t h i n k  you ind i ca te  you are i n  charge o f  a l l  t he  energy supply 

f o r  your company, i s  t h a t  correct? 

A Tha t ' s  correct .  

Q To pu t  the al leged O&M savings i n t o  perspective, can 

you t e l l  me what your overa l l  O&M budget f o r  power supply has 

been, say, from 2000 forward on a budgeted basis? 

A I n  2000 and forward, t he  t o t a l  energy supply budget 

has been roughly about 100 m i l l i o n .  

l i t t l e  b i t  because o f  outages. As shown on the  presentat ion 

gave the  o f f i c e r s ,  i n  2002 we had two major outages, but  the 

fo l l ow ing  year we don ' t .  So i t  moves around. But, you know, 

It moves up and down a 

roughly a m i l l i o n ,  m i l l i o n  and a h a l f ,  o r  100 m i l l i o n  and 105 

m i l  i on .  

Q Could you t e l l  me what the budgeted O&M t o t a l s  were, 

and t h i s  i s  t o t a l  energy supply O&M expense f o r  the  year 2000? 

The year 2000 i t  was 112,000,385 m i l l i o n .  

I ' m  t a l  k i ng  budgeted. 

A 

Q 

A Budgeted, I ' m  sorry ,  i s  104 m i l l i o n .  We ac tua l l y  

spent 112,000,385. We overspent t h a t  year by 8 m i l l i o n ,  again, 

t o  t r y  t o  address the  u n i t s .  We have a budget, bu t  i f  the u n i t  

comes down and i t  needs t o  be f i x e d  and p u t  back on l i n e ,  we 

spend the  money. And so we overspent by $8 m i l l i o n  i n  2000. 

What d i d  you do i n  2001, i f  you would g ive me your Q 
budget, your actual ,  and your variance? 
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Q How about 2002? 

A 2002, we spent 117 

117 m i l l i o n ,  we spent 124 m i  

m i l l i o n .  It was 124.962, so 

approximately 8 m i l l i o n  over 
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m i l l i o n  and we spent 110 m i l l i o n .  

m i l l i o n .  I'm sorry ,  we budgeted 

l i o n .  Again, t h a t  was r e a l l y  125 

rounded t o  125. We spent 

i n  2002. H a l f  o f  i t  was f o r  B ig  

Bend S ta t i on  and h a l f  o f  i t  was f o r  Gannon. We spent 

approximately $40 m i l l i o n  a t  Gannon S ta t i on  i n  2002, which was 

one o f  t he  highest O&M years since '97/ '98 as f a r  as what the  

char t  says. Again, we were spending heavy amounts o f  O&M 

t r y i n g  t o  address t o  keep the  u n i t s  running. 

Q What have you done thus far i n  2003 as f a r  as - -  

w e l l ,  f i r s t  o f  a l l ,  t e l l  me what your 2003 O&M budget i s  and 

where you are year - to -da te?  

A 2003 was 102.429 was our budgeted number. Right now 

H a l f  o f  t h a t ,  again, we are forecast  t o  send 110.274 m i l l i o n .  

i s  B i g  Bend Stat ion,  and 3.3 m i l l i o n  o f  i t  i s  a t  Gannon 

Sta t ion .  

CHAIRMAN JABER: Mr. Whale, i t  seems l i k e ,  

h i s t o r i c a l l y ,  you are overspending since t h e  year 2001, i f  I 

understood your testimony. A t  some p o i n t  I question how you 

were a1 l o c a t i n g  your expenses and your budget. 

THE WITNESS: A l o t  o f  times i t  was dr iven  by 

p a r t i c u l a r  events t h a t  happened i n  the  u n i t s .  When we open 

these u n i t s  up, you t ry  t o  guess what i s  i n  there.  You t r y  t o  
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do the best guess as t o  what i s  i n  there and solve i t ,  but  a 

l o t  o f  t i m e s  when we open them up, we f i n d  th ings t h a t  we need 

x ,  and when we do - -  
CHAIRMAN JABER: How long i n  advance do you prepare 

budget? 

THE WITNESS: The budget i s  prepared annually, but  

the u n i t s  may run f o r  12 months, and we may not  have had t ime 

t o  go i n  there and look a t .  So the engineers are t r y i n g  t o  

guess p r e t t y  f a r  i n  advance what i s  going on i n s i d e  t h a t  u n i t  

and what the needs are. And a l o t  o f  times we open i t  up, and 

i t  may be d i f f e r e n t  than what the engineers thought they were 

addressing. The other t h i n g  i s  t h a t  you might have a forced 

outage t h a t  forced i t  o f f .  Again, Gannon, we d i d  the  best t h a t  

d run. But as the u n i t  

t o  go i n  and f i x  it. 

de could, t h i n k i n g  as f a r  as how i t  wou 

das forced o f f  and those th ings,  we had 

de d i d  the best t h a t  we could. 

CHAIRMAN JABER: Did you have 

every s ing le  Gannon u n i t ?  

forced outages f o r  

THE WITNESS: Gannon had a l o t  o f  forced outages, 

yes, ma'am. I n  f a c t ,  I w i l l  say t h a t  the Gannon budget, we had 

budgeted a m i l l i o n  d o l l a r s  f o r  forced outages. Up t o  June we 

had spent 2 m i l l i o n  i n  forced outages, and t h a t  was j u s t  t o  get 

to  June. We had overspent by a m i l l i o n  d o l l a r s  j u s t  addressing 

the forced outages a t  Gannon t h i s  year. 

3Y MR. BEASLEY: 
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What i s  your budgeted O&M expense f o r  your t o t a l  Q 
energy supply f o r  the  year 2004 as you cu r ren t l y  see it? 

A Right now we' re t h i n k i n g  we are going t o  be somewhere 

around 96 m i l l i o n .  And Bayside i s  coming on, i t  i s  a new u n i t ,  

the O&M expenses should be lower. The equipment i s  new, and so 

we are look ing a t  96 m i l l i o n .  

Q The numbers t h a t  you have given us hover around $100 

m i l l i o n  amount f o r  t o t a l  energy supply O&M expense w i t h  the  

exception o f  the  year 2002, which I bel ieve you ind ica ted  you 

had two major outages? 

A Two l a r g e  outages, yes. 

Q I would l i k e  t o  hand out  j u s t  f o r  convenience a char t  

tha t  shows the  numbers t h a t  Mr. Whale has ind icated.  Now, Mr. 

dhale, you have been asked about assumed O&M savings o f  some 

$57 m i l l i o n  on account o f  Tampa E l e c t r i c  shu t t i ng  down Gannon 

Units 1 through 4 i n  2003, i s  t h a t  correct? 

A Yes, t h a t ' s  cor rec t .  

Q Can you t e l l  me where those savings are r e f l e c t e d  and 

dhat you have got  on t h i s  char t ,  your O&M expense f o r  t o t a l  

energy supply? 

A Those were never budgeted. 

Q To keep Un i ts  1 through 4 running through the  end o f  

2004, what would you have had t o  do, what would you have had t o  

spend, what k i n d  o f  outages would you have had t o  incur?  

Again, we would have had t o  have gone i n t o  the  A 
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acqu is i t i on  phase o f  acqui r ing these cyclones and the rear  w a l l  

tubes t h a t  were i d e n t i f i e d .  That would have been a long 

process i n  i t s e l f  i d e n t i f y i n g  it. Then we would have had t o  

s l o t  i n  the  outages, and 49 days i s  what we bal lparked there,  

and we would have t o  f i t  t h a t  i n t o  the  outage schedule as t o  

when i s  the  best t i m e  t o  do t h a t .  

Now, how t h a t  would move around the  B ig  Bend u n i t s ,  

because there i s  on ly  c e r t a i n  t imes o f  the year t h a t  we take 

these u n i t s  down. During the  summer, from A p r i l  t o  September, 

we t ry  not  t o  have any planned outages t o  address the summer 

peak t h a t  i s  coming i n ,  and we have got t o  get  a l l  the work 

done between February and A p r i l ,  and September and November. 

R e a l l y  December, we r e a l l y  l i k e  t o  have - -  December 15th we 

l i k e  t o  have a l l  the u n i t s  back on. So how t o  f i t  those i n  

dur ing those t ime periods when we had the  B ig  Bend un i t s ,  t he  

Polk u n i t s  i n  there,  we had t o  work on t h a t .  

Q Mr. Whale, i n  your budgeting process does your senior 

management challenge you and your peers t o  cu t  costs t o  the  

bone, t o  the  extent you can, and s t i l l  have sa fe  and r e l i a b l e  

e l e c t r i c  power generation? 

A We have been constant ly  challenged since we have 

brought on the  Polk Power S ta t ion ,  t h a t  i s  Polk 1, Polk 2 ,  Polk 

3, i t  i s  roughly about 600 megawatts. We a r e  b r ing ing  on the  

Bayside Power Stat ion,  and we are b r ing ing  those un i t s  on 

avoiding coming i n  f o r  a r a t e  case. And t h a t  i s  a challenge 
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t h a t  we constant ly look a t  your budgets and make sure we a re  

p r i o r i t i z i n g  those d o l l a r s  t o  the  best t h a t  we can. 

Q How many megawatts have you brought on 1 i ne  since 

your 1 a s t  f u l l  revenue requirements case? 

A Polk 1 i s  315, Polk 2 and 3 are about 150 megawatts 

apiece, and the  Bayside megawatts I have l i s t e d  prev ious ly .  

Q Ms. Kaufman had asked you a question o r  a couple o f  

questions about Bates stamped Page 555, which I t h i n k  i s  i n  Mr. 

Majoros' - -  I hope I am pronouncing h i s  name c o r r e c t l y  - -  h i s  

exh ib i t .  And t h a t  has t o  do w i t h  - -  I t h i n k  t h a t  was a s l i d e  

presentat ion t h a t  mentioned higher purchased power costs. Do 

you know i f  Tampa E l e c t r i c  i s  a c t u a l l y  seeking higher purchased 

power costs i n  t h i s  proceeding as a r e s u l t  o f  t he  shutdown 

scheduled f o r  Gannon Un i ts  1 through 4 t h a t  your company 

u l t i m a t e l y  a r r i ved  a t ?  

A I d o n ' t  know t h a t  f o r  a f ac t .  I j u s t  h igh l igh ted .  I 

don ' t  know f o r  a f ac t  whether we are o r  a r e n ' t .  

area. 

It i s  not my 

MR. BEASLEY: Thank you. That 's  a l l  t h e  r e d i r e c t  I 

have. 

CHAIRMAN JABER: Without ob ject ion,  Exh ib i t s  14 

through 21 a r e  admitted i n t o  t h e  record. 

(Exh ib i ts  14 through 21  admitted i n t o  the  record.)  

MR. BEASLEY: Madam Chairman, i f  I could ask t h a t  

t h i s  document be marked as an e x h i b i t  t h a t  would be use fu l .  
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rh i s  i s  the one t h a t  I handed out ,  the O&M t o t a l  energy supply 

2xpense. 

CHAIRMAN JABER: Tampa E l e c t r i c  Company Total Energy 

Supply O&M expense w i l l  be i d e n t i f i e d  as E x h i b i t  22, And 

d i thout  ob ject ion,  Exh ib i t  22 w i l l  be admitted i n t o  the record. 

(Exh ib i t  22 marked f o r  i d e n t i f i c a t i o n  and admitted 

i n t o  the  record.) 

MR. BEASLEY: And I d o n ' t  know i f  you mentioned 14, 

3s w e l l .  That was the Exh ib i t  WTW-1 t h a t  accompanied Mr. 

dhal e ' s  d i  r e c t  case. Thank you. 

CHAIRMAN JABER: I did ,  I moved - - i f  not ,  I intended 

to move Exh ib i t s  14 through 22 i n t o  the  record. And, Mr. 

dhale, you are excused f o r  now. 

testimony t h a t  w i l l  come before us a l i t t l e  b i t  l a t e r .  Thank 

you. 

I understand you have rebut ta l  

THE WITNESS: Thank you. 

MR. BEASLEY: I would l i k e  t o  c a l l  Benjamin Smith. 

CHAIRMAN JABER: Ac tua l l y ,  M r .  Beasley, l e t  me ask - -  

Mr. McGee, are you ready t o  come back t o  M r .  Portuondo? 

MR. McGEE: Yes, ma'am, I bel ieve  we are. 

CHAIRMAN JABER: And, s t a f f ,  there  was a pending 

motion t h a t  you a1 1 were - - you were going t o  inspect an 

e x h i b i t  f o r  me, a document f o r  me and be prepared t o  recommend 

on the r u l i n g  o f  the motion. 

Mr. Keating, are you ready t o  do t h a t  now? 
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ooked a t  i t .  I could make a 

t h a t  our general counsel has 

j u s t  - -  I t h i n k  j u s t  sat  down, o r  l e f t  the  room t o  look a t  t h a t  

document. You may want t o  w a i t  f o r  h i s  review and input  i n t o  

the s t a f f  recommendation on t h a t .  

CHAIRMAN JABER: Okay. We1 1 , 1 e t  I s proceed then w i t h  

Progress' Witness Portuondo, and we w i l l  come back t o  t h a t  

motion. 

MR. McGEE: Madam Chairman, we would l i k e  t o  ask the 

Commi ss i  on I s i ndul gence t o  present a b r i e f  opening statement on 

the issue o f  13E, the waterborne t ranspor tat ion question. We 

t h i n k  t h a t  has some complexities t o  i t  t h a t  might bene f i t  from 

s e t t i n g  the  stage. Ms. Davis would l i k e  t o  make t h a t  opening 

statement. 

CHAIRMAN JABER: Ms. Davis, t e l l  me exact ly  what you 

want t o  do. 

MS. DAVIS: Commissioners, Mr. Portuondo i s  

t e s t i f y i n g  on several subjects i n  t h i s  docket. And on the 

issue o f  13E having t o  do w i t h  the waterborne t ranspor tat ion 

costs, we would l i k e  t o  make an opening statement w i th  respect 

t o  t h a t  p a r t i  cul a r  i s u e .  

CHAIRMAN JABER: For what purpose? Where we l a s t  

l e f t  it, I thought you a l l  were t r y i n g  t o  negot iate w i th  the 

pa r t i es  on a resolut ion f o r  t h a t  issue. I s  t h i s  i n  the s p i r i t  

on, o r  repor t ing t o  the  Commission t h a t  o f  obta in ing a resolut  

FLORIDA PUBLIC SERVICE COMMISSION 
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you have a resolut ion? 

MS. DAVIS:  No, ma'am, I th ink  i t  i s  j u s t  the 

3pposite. I t h i n k  we were not able t o  obtain a reso lu t ion  o f  

the issue, so we are prepared t o  t r y  i t .  And t o  t h a t  po in t ,  we 

dould 1 i ke t o  make an opening statement. 

CHAIRMAN JABER: Par t ies,  do you have a response? 

MS. KAUFMAN: Chairman Jaber, I t h i n k  FIPUG would 

Dbject t o  t h a t .  We had no t  discussed doing opening statements 

as t o  any o f  the  issues. 

CHAIRMAN JABER: M r .  Vandiver. 

MR. VANDIVER: We haven't ta lked  about it. 

CHAIRMAN JABER: Sorry? 

MR. VANDIVER: We haven't ta lked about it. 

CHAIRMAN JABER: Ms. Davis, I am going t o  deny your 

request. There i s  a t ime and place f o r  everything, and t h a t  

issue, I would note, has been i d e n t i f i e d  for q u i t e  some time. 

You could have taken i t  up w i t h  the prehearing o f f i c e r .  I ' m  

not r e a l l y  sure I understand the nature o f  your request, bu t  

f o r  now i t  i s  denied. 

Do you want t o  c a l l  M r .  Portuondo up t o  the  stand? 

Thereupon, 

JAVIER PORTUONDO 

was ca l led  as a witness f o r  Progress Energy F 

Incorporated, and a f t e r  being duly sworn, was 

t e s t i f i e d  as fo l lows: 

or ida,  

examined and 

FLORIDA PUBLIC SERVICE COMMISSION 
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DIRECT EXAMINATION 

3Y MR. McGEE: 

Q Would you s ta te  your name and business address f o r  

;he record, please. 

Jav ier  Portuondo, 100 Central Avenue, S t .  Petersburg, A 

-1 o r i  da. 

Q 
A 

Q 
1 

And what i s  your pos i t ion?  

I am the  D i rec tor  o f  Regulatory Services f o r  F lo r ida .  

M r .  Portuondo, have you caused t o  be p r e f i l e d  i n  t h i s  

cket t r  re-up testimony on A p r i l  11th o f  t h i s  year, actual and 

2stimated testimony on, I bel ieve i t  was August 10th o f  t h i s  

/ear, and p ro jec t i on  testimony on September 12th o f  t h i s  year? 

A Yes, I have. 

Q Have you also f i l e d  supplemental testimony pursuant 

to the prehearing o f f i c e r ' s  d i r e c t i o n  a t  the  prehearing 

conference? 

A Yes, I have. 

MR. McGEE: Madam Chairman, Mr. Portuondo has 

exh ib i ts  t o  the  f i r s t  three sets o f  those testimony, the 

t rue-up testimony, the  estimated actual testimony, and the 

pro ject ion testimony. 

i d e n t i f i c a t i o n .  

them, t h a t  would c e r t a i n l y  be sa t is fac to ry .  

I f  we might have those marked f o r  

I f  you wanted t o  do a composite f o r  a l l  o f  

CHAIRMAN JABER: Give me the e x h i b i t  numbers, M r .  

McGee. 

FLORIDA PUBLIC SERVICE COMMISSION 
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MR. McGEE: Those would be - - 
CHAIRMAN JABER: I ' v e  got  JP-1 through JP-4, but  I 

vJant t o  confirm t h a t  t h a t  i s  what you have, as w e l l .  

MR. McGEE: Yes. Ac tua l l y  i n  the t rue-up  testimony, 

there are four  sets o f  e x h i b i t s ,  JP-1 through 4. 

p ro jec t ion  testimony we have Par ts  A through F, and Commission 

Schedules El through E10 and H1. 

I n  the 

CHAIRMAN JABER: Say t h a t  again. You have Parts A 

through F, Schedules E l  through - - 
MR. McGEE: E l  through E10, and H1. And the one t h a t  

I omit ted was the middle o f  those three, the estimated actual 

testimony. The exh ib i t s  cons is t  o f  Parts A through D and 

Schedules A 1  through A9 f o r  t he  month o f  Ju l y  '03  per iod t o  

date. 

CHAIRMAN JABER: We w i l l  r e f l e c t  t h a t  a l l  o f  those 

exh ib i t s  w i l l  be i d e n t i f i e d  as Composite Exh ib i t  23. There 

weren ' t any other exh ib i t s  , r i g h t ?  

(Composite E x h i b i t  23 marked f o r  

MR. McGEE: That 's  cor rec t ,  there 

exh ib i t s .  

d e n t i f i c a t i o n . )  

were no other 

CHAIRMAN JABER: Now, walk me through the testimony. 

I have p r e f i l e d  d i r e c t  test imony f i l e d  A p r i l  l s t ,  I have 

testimony f i l e d  August l l t h ,  test imony f i l e d  September 12th, 

and testimony f i l e d  November 3rd.  

MR. McGEE: That 's  cor rec t .  The f i r s t  one was f i l e d  

FLORIDA PUBLIC SERVICE COMMISSION 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21  

22 

23 

24 

25 

450 

Apr i l  11th. Ac tua l l y  i f  you have A p r i l  l s t ,  I 'm not  sure my 

p o s t - i t  note i s  correct ,  and I would be happy t o  take your 

date. 

the  t e s t  

November 

CHAIRMAN JABER: Okay. Let t he  record r e f l e c t  t h a t  

mony f i l e d  A p r i l  l s t ,  August l l t h ,  September 12th, and 

3rd  sha l l  be inser ted  i n t o  the  record as though read. 

MR. McGEE: Thank you. 

FLORIDA PUBLIC SERVICE COMMISSION 
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PROGRESS ENERGY FLORIDA 

DOCKET No. 030001 -El 

Fuel and Capacity Cost Recovery 
Final True-Up for the Period 

January through December, 2002 

DIRECT TESTIMONY OF 
JAVIER PORTUONDO 

Please state your name and business address. 

My name is Javier Portuondo. My business address is Post Office Box 

14042, St. Petersburg, Florida 33733. 

By whom are you employed and in what capacity? 

I am employed by Progress Energy Service Company, LLC, in the capacity 

of Manager, Regulatory Services - Florida. 

Have your duties and responsibilities remained the same since you 

last testified in this proceeding? 

Yes. 

What is the purpose of your testimony? 

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 2002, and the 

Company's Capacity Cost Recovery Clause final true-up amount for the 

same period. 
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Have you prepared exhibits to your testimony? 

Yes, I have prepared and attached to my testimony as Exhibit No. - (JP- 

1 ) a three-page true-up variance analysis which examines the difference 

between the estimated fuel true-up and the actual period-end fuel true-up. 

Attached to my testimony as Exhibit No. - (JP-2) are the Capacity Cost 

Recovery Clause true-up calculations for the January through December 

2002 period. Exhibit No. - (JP-3) 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 A I  through A9 for the period-to-date through 

December 2002, which have been previously filed with the Commission 

and are also attached to my testimony for ease of reference as Exhibit No. 

- (J P-4).  

What is the source of the data that you will present by way of 

testimony or exhibits in this proceeding? 

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 

What is the Company's jurisdictional ending balance as of December 

31,2002 for fuel cost recovery? 
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The actual ending balance as of December 31, 2002 for true-up purposes 

is an under-recovery of $31,685,712. 

How does this amount compare to the Company’s estimated 2002 

ending balance included in the Company’s projections for the 

calendar year 2002? 

An estimated over-recovery of $34,585,760 was included in the 2002 

projections and is being refunded to customers through Progress Energy’s 

currently effective fuel cost recovery factor. When this ending balance is 

compared to the actual year-end under-recovery balance of $31,685,712, 

the final true-up attributable to the twelve-month period ended December 

31, 2002 is an under-recovery of $66,271,472. 

How was the final true-up ending balance determined? 

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. 

What factors contributed to the period-ending jurisdictional under- 

recovery of $31,685,712 as shown on your Exhibit No. - (JP-I )? 

The factors contributing to the under-recovery are summarized on Sheet 1 

of 3. A decrease in the fuel cost factor effective 4/29/02 due to a mid- 

course correction combined with lower jurisdictional KWH sales due to a 

weaker than projected economy resulted in jurisdictional fuel revenues 

falling below the forecast by $34.4 million. The $2.6 million favorable 
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n jurisdictional fuel and purchased power expense was primarily 

attributable to lower system net generation cost offset by higher than 

projected net purchased power prices. 

When the differences in jurisdictional revenues and jurisdictional fuel 

expenses are combined, the net result is an under-recovery of $31.8 million 

related to the January through December 2002 true-up period. Another 

factor not directly related to the period is an interest provision of $.I million. 

This results in an actual ending under-recovery balance of $31.7 million as 

of December 31, 2002. 

Please explain the components shown on Exhibit No. - (JP-I),  Sheet 

2 of 3 which produced the $2.9 million favorable system variance from 

the projected cost of fuel and net purchased power transactions. 

Sheet 2 of 3 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). 

What effect did these components have on the system fuel and net 

power variance for the true-up period? 

As can be seen from Sheet 2 of 3: variances in the amount of MWH 

requirements from each energy source (column B) combined to produce a 
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cost increase of $16.7 million. I will discuss this component of the variance 

analysis in greater detail below. 

The heat rate variance for each source of generated energy (column 

C) reflected a favorable variance of $16.1 million. This variance was 

primarily the result of improved efficiency from gas peaking unit operations. 

A cost decrease of $3.4 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 3, of exhibit (JP-1). While for the year gas 

decreased $36.2 million and oil increased $10.4 million, the 4th quarter of 

2002 showed significant cost increases in both these fuel types. These 

increases are the result of the colder than expected winter, the energy 

market’s reaction to potential hostilities in the Middle East, and the 

Venezuelan oil worker’s strike. 

What were the major contributors to the $16.7 million cost increase 

associated with the variance in MWH requirements? 

The primary reason for the unfavorable variance in MWH requirements was 

the .5 million increase in supplemental KWH sales. The effect that 

generation mix has on total net system fuel and purchased power cost is 

another reason for the unfavorable variance in MWH requirements. 

Does this period ending true-up balance include any noteworthy 

adjustments to fuel expense? 

Yes, Exhibit No. - (JP-4) shows other jurisdictional adjustments to fuel 

expense. Noteworthy adjustments shown in the footnote to line 6b on page 
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1 of 4, Schedule A2 of this exhibit include recovery of the Company’s 

investment in 1 1 previously approved combustion turbine gas conversion 

projects at Intercession City Units P7-IO, Debary Units P7-P9, Bartow Units 

P2 and P4. and Suwannee Units P I  an P3. 

Did Progress Energy’s customers benefit during the true-up period 

from its investment in the Gas Conversion projects previously 

approved by the Commission? 

Yes. The estimated system fuel savings for the period related to Progress 

Energy’s approved gas conversion projects was $1 1,737,182. The total 

system depreciation and return was $1,603,401, resulting in a net system 

benefit to the Company’s customers of $10,133,781. A schedule of 

depreciation and return by gas conversion unit is included in Exhibit No. 

- (JP-I), Sheet 3 of 3. 

Has Progress Energy included any sulfur dioxide emission allowance 

transactions in fuel expense for the true-up period? 

Yes, during the true-up period the Company included $8,933,684 of 

emission allowances in fuel expense. 

Were any other adjustments of note included in the current true-up 

period? 

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 
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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 Progress Energy'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 $40.9 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. 

Exhibit No. - (JP-3) shows a year-end retail balance for the Tiger Bay 

regulatory asset of $46,601,202, computed in accordance with the 

approved stipulation. 

Q. Has the three-year rolling average gain on economy sales included in 

the Company's fi l ing for the November, 2002 hearings been updated 

to incorporate actual data for all of year 2002? 
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Yes, Progress Energy has calculated its three-year rolling average gain on 

economy sales, based entirely on actual data for calendar years 2000 

through 2002, as follows. 

Year Actual Gain 

2000 $ 8,939,098 

2001 10,283,714 

2002 5,628,586 

Three-Year Average $ 8,283,799 

Order No. PSC-02-1484-FOF-EI, issued in Docket No. 01 1605-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? 

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 2002)) and while Progress Energy 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 as well as new hedging computer systems and 

transact ion costs, 
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CAPACITY COST RECOVERY 

What i s  the Company's jurisdictional ending balance as of December 

31, 2002 for capacity cost recovery? 

The actual ending balance as of December 31, 2002 for true-up purposes 

is an under-recovery of $4,408,138. 

How does this amount compare to  the estimated 2002 ending balance 

included in the Company's projections for calendar year 2003? 

When the estimated under-recovery of $8,906,021 to be collected during 

the calendar year 2003 is compared to the $4,408,138 actual under- 

recovery, the final net true-up attributable to the twelve-month period 

ended December 2002 is an over-recovery of $4,497,883. 

Is this true-up calculation consistent with the true-up methodology 

used for the other cost recovery clauses? 

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. 

What factors contributed to  the actual period-end under-recovery of 

$4.4 million? 

Exhibit No. - (JP-2), 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 $8.9 million lower than forecasted 
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revenues due to reduced customer usage. The $4.7 million reduction in 

net capacity expenses was the result of a combination of factors including 

a reduction in the base level jurisdictional allocation factor, the failure of a 

cogenerator to meet its contractual obligation, the elimination of the 

Sebring base rate credit and the inclusion of incremental security costs. An 

interest provision of $.2 million also contributed to the under-recovery. 

Were there any items of note included in the current true-up period? 

Yes. In Order No. PSC-02-1761 -FOF-El, issued in Docket No. 020001 -El, the 

Commission addressed the recovery of incremental security costs through the 

capacity cost recovery clause. Exhibit No. - (JP-2) includes incremental 

security costs of $4,831,124 (system). 

Does this conclude your direct testimony? 

Yes. 
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PROGRESS ENERGY FLORIDA 

DOCKET No. 030001 -El 

Fuel and Capacity Cost Recovery 
EstimatedlActual True-Up Amounts 
January through December 2003 

DIRECT TESTIMONY OF 
JAVIER PORTUONDO 

Please state your name and business address. 

My name is Javier Portuondo. My business address is Post Office Box 

14042, St. Petersburg, Florida 33733. 

By whom are you employed and in what capacity? 

I am employed by Progress Energy Service Company, LLC, in the capacity 

of Director, Regulatory Services - Florida. 

Have your duties and responsibilities remained the same since your 

testimony was last filed in this docket? 

Yes. 

What is the purpose of your testimony? 

The purpose of my testimony is to present for Commission approval 

Progress Energy Florida’s (Progress Energy or the Company) 

- 1 -  
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estimatedlactual fuel and capacity cost recovery true-up amounts for the 

period of January through December 2003. 

Do you have an exhibit to your testimony? 

Yes. I have prepared an exhibit attached to my prepared testimony 

consisting of Parts A through D and Commission Schedules E l  through E9 

for the month of July 2003 (period to date), which contain the calculation of 

the Company's true-up balances and the supporting data. Parts A through 

C contain the assumptions which support the Company's reprojection of 

fuel costs for the months of August through December 2003. Part D 

contains the Company's reprojected capacity cost recovery true-up balance 

and supporting data. 

FUEL COST RECOVERY 

How was the estimated true-up under-recovery of $21 0,426,260 shown 

on Schedule El-B, Sheet 1, line 20, developed? 

The estimated true-up calculation begins with the actual balance of 

($1 58,705,476), taken from Schedule A2, page 3 of 4, for the month of July 

2003. This balance was projected to the end of December 2003, including 

interest estimated at the July ending rate of 0.085% per month. The 

development of the actuaVestimated true-up amount for the period ending 

December 2003 is shown on Schedule El-B. 

What are the primary reasons for the projected Decemberending 2003 

under-recovery of $21 0.4 million? 

- 2 -  
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At the time Progress Energy prepared the projections used in its February 

18, 2003 mid-course correction filing, oil and gas prices, which had risen 

sharply compared to the original projection, were projected to stabilize at 

above normal levels for the remainder of the year. While oil prices have 

remained in line with the mid-course projection, the price of natural gas has 

continued to rise and is forecasted to remain higher than that projection. 

This higher natural gas price is the primary reason for the projected $21 0.4 

million under-recovery. Also contributing to the under-recovery is a $37.8 

million carryover from 2002 that was included in the approved mid-course 

correction. 

Does Progress Energy expect to exceed the three-year rolling average 

gain on Other Power Sales? 

Yes, Progress Energy estimates the total gain on non-separated sales 

during 2003 will be $8,805,497, which exceeds the three-year rolling 

average for such sales of $8,283,799 by $521,698. The sharing 

mechanism approved by the Commission in Docket No. 991779-El 

allocates 80% of this difference ($417,358) to customers, for a total 

customer benefit of $8,701,157, and 20% of the difference ($104,340) to 

share holders. 

Were any other adjustments of note included in the current true-up 

period? 

Yes. On January 20, 1997, the Company entered an agreement with Tiger 

Bay Limited Partnership to purchase the Tiger Bay cogeneration facility and 

- 3 -  
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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 Progress Energy’s 

jurisdictional separation at that time. The stipulation allows the Company 

to continue collecting revenues from its ratepayer’s as if the five related 

PPAs were still in effect. The revenues collected were 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 revenues used to amortize the 

regulatory asset. The retail balance of the regulatory asset is projected to 

be fully amortized by the end of October 2003. Beginning in November 

2003, the Company is projecting to discontinue collecting revenues based 

on the PPAs and instead will recover only the fuel expense associated with 

the Tiger Bay generating facility. 

How does the current fuel price forecast compare with the forecast 

used in the Company’s February 2003 mid-course correction filing? 

Forecasted prices for coal on average increased $2.48 per ton, or 4.6% 

from the mid-course filing. Residual (heavy or No. 6) oil increased an 

average of $0.78 per barrel, or 3.0%, while distillate (light or No. 2) oil 

decreased an average of $0.84 per barrel, or 2.3%. The natural gas 
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forecast rose $1.27 per MMBTU on average, or 23.8%. According to the 

Energy Information Administration, the low level of underground storage is 

the principal reason for the higher natural gas prices. 

What is the source of the Company's fuel price forecast? 

The Company's fuel price forecast was based on forecast assumptions for 

residual oil, distillate oil, natural gas, and coal shown in Part B of my exhibit. 

The forecasted prices for each fuel type are shown in Part C. 

CAPACITY COST RE COVE RY 

How was the estimated true-up over-recovery of $3,309,148 shown on 

Part D, Line 29, developed? 

The estimated true-up calculation begins with the actual balance of 

($7,240,277) for the month of July 2003. This balance was projected to the 

end of December 2003, including interest estimated at the July-ending rate 

of 0.085% per month. 

What are the major changes between the February 2003 mid-course 

filing and the actuaVestimated reprojection? 

The variance between the mid-course filing and actual/estimated true-up 

balance at year-end 2003 is an over-recovery of $3.3 million. The variance 

is primarily attributable to a $2.4 million increase in revenue due to an 

increase in projected retail sales, combined with $0.9 million decrease in 

capacity expenses mainly due to lower projected incremental security costs. 
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A. Yes. 
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PROGRESS ENERGY FLORIDA 

DOCKET No. 030001 -El 

Levelized Fuel and Capacity Cost Recovery Factors 
January through December 2004 

DIRECT TESTIMONY OF 
JAVIER PORTUONDO 

Please state your name and business address. 

My name is Javier Portuondo. My business address is Post Office Box 

14042, St. Petersburg, Florida 33733. 

By whom are you employed and in what capacity? 

I am employed by Progress Energy Service Company, LLC, in the capacity 

of Director, Regulatory Services - Florida. 

Have your duties and responsibilities remained the same since your 

testimony was last filed in this docket? 

Yes. 

What is the purpose of your testimony? 

The purpose of my testimony is to present for Commission approval the 

levelized fuel and capacity cost factors of Progress Energy Florida 

(Progress Energy or the Company) for the period of January through 

December 2004. In addition, I will address Staff preliminary Issue 13D 
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regarding the Company’s market price proxy for waterborne coal 

transportation, including a detailed discussion of the circumstances that led 

to the Commission’s adoption of the market proxy mechanism. I will then 

address Staff Issues 13A, 138 and 13C regarding ongoing Commission 

practices for the treatment of certain costs related to Progress Fuels 

Corporation, Issue 13E regarding Progress Energy’s purchase of synthetic 

coal in 2002, and a new matter of which Staff has recently advised the 

Company regarding the treatment of Progress Fuel’s FOB Barge coal 

purchases in 2002. Finally, I will address an issue raised by the Company 

in an attempt to resolve any uncertainty that may exists regarding the 

appropriate baseline O&M expenses to be used in determining recoverable 

incremental costs in this proceeding. 

Q. 

A. Yes. I have prepared an exhibit attached to my prepared testimony 

consisting of Parts A through F and the Commission’s minimum filing 

requirements for these proceedings, Schedules E l  through E10 and H I ,  

which contain the Company‘s levelized fuel cost factors and the supporting 

data. Parts A through C contain the assumptions which support the 

Company’s cost projections, Part D contains the Company’s capacity cost 

recovery factors and supporting data, Part E contains the calculation of 

recoverable depreciation expense and return on capital associated with 

Progress Energy’s new Hines Unit 2 in accordance with the rate case 

stipulation and settlement approved by the Commission in April 2002, and 

Do you have an exhibit to your testimony? 
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A. 

Part F contains a graphic depiction of the Company's incremental cost 

evaluation process. 

FUEL COST RECOVERY 

Please describe the levelized fuel cost factors calculated by the 

Company for the upcoming projection period. 

Schedule E l ,  page 1 of the "E" Schedules in my exhibit, shows the 

calculation of the Company's basic fuel cost factor of 3.453 #/kWh (before 

metering voltage adjustments). The basic factor consists of a fuel cost for 

the projection period of 2.90246 #/kWh (adjusted for jurisdictional losses), a 

GPlF reward of 0.00714 #/kWh, and an estimated prior period true-up of 

0.54052 #/kWh. 

Utilizing this basic factor, Schedule E1-D shows the calculation and 

supporting data for the Company's final levelized fuel cost factors for 

service received at secondary, primary, and transmission metering voltage 

levels. To perform this calculation, effective jurisdictional sales at the 

secondary level are calculated by applying 1% and 2% metering reduction 

factors to primary and transmission sales, respectively (forecasted at meter 

level). This is consistent with the methodology used in the development of 

the capacity cost recovery factors. The final fuel cost factor for residential 

service is 3.458 #/kWh. 

Schedule E1-E develops the Time Of Use (TOU) multipliers of 1.310 

On-peak and 0.865 Off-peak. The multipliers are then applied to the 

levelized fuel cost factors for each metering voltage level, which results in 
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A. 

Q. 

A. 

the final TOU fuel factors for application to customer bills during the 

projection period. 

What is the change in the fuel factor for the projection period from the 

fuel factor currently in effect? 

The projected average fuel factor for 2004 of 3.453 $/kWh is an increase of 

0.717 $/kWh, or 26.2%, from the 2003 midcourse fuel factor of 2.736 

$/kWh. 

Please explain the reasons for the increase. 

The increase is primarily driven by the recovery of the projected 2003 true- 

up balance of $210.4 million. Also contributing to the higher fuel factor is 

an increase in the projected fuel cost of oil and natural gas, as well as a 

slight increase due to recovery of actual energy costs, since the regulatory 

asset associated with the 1997 buyout of the Tiger Bay purchase power 

agreements (PPAs) has been fully amortized. In 2004, Tiger Bay will be 

treated as a company owned generating facility rather than a contractual 

cogenerator. Partially offsetting this increase is a reduction in coal prices 

and higher nuclear generation due to no refueling outage scheduled for 

2004. 

What is included in Schedule El ,  line 4, "Adjustments to Fuel Cost"? 

Line 4 shows the recovery of the costs associated with conversion of 

combustion turbine units to burn natural gas instead of distillate oil 

($124,000), the annual payment to the Department of Energy for the 
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decommissioning and decontamination of their enrichment facilities 

($1,743,831), and the recovery of the depreciation and return associated 

with Hines Unit 2 ($42,589,716). These fuel cost adjustments total 

$44,457,547. 

Is the cost of purchasing emission allowances still included in 

Schedule E l ,  line 4, "Adjustments to Fuel Cost"? 

No. Beginning in 2004, the cost of emission allowances will be recovered 

through the Environmental Cost Recovery Clause (ECRC). Order No. 

PSC-95-0450-FOF-El in Docket No. 950001 -El allowed emission 

allowances to be recovered through the Fuel and Purchased Power Cost 

Recovery Clause if a utility was not participating in an ECRC. Progress 

Energy began utilizing the ECRC on January 1, 2003 and received 

Commission approval to move emission allowances to that clause in 2004. 

What is included in Schedule E l ,  line 6, "Energy Cost of Purchased 

Pow e r" ? 

Line 6 includes energy costs for the purchase of 60 MWs from Tampa 

Electric Company and the purchase of 414 MWs under a Unit Power Sales 

(UPS) agreement with the Southern Company. The capacity payments 

associated with the UPS contract are based on the original contract of 400 

MWs. The additional 14 MWs are the result of revised SERC ratings for 

the five units involved in the unit power purchase, providing a benefit to 

Progress Energy in the form of reduced costs per kW. Both of these 

contracts have been approved for cost recovery by the Commission. The 
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capacity costs associated with these purchases are included in the capacity 

cost recovery factor. 

What is included in Schedule E l ,  line 8, "Energy Cost of Economy 

Purchases"? 

Line 8 consists primarily of economy purchases from within or outside the 

state. Line 8 also includes energy costs for purchases from Seminole 

Electric Cooperative, Inc. (SECI) for load following, and off-peak hydroelectric 

purchases from the Southeast Electric Power Agency (SEPA). The SECl 

contract is an ongoing contract under which the Company purchases energy 

from SECl at 95% of its avoided fuel cost. Purchases from SEPA are on an 

as-available basis. There are no capacity payments associated with either of 

these purchases. Other purchases may have non-fuel charges, but since 

such purchases are made only if the total cost of the purchase is lower than 

the Company's cost to generate the energy, it is appropriate to recover the 

associated non-fuel costs through the fuel adjustment clause rather than the 

capacity cost recovery clause. Such non-fuel charges, if any, are reported on 

line IO. 

How was the Gain on Other Power Sales, shown on Schedule E- I ,  

Line 15a, developed? 

Progress Energy estimates the total gain on non-separated sales during 

2004 to be $4,584,880, which is below the three-year rolling average for such 

sales of $8,239,266 by $3,654,386. Based on the sharing mechanism 
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approved by the Commission in Docket No. 991779-El, the total gain will be 

distributed to customers. 

How was Progress Energy’s three-year rolling average gain on 

economy sales determined? 

The three-year rolling average of $8,239,266 is based on calendar years 

2001 through 2003, and was calculated in accordance with Order No. PSC- 

00-1 744-PAA-EI, issued September 26,2000 in Docket 991 779-El. 

Why has the depreciation expense and return on capital associated 

with Hines Unit 2 been included in the Adjustments to Fuel Cost entry 

you described earlier? 

The stipulation approved by the Commission in April 2002 for Progress 

Energy’s base rate review proceeding (Docket No. 000824-El) provides that 

the Company will be allowed the opportunity to recover the depreciation 

expenses and return on capital for its new Hines Unit 2 through the fuel 

clause beginning with the unit’s commercial operation through the end of 

2005, subject to the limitation that the costs of Hines Unit 2 recovered over 

this period may not exceed the cumulative fuel savings provided by the unit 

over the same period. Because Hines Unit 2 is scheduled to begin 

commercial operation in December 2003, these two cost components of 

the unit for 2004 have been included in the projection period for recovery in 

accordance with the stipulation. Part E of my exhibit shows the calculation 

of the depreciation expense and return on capital associated with Hines 

Unit 2. 
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Q. Please explain the entry on Schedule E l ,  line 17, "Fuel Cost of 

A 

Stratified Sales." 

Progress Energy has several wholesale contracts with Seminole, some of 

which represent Seminole's own firm resources, and others that provide for 

the sale of supplemental energy to supply the portion of their load in excess 

of Seminole's own resources, 1528 MW in 2004. The fuel costs charged to 

Seminole for supplemental sales are calculated on a "stratified" basis, in a 

manner which recovers the higher cost of intermediate/peaking generation 

used to provide the energy. New contracts for fixed amounts of 

intermediate and peaking capacity began in January of 2000. While those 

sales are not necessarily priced at average cost, Progress Energy is 

crediting average fuel cost of the appropriate stratification (intermediate or 

peaking) in accordance with Order No. PSC-97-0262-FOF-El. The fuel 

costs of wholesale sales are normally included in the total cost of fuel and 

net power transactions used to calculate the average system cost per kWh 

for fuel adjustment purposes. However, since the fuel costs of the stratified 

sales are not recovered on an average system cost basis, an adjustment 

has been made to remove these costs and the related kWh sales from the 

fuel adjustment calculation in the same manner that interchange sales are 

removed from the calculation. This adjustment is necessary to avoid an 

over-recovery by the Company which would result from the treatment of 

these fuel costs on an average system cost basis in this proceeding, while 

actually recovering the costs from these customers on a higher, stratified 

cost basis. 
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Line 17 also includes the fuel cost of sales made to the City of 

Tallahassee in accordance with Order No. PSC-99-1741-PAA-El. The 

stratified sales shown on Schedule E6 include 100,140 MWh, of which 93% 

is priced at average nuclear fuel cost, the balance at an estimated 

incremental cost of $25 per MWh. Other transactions included on Line 17 

are the 50 MW sale to Florida Power & Light and a 15 MW sale to the City 

of Homestead. 

Please explain the procedure for forecasting the unit cost of nuclear 

fuel. 

The cost per million BTU of the nuclear fuel which will be in the reactor 

during the projection period (Cycle 14) was developed from the 

unamortized investment cost of the fuel in the reactor. Cycle 14 consists of 

several "batches" of fuel assemblies which are separately accounted for 

throughout their life in several fuel cycles. The cost for each batch is 

determined from the actual cost incurred by the Company, which is audited 

and reviewed by the Commission's field auditors. The expected available 

energy from each batch over its life is developed from an evaluation of 

various fuel management schemes and estimated fuel cycle lengths. From 

this information, a cost per unit of energy (cents per million BTU) is 

calculated for each batch. However, since the rate of energy consumption 

is not uniform among the individual fuel assemblies and batches within the 

reactor core, an estimate of consumption within each batch must be made 

to properly weigh the batch unit costs in calculating a composite unit cost 

for the overall fuel cycle. 
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How was the rate of energy consumption for each batch within Cycle 

14 estimated for the upcoming projection period? 

The consumption rate of each batch has been estimated by utilizing a core 

physics computer program which simulates reactor operations over the 

projection period. When this consumption pattern is applied to the 

individual batch costs, the resultant composite cost of Cycle 14 is $.35 per 

million BTU. 

Please give a brief overview of the procedure used in developing the 

projected fuel cost data from which the Company's basic fuel cost 

recovery factor was calculated. 

The process begins with the fuel price forecast and the system sales 

forecast. These forecasts are input into the Company's production cost 

model, PROSYM, along with purchased power information, generating unit 

operating characteristics, maintenance schedules, and other pertinent data. 

PROSYM then computes system fuel consumption, replacement fuel costs, 

and energy purchases and costs. This information is the basis for the 

calculation of the Company's levelized fuel cost factors and supporting 

schedules. 

What is the source of the system sales forecast? 

The system sales forecast is made by the forecasting section of the 

Financial Planning 8, Regulatory Services Department using the most 

recent data available. The forecast used for this projection period was 

prepared in June 2003. 
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Is the methodology used to produce the sales forecast for this 

projection period the same as previously used by the Company in 

these proceedings? 

Yes. The methodology employed to produce the forecast for the projection 

period is the same as used in the Company's most recent filings, and was 

developed with an econometric forecasting model. The forecast 

assumptions are shown in Part A of my exhibit. 

What is the source of the Company's fuel price forecast? 

The fuel price forecast was made by the Regulated Commercial Operations 

Department based on forecast assumptions for residual (#6) oil, distillate 

(#2) oil, natural gas, and coal. The assumptions for the projection period 

are shown in Part B of my exhibit. The forecasted prices for each fuel type 

are shown in Part C. 

CAPACITY COST RECOVERY 

How was the Capacity Cost Recovery factor developed? 

The calculation of the capacity cost recovery (CCR) factor is shown in Part 

D of my exhibit. The factor allocates capacity costs to rate classes in the 

same manner that they would be allocated if they were recovered in base 

rates. A brief explanation of the schedules in the exhibit follows. 

Sheet 1 : Proiected Capacity Payments. This schedule contains 

system capacity payments for UPS, TECO and QF purchases. The retail 

portion of the capacity payments is calculated using separation factors from 

- 1 1  - 
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the Company's most recent Jurisdictional Separation Study available at the 

time this filing was prepared. 

Sheet 2: Estimated/Actual True-Up. This schedule presents the actual 

ending true-up balance as of July, 2003 and re-forecasts the over/(under) 

recovery balances for the next five months to obtain an ending balance for 

the current period. This estimated/actual balance of $3,309,148 is then 

carried forward to Sheet 1, to be refunded during the January through 

December, 2004 period. 

Sheet 3: Development of Jurisdictional Loss Multipliers. The same 

delivery efficiencies and loss multipliers presented on Schedule E l  -F. 

Sheet 4: Calculation of 12 CP and Annual Average Demand. The 

calculation of average 12 CP and annual average demand is based on 

2003 load research data and the delivery efficiencies on Sheet 3. 

Sheet 5: Calculation of Capacitv Cost Recoverv Factors. The total 

demand allocators in column (7) are computed by adding 12/13 of the 12 

CP demand allocators to 1/13 of the annual average demand allocators. 

The CCR factor for each secondary delivery rate class in cents per kWh is 

the product of total jurisdictional capacity costs (including revenue taxes) 

from Sheet 1, times the class demand allocation factor, divided by 

projected effective sales at the secondary level. The CCR factor for 

primary and transmission rate classes reflects the application of metering 

reduction factors of 1 % and 2% from the secondary CCR factor. 

Please explain the decrease in the CCR factor for the projection 

period compared to the CCR factor currently in effect. 
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The projected average retail CCR factor of 0.77482 @/kWh is 13.6% lower 

than the 2003 mid-course factor of 0.89702 $/kWh. The decrease is 

primarily due to the elimination of the capacity payments associated with 

the buyout of the Tiger Bay PPAs, since the regulatory asset has been fully 

amortized. Partially offsetting this decrease is the annual contractual 

escalation in capacity payments. 

Has Progress Energy included incremental security charges in the 

2004 projected capacity amount? 

Yes. The Company has included $4,644,108 related to incremental 

security charges for 2004. 

What additional internal andlor external security initiatives have taken 

place or are anticipated to take place that will impact Progress 

Energy’s request for recovery through the Capacity Cost Recovery 

Clause in 2004? 

On April 29, 2003, the U.S. Nuclear Regulatory Commission (NRC) issued 

three orders intended to strengthen protection requirements for nuclear 

reactors (Design Basis Threat or DBT), limit working hours for security 

personnel, and improve training for guards. Licensees must submit revised 

DBT plans to the Commission for review and approval by April 29, 2004 and 

implement by October 29, 2004. Progress Energy is currently assessing 

this risk. The Company is also assessing the impact of limiting guard 

working hours and enhancing training. Licensees must start implementation 

immediately and must complete by October 29, 2004. The estimated cost 
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of these NRC requirements is included in the total recoverable amount 

above. The NRC has also increased its annual license fee partly to cover 

the costs of making plants safe from terror attacks. 

In addition to the NRC orders, the Coast Guard, Department of 

Homeland Security (DHS) issued on July 1, 2003 a series of interim rules to 

promulgate maritime security requirements mandated by the Maritime 

Transportation Security Act of 2002. The six interim rules consist of: 

Implementation of National Maritime Security Initiatives, Area Maritime 

Security, Vessel Security, Facility Security, Outer Continental Shelf Facility 

Security, and Automatic Identification System. The final rule is expected to 

be issued before November 25, 2003. The rule is expected to impact the 

following sites: Bartow Plant, Anclote Plant, Crystal River Complex, Higgins 

Plant, and Bayboro Station. These sites are expected to require such 

things as additional security officers, additional gates, and closed circuit 

television (CCTV) systems. The timing of this rule’s issuance has not 

allowed Progress Energy enough time to thoroughly quantify the financial 

impact of its implementation. Therefore we have not included an estimate 

of the implementation cost but rather will include the actual cost incurred as 

part of the Company’s Actual True-up filing. The costs will be accounted for 

in accordance with Order PSC-02-1761-FOF-EI, which states on page 10 

that: 

“(B)ecause of the extraordinary nature of the costs in question and the 

unique circumstances under which they arose, we find that these 

costs do not clearly fall within the classification of ‘items which 

traditionally and historically would be recovered through base rates’.’’ 
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. . . Because these costs are extraordinary, these costs shall be 

treated as current year expenses. Further, we require that these 

expenses be separately accounted to enhance our staffs ability to 

audit them.” 

WATERBORNE COAL TRANSPORTATION 

Before addressing Staff Issue 13D regarding Progress Energy’s 

market price proxy, please describe the background of waterborne 

coal transportation to the Company’s Crystal River plant site and its 

regulation by the Commission? 

The origin of the current arrangement for waterborne transportation of coal 

to the Crystal River plant site took place in 1976. At that time the 

Company, then Florida Power Corporation (FPC), had two units at the 

Crystal River site that had been previously converted from coal to oil and 

were then in the process of being converted back to coal. These units, 

Crystal River 1 and 2, had a combined capacity of approximately 750 MW 

and would require about 2 million tons of coal annually. At the same time, 

FPC was in the design and pre-construction stages of two new coal-fired 

units, Crystal River 4 and 5, with a- combined capacity of approximately 

1,450 MW and annual coal requirements of nearly 4 million tons per year. 

Faced with the need to arrange for the procurement and delivery of up 

to 6 million tons of coal a year starting almost from scratch, the Company 

elected a strategy aimed at securing a greater degree of control over the 

costs and reliability of its long-term coal supply and transportation needs 

than it could obtain as simply a purchaser of these services subject to the 
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vagaries of an uncertain market. Under this strategy, the Company would 

acquire business expertise and ownership leverage through capital 

investment in partnerships with organizations experienced in the various 

segments of the coal supply and transportation business, particularly those 

segments lacking a competitive market. However, it would have been 

problematic for FPC to engage in such a business venture itself due to 

serious legal and tax impediments associated with multi-state operations 

and asset ownership and other key aspects of the strategy’s business plan. 

As a result, Electric Fuels Corporation (EFC), the predecessor of 

Progress Fuels Corporation (PFC), was formed in March 1976 as a wholly- 

owned subsidiary of FPC to carry out this long-term strategy for supplying 

the coal requirements of the Crystal River plant site. 

How did EFC implement this strategy with respect to waterborne coal 

transportation? 

The most critical implementation issues were the absence of competitive 

markets in two key segments of the waterborne transportation route; (1) the 

storage and transloading of coal from river barges to Gulf barges at the 

mouth of the Mississippi River, and (2) the trans-Gulf transportation of coal 

to the Crystal River plant site. Neither segment had facilities with sufficient 

capacity to handle the approximately 2 million tons of waterborne coal 

annually that EFC needed to deliver to the Crystal River site (the 

requirements of the site remaining after maximum rail deliveries). This 

meant that a long-term commitment would have to be made for the 

construction of additional facilities to increase tonnage capacity in both 
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segments. EFC chose to make that commitment through an ownership 

interest in the facilities, rather than entering into long-term contracts with 

third-party owners of the new facilities. 

With respect to the river-to-Gulf transloading segment, EFC acquired a 

one-third ownership interest with two other experienced partners in 

International Marine Terminals (IMT), which began the construction of a 

new transloading and storage terminal on the Mississippi River 

approximately 60 miles south of New Orleans. In a similar vein, EFC 

acquired a 65% ownership interest in a partnership with Dixie Carriers, an 

experienced operator of ocean-going carrier vessels, for the transportation 

of coal to the Crystal River plant site. Since no carrier vessels capable of 

navigating the site’s shallow, narrow channel were available, specially 

designed ocean-going tug-barge units had to be constructed by the 

partnership, Dixie Fuels Limited (DFL). 

In addition to its investment in these two major undertakings, EFC also 

acquired ownership interests in several smaller upriver terminals, where 

coal delivered from the mines is loaded onto river barges. Due to the 

limited availability of upriver terminal capacity, these investments allowed 

EFC to obtain priority at existing terminals and to develop additional 

capacity by constructing new terminals. Since sufficient capacity existed at 

the time in the upriver mine-to-river (or “short-haul”) transportation segment 

and the river barge transportation segment, EFC contracted with third-party 

suppliers of those services. 
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What was the regulatory response of the Commission to the coal 

procurement and transportation responsibilities the Company placed 

with EFC? 

As I indicated earlier, but for the legal and tax consequences it faced in 

1976 (and still faces), the Company could have implemented its coal 

procurement and transportation strategy itself, through an internal operating 

division or department. Functionally, however, EFC served in much the 

same capacity and was indirectly regulated by the Commission in a similar 

manner. I use the term “indirectly regulated’’ because even though the 

Commission had no regulatory authority over EFC itself, the Commission 

had more than ample authority over the coal procurement and 

transportation costs the Company was allowed to recover through its fuel 

clause. And since FPC chose to pursue its strategy through an affiliate 

solely for business considerations, it supported the Commission’s treatment 

of EFC in a utility-like manner. 

Under this regulatory treatment, FPC was allowed to recover EFC’s 

prudently incurred costs to procure and deliver coal to the Company, 

including a utility rate of return on its capital investment IMT and DFL. In 

return, any profits EFC earned from these investments would be returned to 

the Company and credited to the cost of coal charged to its customers. For 

example, because of its ownership interest in DFL, EFC receives 65% of 

DFL’s profits. However, under the Commission’s regulatory treatment, EFC 

would also earn a rate of return on its capital investment in DFL. 

Therefore, EFC would credit its DFL profits dollar-for-dollar against the cost 

of coal charged to the Company and, ultimately, its customers. 
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How did this regulatory treatment of EFC work over time? 

Initially, quite well. By 1986, however, several concerns about the 

continued use of this regulatory treatment, then referred to as “cost-plus” 

pricing, led the Commission to initiate an investigation into the matter 

(Docket No. 860001 -El-G). The investigation continued for nearly three 

years and included several hearings covering various aspects of EFC’s 

operation. The following quotation from the Commission’s final order 

concluding the investigation, although somewhat lengthy, best summarizes 

its findings and policy determinations, and also sets the stage for the 

currently pending issue regarding PFC’s waterborne transportation market 

proxy mechanism : 

“ w ] e  believe and find that a change from cost-plus pricing is 

warranted. While we believe that the current system has been 

generally successful in allowing only reasonable and prudent cost to 

be passed through the utilities’ fuel adjustment clauses, we believe 

that it has been administratively costly, caused unnecessary 

regulatory tension, and left the lingering suspicion that it has resulted 

in higher costs to the utility’s customers. Implicit in cost-plus pricing is 

the requirement that one is capable of conducting a cost-of-service 

analysis of a business to determine that its expenses are both 

necessary and reasonable. This is a methodology that is demanded 

for monopoly utility services, and which usually proves to be complex, 

expensive and time consuming. It is a methodology which requires a 

high degree of familiarity with the capital requirements and expenses 

necessitated by the operation of the business being reviewed. Cost- 
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of-service analysis of affiliated operations places additional demands 

upon the regulatory agency in terms of time, expense and acquiring 

additional expertise. All come at some additional cost that must 

eventually be borne by the ratepayer, either in his role as customer or 

as a taxpayer. Furthermore, there seems to be no end to the types of 

affiliate business that we are expected to become sufficiently familiar 

with so that we might judge that reasonableness of their cost on a 

cost-of-services basis. 

“Considering the many advantages offered by a market pricing 

system, we, as a policy matter, shall require its adoption for all affiliate 

fuel transactions for which a comparable market price may be found 

or constructed. 

“In concluding, we note the following: (I) from the record in this 

case, we are convinced that market prices can be established for the 

affiliate coal; (2) market prices for the transportation-related services 

should be established if possible, but if not, methodologies for 

reasonably allocating the cost should be suggested; [and] (3) cost-of- 

service methodologies should be avoided, if possible; ... .” (Order No. 

20604, issued January 13, 1989 in Docket No. 860001 -El-G.) 

With respect to the Commission’s finding that “market prices for the 

transportation-related services should be established if possible,” 

was a market price for EFC’s waterborne transportation service 

eventually established pursuant to this finding? 
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A. In a strict sense, no. Unlike the situation with coal purchased by EFC from 

an affiliated supplier for which a market pricing mechanism was approved, 

the Commission recognized that comparable prices could not be found for 

some of the waterborne transportation services purchased by EFC from 

affiliates. In fact, this is the very reason EFC purchased these services 

from affiliates. As I described earlier, a market for river-to-Gulf 

transloading services and trans-Gulf transportation .services to the Crystal 

River plant site did not exist at the time EFC was formed. That remained 

the situation when Order No. 20604 was issued, as it does today. This is 

particularly problematic with respect to the trans-Gulf transportation 

services provided by DFL’s tug-barge units, which had to be custom made 

because of the unique and hazardous channel to the Crystal River plant 

site. There simply are no other vessels with the capacity to meet the 

waterborne coal requirements of the site that are capable of safely 

traversing the site’s shallow, narrow channel. 

Nonetheless, it was clear to the Company that the Commission 

expected an alternative to cost-plus pricing for EFC’s waterborne 

transportation, even if a true market pricing mechanism could not be 

established. To this end, the Company began a series of negotiations with 

Staff, Public Counsel and FIPUG which ultimately led to the development of 

a pricing mechanism that the parties considered to be a reasonable 

alternative, or proxy, for a true market pricing mechanism. This alternative, 

referred to as a “market price proxy”, was presented to the Commission at 

the August 1993 fuel adjustment hearing as a stipulated issue and was 
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approved by Order No. PSC-93-1331 -FOF-El, issued September 13, 1993 

in Docket No. 930001-El. 

Please describe the market price proxy approved by the Commission? 

The market price proxy became effective as of January 1993, and consists 

of a base price and a composite index used to escalate or de-escalate the 

base price annually. The base price of $23.00 per ton was derived from 

EFC's actual 1992 costs incurred for waterborne transportation services in 

delivering coal to the Crystal River plant site. The base price would then 

be adjusted as of January 1'' each subsequent year using a composite 

index that consists of five individually weighted indices commonly used to 

adjust contract prices in the transportation services business. The total 

weighting of these indices is set at 90%, with 10% of the base price 

remaining fixed. In addition, the market proxy price may be adjusted for 

increases or decreases in EFC's waterborne transportation costs which 

result from governmental impositions on its transportation suppliers not in 

effect as of December 31, 1992. 

Established and adjusted in this manner, the market proxy price is 

then paid to EFC in lieu of any payment for the costs it incurs to obtain 

waterborne transportation services in any of the five waterborne 

transportation segments; Le., short haul transportation to the upriver 

terminal, upriver storage and loading onto river barges, river barge 

transportation, storage and transloading from river barges to Gulf barges, 

and trans-Gulf transportation to the Crystal River plant site. In addition, 

EFC will no longer receive a return on its investment in IMT or DFL. In 

- 22 - 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Q. 

A. 

1 8 9  

other words, compared to the price it will be paid under the market proxy 

mechanism, EFC will receive the benefit of any cost reductions it can 

achieve in providing waterborne transportation services to the Company, 

and it will incur the risk of any cost increases beyond its control, including 

the risk of catastrophic loss such as the loss of a DFL vessel at sea. 

With that background, please address Staff Issue 13D: Should the 

Commission modify or eliminate the method for calculating Progress 

Energy Florida’s market price proxy for waterborne coal 

transportation that was established in Order No. PSC-93-1331 -FOF-El, 

issued September 13, 1993, in Docket No. 930001-EI? 

I am not aware of any reason put forward by Staff or a party regarding a 

flaw or deficiency in the market proxy mechanism or a change of 

circumstances since the mechanism was approved by the Commission that 

would suggest it should be modified or eliminated. Nor am I aware of any 

reason to believe the mechanism has not performed reasonably in 

approximating the market price of waterborne coal transportation to the 

Crystal River plant site. To the contrary, when the market price proxy is 

measured against the benefits and objectives of market pricing articulated 

by the Commission in Order No. 20604 and quoted earlier in my testimony, 

I believe this consensus proposal developed jointly by the Company, Staff 

and other parties has served its intended purpose well. Moreover, the 

basis for the market price proxy remains conceptually sound. According to 

the Bureau of Labor Statistics (BLS), indices of the kind used in the market 

proxy mechanism are typically the basis for contract escalation. The 
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indices used to escalate the market proxy base price are focused on the 

economic conditions that would reasonably and logically result in increases 

to the base price over time; and therefore result in an escalated price that 

fairly tracks these economic conditions, which the BLS quantified in the 

development of these indices. 

In short, absent compelling reasons for change that have not yet been 

provided, the market price proxy developed to comply with the policy 

requirements of Order No. 20604, and which met the satisfaction of the 

Commission, Staff, the parties, and the Company, should remain in effect. 

OTHER ISSUES 

Has Progress Energy confirmed the validity of the methodology used 

to determine the equity component of Progress Fuels Corporation’s 

capital structure for calendar year 2002? (Staff Issue 13A) 

Yes. Progress Energy’s Audit Services department has reviewed the 

analysis performed by PFC. The revenue requirements under a full utility- 

type regulatory treatment methodology using the actual average cost of 

debt and equity required to support the Company’s regulated business was 

compared to revenues billed using an equity component based on 55% of 

net long-term assets (the “short cut method”). The analysis showed that for 

2002, the short cut method resulted in revenue requirements which were 

$47,749, or 0.01%, higher than revenue requirements under the full utility- 

type regulatory treatment methodology. Progress Energy submits that this 

analysis confirms again the appropriateness and continued validity of the 

short cut method. 
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Has Progress Energy properly calculated the market price true-up for 

coal purchases from Powell Mountain? (Staff Issue 13B) 

Yes. The calculation has been made in accordance with the market pricing 

methodology approved by the Commission in Docket No. 860001 -El-G. 

Has Progress Energy properly calculated the 2002 price for 

waterborne transportation services provided by Progress Fuels 

Corporation? (Staff Issue 13C) 

Yes. Progress Energy has performed its calculation of the 2002 

waterborne transportation price under the same methodology as the 

previous calculations that have been approved by the Commission. 

Were Progress Energy Florida’s purchases of synthetic coal during 

2002 cost effective? (Staff Issue 13E) 

Yes. Progress Energy’s purchases of synthetic coal (synfuel) in 2002 were 

made under an arrangement that allowed these purchases to substitute for 

purchases that would have been required under a contract for regular 

compliance coal at a price $2.00 per ton higher than was paid for the 

synfuel purchases. This resulted in fuel savings of over $1.3 million. 

In consideration of Order No. PSC-934331 -FOF-El, in Docket No. 

930001=EI, issued September 13, 1993, should the Commission make 

an adjustment to Progress Energy Florida‘s 2002 waterborne coal 

transportation costs to account for upriver costs from mine to barge 
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for coal commodity contracts which are quoted FOB Barge? (New 

Staff Issue) 

No adjustment is needed, since the Company and PFC have scrupulously 

followed the letter and spirit of the waterborne market proxy with respect to 

FOB Barge coal purchases. The market proxy’s base price was 

determined from the waterborne transportation costs of PFC (then Electric 

Fuels Corporation, or EFC) in 1992. In that year, 27.8% of EFC’s upriver 

waterborne coal was purchased at an FOB Barge price. This means that 

for these purchases the upriver “short-haul” transportation costs were 

included in the commodity purchase price, and were not included in the 

market proxy’s waterborne transportations costs. 

To avoid any significant over or under-recovery of these short-haul 

costs under the market proxy, PFC has attempted to maintain 

approximately the same ratio of purchases at an FOB Barge price since 

the inception of the market proxy in 1993. Over the ten-year period 

through 2002, PFC’s purchases at the FOB Barge price have averaged 

24.5%, meaning PFC has under-recovered the short-haul costs reflected in 

the market proxy through 2002. In 2002 itself, PFC’s upriver waterborne 

coal purchases were 1,774,617 tons, of which 504,288 tons were 

purchased at an FOB Barge price, or 28.4% of its total upriver purchases. 

This slight imprecision in the 2002 ratio compared to the 27.8% base year 

guideline is not only small compared to the 24.5% 10-year average or the 

2001 ratio of 19.0%, but is particularly small considering the complexities of 

optimizing individual purchase quantities, scheduling constraints, and 
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periodic adjustments to the Company’s coal requirements that PFC must 

take into account throughout the course of any given year. 

At the outset of your testimony you indicated a desire on Progress 

Energy’s part to resolve any uncertainty that currently exists 

regarding the appropriate baseline expenses to be used in 

determining recoverable incremental costs. Please explain what you 

mean by the term “baseline expenses” as it is used in the 

determination of incremental costs. 

The need to determine incremental costs in this proceeding arises because 

from time to time the Commission, under long-established policy, 

authorizes the recovery of certain O&M expenses through the fuel 

adjustment clause rather than base rates. Typically, this occurs when O&M 

expenses for an activity related to the adjustment clause are in excess of 

those that existed when the utility’s base rates were last set. A recent 

example of this is the Commission’s decision to authorize recovery of post- 

9/11 power plant security costs. Before actual recovery can begin, 

however, the Commission must assure itself that any portion of these 

expenses which may be included in base rates is not recovered twice - 
once through base rates and again through the clause. Therefore, to 

determine the level of incremental O&M expenses recoverable through the 

clause, the necessary first step is to establish the amount, if any, of these 

expenses included in the utility’s base rates. This amount is sometimes 

referred to as the utility’s “baseline expenses.” 
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Why has Progress Energy raised an issue regarding the appropriate 

baseline expenses to be used in determining recoverable incremental 

costs? 

In each instance where the recovery of incremental costs has been 

requested by the Company and approved by the Commission since the 

2002 rate case settlement went into effect, the baseline O&M expenses 

used to determine the recoverable amount of the incremental costs have 

been derived from the MFRs in that proceeding. Progress Energy believes 

that using the 2002 MFRs for that purpose is entirely appropriate. 

However, the continued use of these MFRs to establish the Company’s 

baseline expenses has surfaced as a potential issue in pending matters. 

To the extent any uncertainty exists as to the appropriateness of using 

the 2002 MFRs as source of baseline expenses, Progress Energy desires 

to have it resolved, since the need to establish baseline expenses is an 

ongoing one. Dealing with this issue on a case-by-case basis each time 

the recovery of incremental costs is sought appears unwise and inefficient. 

This is particularly so when the underlying question is the same in each 

instance: What baseline expenses best reflect the level of O&M expenses 

included in base rates? If the Company’s base rates are unchanged, the 

answer to this question should be the same each time it arises. 

For this reason, I believe that all concerned would benefit from the 

establishment of a uniform approach for setting the baseline level of O&M 

expenses when determining recoverable incremental costs. Doing so will 

allow everyone to know in advance how incremental costs are to be 

- 2 8 -  



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Q. 

A. 

Q. 

A. 

4 9 4  

treated, and thus avoid the need to continually deal with this question on a 

case-by-case basis. 

Does Progress Energy seek to recover any incremental costs in this 

proceeding today that have been calculated using baseline O&M 

expenses  from the Company’s 2002 MFRs? 

Yes. Based on the Commissions decision authorizing recovery of post- 

9/11 power plant security costs, these costs have been included in 

Progress Energy’s true-up balance and in its projections for 2004 submitted 

for Commission approval in this proceeding. The Company has calculated 

the amount of its recoverable incremental power plant security costs using 

baseline expenses derived from the 2002 MFRs, as I will explain in greater 

detail latter in my testimony. 

Why is the u s e  of baseline expenses  derived from the Company’s 

2002 rate c a s e  MFRs the appropriate way to determine recoverable 

incremental costs?  

The 2002 MFRs have been and should continue to be used by Progress 

Energy to establish baseline O&M expenses when determining recoverable 

incremental costs because they most accurately reflect the level of 

expenses included in the Company’s current base rates. Based on long 

standing practice, I think it is clear that the MFRs would have been used for 

this purposes had the 2002 rate case been resolved in the traditional 

manner, Le., by a Commission decision based on the evidentiary record 

from a lengthy adversarial hearing. However, the fact that the 2002 rate 
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case was resolved through settlement - a resolution that all agree is far 

superior to contentious, inefficient and costly litigation - provides no basis 

for a different conclusion about the appropriateness of using fully 

developed, rate case quality expense data in subsequent incremental cost 

determinations. 

The 2002 MFRs were extensively reviewed and evaluated through 

discovery and testimony by Staff and the parties to the settlement 

negotiations. As has been previously noted, the Commission conducted a 

full rate case in every sense, except for the final hearing that was 

superceded by a negotiated settlement. The MFRs were a product of that 

fully developed rate case process and, as such, they and the related 

discovery and testimony served as a foundation for negotiations that led to 

the settlement and for Staff and Commission review and approval of the 

settlement. The use of the MFRs for incremental cost purpose is not only 

appropriate for this reason, but also because there simply is no other 

credible alternative for establishing baseline O&M expenses that reflects 

the level of expenses in current rates. 

To summarize, by establishing a uniform treatment for the way in 

which baseline O&M expenses are determined, the Commission will 

resolve any uncertainty that now exist, avoid the need to address the issue 

on an inefficient and potentially inconsistent case-by-case basis, and allow 

all concerned to know the rules of the game in advance. By establishing 

the use of the Company’s 2002 MFRs as that uniform treatment, the 

Commission will have selected the best, if not only, source of baseline 

O&M expenses that reflects the level included in the Company’s currently 
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approved base rates, as it must to ensure against double recovery of these 

expenses. 

Please describe the evaluation process  used by Progress Energy to 

determine the incremental c o s t s  it submits for recovery through the 

adjustment c lauses .  

The evaluation process used by Progress Energy incorporates the 

Commission’s long standing practice for determining recoverable 

incremental costs by removing any O&M expenses associated with the 

project that were included in the MFRs from the rate proceeding that 

established the Company’s current base rates. Therefore, from the time 

Progress Energy’s current rates were approved at the conclusion of its 

2002 rate proceeding, the Company has evaluated the incremental costs 

associated with all projects submitted for adjustment clause recovery, 

including the incremental costs currently before the Commission, by first 

examining the 2002 rate case MFRs to determine whether any of the 

project’s costs have been included. If none are found, all project costs are 

eligible for further evaluation. Any costs that are found to have been 

included in the MFRs are excluded from the project‘s recoverable costs at 

that point. 

After this initial review, the second step is to identify any specific 

project costs that, although not associated directly with the project in the 

MFRs, are reflected elsewhere in base rates,. This step is performed by 

determining whether t h e  cost would be incurred regardless of the new 
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project. The following list provides an example of how several project cost 

component are broken down for analysis in this step. 

0 Labor from positions that were part of the last set of MFRs: 

0 

e 

0 

0 

D Regular labor is not considered incremental since is would be 

incurred regardless of the new project or task. 

Overtime labor is considered incremental as it results only 

from the need to complete this new project or task. 

B 

B Regular and Overtime labor for net new positions are 

considered incremental if it results only from the need to 

complete this new project or task. 

Outside Contract Labor is considered incremental since the 

expenditure would not have been incurred were it not for the new 

project or task. 

Outside Professional Services are considered incremental since 

the expenditure would not have been incurred were it not for the 

new project or task. 

Materials and Supplies are considered incremental since the 

expenditure would not have been incurred were it not for the new 

project or task. 

Travel is considered incremental since the expenditure would not 

have been incurred were it not for the new project or task. 

The third step is to determine whether the new project will create any 

offsetting O&M savings associated with related activities, in which case the 

savings are credited to the project or task to reduce its total cost. Part F of 

my exhibit is a decision tree that graphically depicts the Company’s 
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incremental cost evaluation process using its post-9/11 power plant security 

project as an example. 

Does this conclude your testimony? 

Yes, it does. 
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PROGRESS ENERGY FLORIDA 

DOCKET No. 030001 -El 

SUPPLEMENTAL DIRECT TESTIMONY OF 
JAVIER PORTUONDO 

Please state your name and business address. 

My name is Javier Portuondo. My business address is Post Office Box 14042, 

St. Petersburg, Florida 33733. 

By whom are you employed and in what capacity? 

I am employed by Progress Energy Service Company, LLC, in the capacity of 

Director, Regulatory Services - Florida. 

Have your duties and responsibilities remained the same since your 

testimony was last filed in this docket? 

Yes. 

What is the purpose of your supplemental testimony? 

The purpose of my supplemental testimony is to address the last sentence of 

Staff's position on Issue 30 regarding the methodology for determining the 

incremental costs of post-9/11 security measures. Because this portion of 

Staff's position was (a) disclosed to the parties for the first time in the draft 

Prehearing Order presented at the Prehearing Conference, and (b) unlike the 
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rest of Staff's position, constituted a departure from the well established 

methodology currently utilized by the Commission that was not supported by 

Staff testimony or addressed by testimony of the parties, the Prehearing 

Officer allowed Staff and the parties an opportunity to file testimony limited to 

this matter. My supplemental testimony is submitted pursuant to this ruling by 

the Prehearing Officer. 

What is your overall reaction to Staffs position on the methodology for 

determining incremental costs? 

With the exception of the last sentence, I am in agreement with the 

methodology described in Staff's position. While Issue 30 is stated broadly in 

terms of the incremental cost methodology in general, Staffs position correctly 

focuses on the aspect of this methodology that gave rise to the issue - 

identification of the base year expenses reflected in base rates that must be 

removed in determining incremental costs to avoid the possibility of double 

recovery. In this regard, I find all but the last sentence of Staff's position 

consistent with my projection testimony, which addresses the base year issue 

on pages 27 through 33. The only difference is one of scope. While the 

relevant portion of Staff's position purports to describe the methodology 

applicable to incremental security costs, it is equally applicable to the 

determination of incremental costs in adjustment clause proceedings in 

general. My projection testimony urges the Commission to recognize the 

general applicability of this methodology in order to avoid the need to address 

the same underlying issue on a case-by-case basis in the future. 
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A. 

The last sentence of Staffs position on Issue 30 states: “Once the base 

year costs are determined, the costs would be grossed up (or down) for 

the growth (or decline) in KWH sold from the base year to the recovery 

year.” What is your objection to this statement? 

The preceding portion of Staff‘s position is a clarification of the current 

incremental cost methodology that provides a needed elaboration on the base 

year aspect of that methodology. In contrast, the quoted statement in the 

position’s last sentence represents a significant departure from the current 

methodology through the addition of a new and, for several reasons, unsound 

“gross-u p” feature 

In the first place, the gross-up feature fails to recognize one of the basic 

tenants of ratemaking. When a utility’s base rates are set using test year 

revenues and expenses, all involved understand that the utility’s revenues will 

increase or decrease in subsequent years, primarily as a function of sales 

growth. However, this, in and of itself, does not indicate the need to adjust 

revenues, since it is also understood that expenses will likewise vary as a 

function of inflation and the need to serve the growth in sales. The fact that 

these variations in test year revenues and expenses have an offsetting effect 

is the reason base rates often produce earnings that remain within the range 

of reasonableness well beyond the test year on which the rates were set, 

absent a major rate base addition. Therefore, If the adjustment for increased 

revenues suggested in Staff‘s position were to be made, a corresponding and 

offsetting adjustment for expense increases would also be necessary. 

However, this is the slippery slope that can easily transform the fuel 

adjustment proceeding into a rate case exercise, which would completely 
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A. 

defeat the purpose of having two fundamentally different rate-setting 

mechanisms. 

Of particular concern to Progress Energy is the inconsistency of Staff‘s 

gross-up position with the revenue sharing mechanism contained in the 

Stipulation and Settlement approved by the Commission in the Company’s 

2002 rate proceeding (Docket No. 000824-El). Under Staffs proposal, the 

revenues attributable to the component of security costs reflected in base 

rates would be grossed up for sales growth since 2002. The effect of this 

adjustment would be to reduce the incremental security costs recovered 

through the fuel clause by the amount of the gross-up. However, the revenue 

sharing mechanism would require that the Company refund to customers two- 

thirds of the base rate revenues from sales growth above the forecasted 

sharing threshold. As a result, Staffs proposal would reduce the incremental 

costs Progress Energy could otherwise recover through the fuel clause 

because of base rate revenues it did not fully receive. From the customers’ 

perspective, they would receive the benefit of these revenues twice; once 

through a direct refund and again through a reduction in the incremental costs 

they would have paid through their fuel charge. 

Is this the first time Staff has proposed grossing up base year expenses 

when determining incremental costs for fuel clause recovery? 

No. Staff witness Matthew Brinkley first proposed the gross-up adjustment 

through testimony submitted in last year’s fuel clause proceeding, Docket 

020001-El. However, while Staff raised a generic issue and three company- 

specific issues regarding the recovery of incremental security costs, none of 
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Q. 

A. 

these issues made any reference to the methodology for calculating base year 

expenses in general or to the gross-up of these expenses specifically. 

Moreover, Staff‘s position on these issues did not endorse or even mention 

the gross-up adjustment described in witness Brinkley’s testimony, which had 

been challenged by rebuttal testimony of three utility witnesses, including 

myself. The fact that Staff ignored the gross-up adjustment in formulating its 

positions for the November 2002 hearing, after it had the opportunity to 

consider the rebuttal testimony, suggests to me that Staff recognized the 

adjustment was not meritorious. The passage of time has not made it any 

more so today. 

Finally, I would note that when the Commission considered the 

incremental security cost issue at the conclusion of the hearing, it voted 

unanimously to approve recovery of the individual utilities’ incremental costs 

that were calculated using base year expenses determined in the traditional 

manner, without a gross-up adjustment. Progress Energy has calculated its 

incremental security costs now before the Commission in the same manner 

and urges the Commission to approved the continued use of this 

methodology. 

Does this conclude your supplemental testimony? 

Yes it does. 
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BY MR. McGEE: 

Q Mr. Portuondo, do you have a summary of your 

testimony? 
A Yes, I do. 

Commissioners, Progress Energy respectful l y  requests 
the Commission's approval of i t s  filed purchased fuel, 
purchased power, and capacity costs for the periods 2002 

through 2004. 

approval for cost - recovery of incremental post 9/11 security 

costs necessary t o  comply w i t h  the NRC and Department of 

Home1 and Security regul a t i  ons and gui del i nes. Th i  s recovery 
would be net of projections included i n  the company's last  base 
rate proceeding and net of any reductions which may result from 
the implementation of these incremental measures on re1 ated 
security activities. 

In a d d i t i o n ,  we request the Commission's 

Progress Energy would a1 so appreci ate the 
Commi ssion ' s approval on t h i  s methodol ogy for determining 
recovery of incremental costs through the pass- through clause 
as being appropriate. Progress Energy agrees w i t h  a l l  b u t  the 
last paragraph, and the position has been restated, b u t  a l l  b u t  

the s ta f f ' s  position requiring an annual adjustment t o  

expenses, expense levels included i n  the company's last  base 
rate proceeding, which i s  supported by the testimony of Mr. 
Brinkley. 

I disagree w i t h  the concept proposed by Mr. Brinkley 
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t o  gross up or gross down the costs included for post-9/11 
security i n  the last  base rate proceeding by the increase or 

decrease i n  k i  1 owatt hour sal es . Thi s i s i nappropri ate because 

i t  assumes t h a t  you can color code revenues collected for 
speci f i c expenses i ncurred. 

The Commission sets rates knowing t h a t  over time 
those rates will recover a variety of different levels o f  

i nd iv idua l  t es t  year costs. This reflects the fact t h a t  
internal and external forces will influence the increase or 
decrease i n  overall spending. An increase i n  revenues does not 
necessarily mean t h a t  a u t i l i t y  i s  collecting more for any one 
particular expense component, bu t  rather t h a t  the u t i l i t y  will 

have a source of revenues w i t h  w h i c h  t o  cover the constantly 
changing mix of expense levels. S t a f f ' s  proposal also 
conflicts directly w i t h  the company's stipulation and 

settlement resulting from the last  base rate proceeding. 
Finally,  Mr. Brinkley's proposal attempts t o  create a base case 
outcome ou t  of every fuel clause for this particular expense. 

Lastly, I would address the current cost - recovery 
methodology for waterborne transportation services. Since the 
f i l i n g  of my testimony, the company and the S t a f f  have reached 

an agreement which covers a l l  the issues related t o  waterborne 
transportation. We have agreed t o  support and adopt the 
recommendation o f  Mr. McNulty's testimony which out1 ines a p l an  

for the orderly transition t o  a primarily RFP-based recovery 
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method. The p lan would c a l l  f o r  the  terminat ion o f  the current  

market proxy methodology as o f  December 31st, 2004. 

requi re  t h a t  Progress Energy F lo r i da ,  through i t s  agent, 

Progress Fuel s Corporation , imp1 ement and conduct a RFP process 

i n  2004 t h a t  would be the  basis f o r  f u tu re  cost-recovery 

beginning i n  1/1/2005. A l l  t h i s  whi le  not changing the  

methodology f o r  2003, which i s  already over, and keeping 2004 

under the cur ren t  methodology so t h a t  contracts can n a t u r a l l y  

expire and management has a chance t o  respond t o  these changes. 

The sett lement proposal balances the  i n t e r e s t s  o f  both t h e  

ratepayer and the  u t i l i t y  by a l lowing t h i s  o rde r l y  t r a n s i t i o n  

t o  a new methodology beginning i n  2005. Thank you. 

It would 

MR. McGEE: We tender Mr. Portuondo f o r  

cross-examination. 

CHAIRMAN JABER: Thank you, Mr. McGee. 

Mr. Vandiver, again, have you a l l  agreed on the  order 

o f  cross-examination questions? 

MR. VANDIVER: Yes, I t h i n k  I w i l l  go f i r s t .  

CHAIRMAN JABER: Okay. Mr. Twomey, I see y o u ' r e  a t  

the t a b l e  now. Do you in tend t o  go a f t e r  Ms. Kaufman? 

MR. TWOMEY: I w i l l  be happy t o  go a f t e r  the  lady .  

CROSS EXAM I NAT I ON 

BY MR. VANDIVER: 

Q Mr. Portuondo, good afternoon. 

A Good afternoon. 
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Q Based on your testimony in  deposition, i s  i t  correct 
t h a t  you have a longstanding contractual relationship w i t h  

Progress Fuel t o  transport coal t o  your Crystal River p l a n t ?  

A That's correct. 

Q And can you explain w h a t  portion of your waterborne 
transportation is  provided by Progress Fuels? 

A About one-third of our t o t a l  coal i s  provided by 

waterborne transportation. 

Q And can you describe basical ly  the various subparts 
of the waterborne transportation system t h a t  brings coal t o  the 
Progress pl ants , pl ease , si r? 

A The waterborne path begins a t  the mine. There is  

shorthaul transportation t o  the upriver terminal where the coal 
i s  transferred t o  river barges which bring i t  down the river t o  
a Gulf terminal near the mouth of the Mississippi, and a t  t h a t  
po in t  i t  i s  transferred t o  a Gulf barge and transported t o  the 
Crystal River s i te .  

Q 
A 

And Progress Fuels i s  involved i n  which legs of t h a t ?  

Progress Fuels negotiates the entire coal 
transportation path. 

Q Okay. And Progress Fuels bi l ls  Progress Energy for 
the service based on w h a t ?  

A Progress Fuels bi l ls  Progress Energy based on the 
Commi ssion ' s approved market proxy methodology approved i n  

1993. 
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Q Okay. And the  proxy r a t e  i s  d i f f e r e n t  than the 

ictual cost o f  Progress Fuels, i s  t h a t  correct? 

A That 's  correct .  

Q Okay. Now, Progress Fuels i s  the successor 

:orPoration t o  E l e c t r i c  Fuels, and both o f  those corporations 

r e  a wholly-owned subsidiary o f  F lo r ida  Progress, i s  t h a t  

:orrect? 

A 

Q Yes. Thank you f o r  keeping my terminology s t ra igh t .  

Who1 ly-owned subsid iar ies o f  Progress Energy. 

\nd t h i s  re la t ionsh ip  has ex is ted f o r  many, many years, i s  t h a t  

Zorrect? 

A Yes, i t  has. 

Q Okay. Now, i s  t h i s  re la t i onsh ip  bas i ca l l y  the same 

3s i t  was i n  the  year 2000? 

A Yes, i t  was. 

Q Okay. And the  aud i t  t h a t  the  S t a f f  performed i n  t h i s  

:ase was based on the year 2002, i s  t h a t  correct? 

A That 's  correct .  

Q 

A 

Q Okay. The aud i t  t h a t  was performed f o r  2002? 

A Yes. 

Q 

A Yes. The contracts f o r  the most - -  I t h i n k  a l l  but  

Now, are the p a r t i e s  the  same f o r  2003 and 2004? 

What pa r t i es  are you r e f e r r i n g  to?  

Are the  pa r t i es  t o  the  contract  the same f o r  2003? 

me continue on through 2004 and then one i n t o  2005. 
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Q So bas ica l l y  the contracts j u s t  r o l l  over from year 

to  year, i s  t h a t  my understanding? 

A Well, the term ac tua l l y  expires i n  '04 and '05 .  They 

dere mult iyear contracts t h a t  happened t o  cover the period i n  

question. 

Q Okay. And so i t  i s  your testimony t h a t  since 2000, 

though, the par t ies  and the contracts are p r e t t y  much the same 

thing? 

A Since 2002? 

Q Yes. 

A That i s  correct .  

MR. VANDIVER: Okay, s i r .  That 's  a l l  the questions I 

have a t  t h i s  time. Thank you, Mr. Portuondo. 

THE WITNESS: Thank you. 

CROSS EXAM I NAT I ON 

BY MS. KAUFMAN: 

Q Good afternoon, Mr. Portuondo. I have a couple o f  

areas t o  cover w i th  you, bu t  I t h i n k  I w i l l  s t i c k  on the coal 

proxy f o r  the moment, which i s  Issue 13D. That market proxy 

mechanism has been i n  e f f e c t  s ince 1993, i s  t h a t  correct? 

A That i s  correct .  

Q And as I understood your summary, Progress has agreed 

t o  phase t h a t  out beginning w i t h  contracts i n  2005? 

A Beginning i n  2005 we w i l l  be under, i f  the Commission 

approves, under the proposal by M r .  McNulty which would c a l l  
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o r  the  successful contract  w i l l  be introduced i n  the pro ject ion 

f i l i n g  f o r  '05. The areas o r  segments o f  the t ranspor tat ion 

path, i t  does not produce enough b ids t o  deem i t  competit ive, 

the  Commission s t a f f  has asked t h a t  we, the  company, propose an 

a1 te rna t i ve  market mechanism t o  r e f l e c t  t h a t  p a r t i c u l a r  

segment. And t h a t ,  too, would be done, hopefu l ly ,  i n  t ime f o r  

the hearings i n  November o f  2004 f o r  s e t t i n g  2005 rates.  

Q Okay. And the bottom l i n e  o f  what you have j u s t  

explained t o  us i s  t h a t  beginning, hopeful ly,  w i t h  the factors  

move t o  a 11 I I that  w i l l  be set  i n  2005, you are going t o  attempt t o  
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competit ive b i d  sol i c i  t a t i o n ?  

A Absol u te l  y . 
Q Now, I know you are aware t h a t  M r .  

testimony on behalf o f  the  s t a f f  i n  t h i s  pre 

reviewed Mr. McNulty's testimony? 

A Yes, I have. 

Q 

A I may. Yes, I do. 

Do you have a copy i n  f r o n t  o f  you? 

McNul t y  

iear i  ng . 
ias f i l e d  

Have you 

Q And I won't review again Mr. Vandiver's questions, 

but  we have already establ ished we have got the same pa r t i es  

and the  same contracts i n  2002, 2003, and 2004, correct? 

A Yes, t h a t ' s  cor rec t .  

Q I want t o  d i r e c t  you t o  Page 15 o f  Mr. McNulty's 

testimony beginning a t  Line 8. And are you there,  s i r ?  
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A Yes, I am. 

Q Mr. McNulty says there, and I w i l l  quote him, I 

Zonclude t h a t  both market p r i ce  proxies exceeded the cost o f  

x o v i d i n g  serv ice and allowed the a f f i l i a t e ,  PFC, t o  achieve 

s i g n i f i c a n t l y  more p r o f i t  than i s  reasonable f o r  t h i s  service, 

given the l eve l  o f  r i s k  assumed. Also, I conclude t h a t  the 

narket proxies escalators and t h e i r  respect ive weightings do 

n o t  r e f l e c t  the  cost s t ruc tu re  o f  the indus t ry .  

Mr. McNulty i s  r e f e r r i n g  t o  the  market proxy t h a t  you 

dant t o  apply f o r  t h i s  fac to r ,  correct? 

A The market proxies approved by t h e  Commission 

1993, yes, ma'am. 

Q Okay. Turn, Mr. Portuondo, t o  Page 16, i f  you 

n 

w i l l ,  

o f  Mr. McNulty's testimony, and look a t  L ine 14. And I w i l l  

quote Mr. McNulty. He says, "The market p r i c e  proxies have 

dorked t o  the detr iment o f  PEFI's ratepayers by exceeding both 

the cost o f  serv ice and the market p r i c e  o f  WCTS." What does 

WCTS stand f o r ?  

A Waterborne coal t ranspor tat ion serv ice.  

Q And, again, he i s  discussing the  proxy t h a t  you want 

t o  apply t o  the  2004 factors ,  correct? 

A This i s  a - - yes, he i s  r e f e r r i n g  t o  those proxies, 

but  i f  I could elaborate. This goes t o  one s p e c i f i c  year, and 

i t  does not  ignore the h i s t o r y  and the performance o f  the 

proxy. There have been, as i n  2001, when Progress Fuels so ld 
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c e r t a i n  ownership i n t e r e s t s  i n  those segments, i t  incurred a 

s i g n i f i c a n t  l o s s  t h a t  the  customers were insu la ted  from because 

o f  the  proxy. 

Q But you would agree w i t h  me, based on the S t a f f  

aud i t ,  there i s  s i g n i f i c a n t  gain i n  2002, cor rec t ,  based on the  

S t a f f  I s aud i t?  

A 

Q 

Based on the reading o f  the s t a f f ' s  repor t .  

And I ' m  j u s t  going t o  r e f e r  you t o  one more passage 

i n  Mr. McNulty testimony, which i s  on Page 20, beginning a t  

Line 14. Mr. McNulty says, "I have concluded t h a t  the  cur ren t  

market p r i c e  proxies f o r  both domestic and fo re ign  coal 

t ranspor ta t ion  are no longer re levant  and s u f f i c i e n t  f o r  the  

purpose o f  assessing cost prudence. The margins PFC has 

achieved f o r  p rov id ing  domestic and fo re ign  waterborne coal 

t ranspor t  are excessive, given the  r e l a t i v e l y  smal 1 add i t iona l  

r i s k  PFC has incur red . "  Do you see tha t?  

A I do see t h a t ,  yes. 

MR. McGEE: Madam Chairman, t h i s  i s  procedura l ly  

awkward, bu t  I would l i k e  t o  ob jec t  t o  the  quot ing o f  t h a t  l a s t  

sentence t h a t  Ms. Kaufman read. S t a f f  and the  company have an 

understanding t h a t  the  sentence t h a t  we are r e f e r r i n g  t o  now 

t h a t  begins on Line 16 and goes through Line 18 w i l l  be 

withdrawn. And the  purpose o f  having t h a t  withdrawn would be 

somewhat f r u s t r a t e d  i f  i t  gets quoted i n t o  the  record now. So 

i f  I may make an object ion,  subject  t o  the u l t ima te  withdrawal 

FLORIDA PUBLIC SERVICE COMMISSION 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

513 

o f  t h a t  sentence, then I would l i k e  t o  pose t h a t  a t  t h i s  t ime. 

CHAIRMAN JABER: Let  me make sure I understand, Mr. 

and s t a f f  have reached was 

o f  t h a t  sentence from Mr. 

McGee. The proposed s t i p u l a t i o n  you 

contingent somehow on the  withdrawal 

McNul t y ' s  testimony? 

MR. McGEE: That i s  essent a l l y  cor rec t .  Our 

understanding a c t u a l l y  had t o  do w i t h  Progress Energy no t  

f i l i n g  rebut ta l  testimony. And the  s t a f f  has - -  
CHAIRMAN JABER: I understand. 

MR. McGEE: - -  Mr. Keating t o  say, bu t  t h e  s t a f f  has 

agreed t h a t  t h a t  sentence would be withdrawn. 

MR. KEATING: And, Chairman, what we intended t o  do 

was when Mr. McNulty was o f fe red  was t o  al low him t o  make t h a t  

cor rec t ion  when h i s  testimony i s  introduced. 

CHAIRMAN JABER: Well ,  Mr. McGee and Mr. Keating, 

you ' re  r i g h t ,  i t  i s  awkward. The dilemma i s  the  Commission has 

not  accepted your proposed s t i p u l a t i o n ,  and I d o n ' t  t h i n k  t h a t  

Ms. Kaufman's question goes t o  the  mer i ts  o f  t h e  statement t h a t  

Mr. McNulty i s  t e s t i f y i n g  t o .  I mean, he hasn ' t  t e s t i f i e d  y e t .  

MR. McGEE: Yes. And t h a t  i s  why i f  you would accept 

me making the  ob jec t ion ,  I would c e r t a i n l y  make i t  subject  t o  

the actual withdrawal o f  t h a t .  But a t  the t ime t h a t  t h a t  

sentence i s  withdrawn by s t a f f ,  then i t  wouldn' t  be something 

t h a t  would be subject  t o  quotat ion i n  the  manner t h a t  Ms. 

Kaufman i s  doing. And I ' m  no t  being c r i t i c a l  o f  her, because 
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t h a t ,  i n  fac t ,  hasn ' t  taken place ye t .  That 's  why I 

characterize i t  t h a t  way. 

CHAIRMAN JABER: You want your ob ject ion on the 

record, but no r u l i n g  i s  required because there hasn' t  been 

acceptance o f  a proposed s t i p u l a t i o n  and Mr. McNulty hasn ' t  

t e s t i f i e d .  S t a f f ,  what would you recommend? Your proposed 

s t i p u l a t i o n  i s n ' t  b inding on the pa r t i es  i f  the par t ies  haven't 

entered i n t o  t h a t  s t i p u l a t i o n .  

MR. KEATING: That ' s correct .  

MR. McGEE: Madam Chairman. 

CHAIRMAN JABER: Mr. McGee. 

MR. McGEE: The one po in t  t h a t  I would disagree on, 

you are correct ,  the s t i p u l a t i o n  i s  subject t o  Commission 

approval, and absent t h a t  i t  doesn't  mean a th ing .  

S t a f f ,  though, has agreed t h a t  they would withdraw 

the sentence t h a t  we have been t a l k i n g  about on Page 20, and 

tha t  was not  contingent upon approval o f  the  settlement. I 

believe i t  i s  w i t h i n  s t a f f ' s  prerogative t o  modify the 

witnesses - -  o r  w i t h i n  Mr. McNulty's prerogat ive t o  modify h i s  

testimony as he sees f i t .  

MS. KAUFMAN : Chai rman Jaber. 

CHAIRMAN JABER: Ms. Kaufman. 

MS. KAUFMAN: I f  I might be heard. I am unaware o f  

any o f  t h i s  discussion as t o  what s t a f f  i s  o r  i s  not  going t o  

withdraw. And j u s t  so i t  i s  c lear ,  c e r t a i n l y  FIPUG has not  
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mtered i n t o  any s t i p u l a t i o n  on t h i s  issue. 

-ecord t o  r e f l e c t  t ha t .  

I j u s t  wanted the 

CHAIRMAN JABER: Mr. Twomey. 

MR. TWOMEY: Yes, Madam Chairman, b r i e f l y .  

:ommissioners, t h i s  i s  - -  I t h i n k  i t  i s  h igh l y  i r r e g u l a r .  It 

s t r i kes  me as, fo l lowing w i t h  t h i s  morning's discussion, almost 

match ing the e x h i b i t  i n  the  deposi t ion.  This i s  the f i r s t ,  I 

think,  any o f  the other p a r t i e s  have heard o f  t h i s  deal t o  take 

iway p a r t  o f  h i s  testimony. 

ieen ou t  there f o r  weeks. 

9s w e l l .  

~ o u l d  be rendered moot because i t  w i l l  become nonexistent i f  

the S t a f f  takes i t  away. But I j u s t  t h i n k  i t  i s  i r regu la r .  

It i s  p r e f i l e d  testimony, i t  has 

I propose t o  ask questions about i t , 

I understand M r .  McGee's p o i n t  i s  t h a t  our questions 

MR. KEATING: And l e t  me be c lear  as t o  the extent o f  

the c l a r i f i c a t i o n  o r  the change t h a t  Mr. McNulty intends t o  

nake when h i s  testimony i s  o f fered.  It i s  no t  intended t o  

change the  substance o f  h i s  testimony a t  a l l  o r  h i s  

conclusions. It i s ,  ra ther ,  a s l i g h t l y  reworded version o f  

those two sentences. And I t h i n k  what M r .  McGee i s  ge t t i ng  a t  

i s  t h a t  Ms. Kaufman's question i s  going t o  r e f e r  t o  a sentence 

tha t  we know we were going t o  come t o  l a t e r  t h a t  i s  going t o  be 

c l a r i f i e d  by Mr. McNulty when h i s  testimony i s  o f fered.  To me 

I t h i n k  t h a t  i s  something t h a t  w i l l  be made c lea r  through the 

record u l t ima te l y .  

testimony as f i l e d ,  we are a t  t he  po in t  i n  the  proceeding now 

I f  Ms. Kaufman has a question based on the 
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where t h a t  i s  what we have, and I t h i n k  i t  i s  probably a fair 

question, but s t a f f  can then make i t s  c l a r i f i c a t i o n .  

CHAIRMAN JABER: Mr. Keating, l e t  me ask you t h i s .  

Did you g ive a l l  the p a r t i e s  a heads up t h a t  t h a t  change would 

be made t o  Mr. McNulty's testimony? 

MR. KEATING: I don ' t  r e c a l l  i f  we - -  I d o n ' t  be l ieve 

I t h i n k  what we we provided the exact language t o  the  pa r t i es .  

ind ica ted  a t  the prehearing was t h a t  we would have a 

mod i f i ca t ion  t o  a po r t i on  o f  h i s  testimony, and then t o  be 

honest I don ' t  r e c a l l  the  extent t o  which we c l a r i f i e d  t h a t .  

CHAIRMAN JABER: This i s  t he  second t ime I ' m  going t o  

remind s t a f f .  I f  you communicate w i t h  a par ty ,  you communicate 

w i t h  a 1 par t ies .  Your ob jec t ion  i s  overruled. Mr. McNulty 

hasn ' t  t e s t i f i e d .  The testimony hasn ' t  been inser ted  i n t o  the 

record y e t .  

Ms. Kaufman, Mr. Twomey, and the  r e s t  o f  t he  p a r t i e s ,  i t  w i l l  

be given the appropriate weight i t  deserves. The proposed 

s t i p u l a t i o n  w i l l  be ru led  on i n  due course. S t a r t  

communicating w i t h  a l l  pa r t i es .  

It has been p r e f i l e d .  For whatever i t  i s  worth t o  

BY MS. KAUFMAN: 

Q M r .  Portuondo, I am not  going t o  belabor the po in t ,  

given the  discussion t h a t  we have had, bu t  a t  l e a s t  a t  the t ime 

Mr. McNulty f i l e d  h i s  testimony the  passage we were r e f e r r i n g  

t o  a t  Page 20, i t  was h i s  view t h a t  t he  benchmark was not  

re levant  o r  s u f f i c i e n t  f o r  assessing the  prudence o f  these 
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:osts t h a t  you are asking t o  recover, correct? 

A Those are h i s  statements, yes. 

Q I ' m  going t o  move on t o  another area now, and I am 

joing t o  be look ing a t  your testimony t h a t  was f i l e d  on August 

13th, which i s  your estimated actual t rue-up.  And before we 

turn t o  t h a t ,  Mr. Portuondo, I am correct ,  am I not ,  t h a t  

+ogress Energy received au thor i ty  f o r  a midcourse correct ion,  

md I t h i n k  i t  became e f f e c t i v e  on A p r i l  1, i s  t h a t  r i g h t ?  

A Subject t o  check, I bel ieve so. 

Q And i t  was about $100 m i l l i o n ,  correct? 

A I bel ieve so, yes. 

Q So when we're t a l k i n g  about the  amount included f o r  

the t rue-up  t h a t  i s  going t o  be i n  the 2004 fac to r ,  t h a t  i s  i n  

3ddi t ion t o  the  $100 m i l l i o n  t h a t  you got i n  the  midcourse 

Correction? I t  i s  over and above it? 

A It i s  the  projected and r e s u l t  o f  having received 

that  midcourse cor rec t ion  t h i s  year, yes. 

Q And i t  i s  about $210 m i l l i o n ,  correct? 

A That i s  correct .  

Q And as I understand your August testimony, and I ' m  

r e f e r r i n g  t o  Page 3, beginning a t  about Line 4, the  primary 

reason f o r  the $210 m i l l i o n  underrecovery i s  t he  natural  gas 

prices? 

A That i s  cor rec t .  

Q Were subs tan t i a l l y  higher than what you had 
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projected? 
A T h a t  i s  correct. 

Q 
difference, i f  you w i l l ,  on Page 3 a t  Lines 1 through 8, 

correct? And bas ica l ly  w h a t  you say there i s  t h a t  gas prices 
continue t o  rise and were forecasted - -  you d i d n ' t  forecast 
them high enough i s  what  I'm trying t o  say? 

And you explain this error - -  well, this forecasting 

A That's correct. The conditions i n  the marketplace 
drove them higher t h a n  we had ever anticipated they would go. 

Q Would you agree, Mr. Portuondo, t h a t  generally the 
Commission a1 lows companies, including Progress Energy, t o  pass 
through t o  ratepayers these types of increases based on 
incorrect projections? 

A 

the actual costs incurred irrespective of the a b i l i t y  t o  
forecast market conditions. 

I would say t h a t  the Commission allows recovery for 

Q And so even though you were substantially off  i n  your 
forecast, generally i t  has been the Commission's policy t o  
allow you t o  recover those dollars? 

A 

Q 

I f  they were incurred prudently, yes. 
Can you tell  us w h a t  percentage of your fuel mix is  

natural gas ,  and w h a t  percentage is  coal, and w h a t  percentage 
i s  nuclear? 

A Sure. Gas i s  about  19 percent, nuclear i s  about  18 

percent. Did you want a l l  of them? I'm sorry. 
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Q Yes, go ahead. 
A Coal i s  about 46 percent, o i l  about 16 percent. 

Q So gas i s  about 19 percent of your fuel mix, really 

less t h a n  25 percent, b u t  t h a t  accounted for the majority of 

the underrecovery we are t a l  king about? 
A T h a t  is  correct. Gas has tended t o  be the most 

volatile of the commodities i n  the past  couple of years. 
has been very difficult t o  anticipate the f luctuat ions i n  the 
marketpl ace. 

Q 

I t  

Does Progress Energy have any plans i n  i t s  future for 

some new base load generation t h a t  does not utilize natural 
gas? 

A I have no knowledge. 

Q 

A I d o n ' t  know. 

Q 

You d o n ' t  know one way or the other? 

Do you know when the las t  time was t h a t  Progress 
Energy b u i l t  a p l a n t  t h a t  d i d  not use natural gas? 

A Wow. 

Q 
A I t  has been some time, yes, i t  has. 

Q 

Would you agree i t  has been some time? 

So would you agree t h a t  you are tending t o  move your 

generation toward natural gas even though i t  i s  a very volatile 
fuel i n  terms of price? 

A 

motion, the projected cost/benefit I would say has leaned 
I would say t h a t  a t  the time the plans were set i n  
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company may not pursue other a1 ternat ives i f  they are  deemed t o  

be cost - e f f e c t  i ve . 
Q But as you s i t  here today, you r e a l l y  - - you don ' t  

know what i s  going t o  happen, whether you w i l l  move away from 

natural  gas because o f  i t s  v o l a t i l i t y  o r  whether you w i l l  

continue t o  rely on it? 

A To be honest I d o n ' t .  I am 

planning area. 

Q To your knowledge i s  Progre 

not i n  the  generation 

s Energy tak ing  any 

a f f i rma t i ve  steps t o  encourage cogenerators i n  t h e i r  t e r r i t o r y ?  

A I do not  know. 

Q I guess t h a t  would have been the conservation witness 

i n  the other docket. Do you t h i n k  i t  would make sense f o r  

Progress t o  encourage cogenerators t o  maybe stem somewhat some 

o f  the problems we are seeing from forecast ing natural  gas 

pr ices? 

A A l l  I could do i s  suggest t h a t  they would probably be 

seeing the same v o l a t i l i t y  t h a t  we are i f  they are using gas. 

Q But, f o r  example, i f  they are using waste heat o r  

some other form t o  cogenerate, wouldn't  i t  make sense t o  

encourage t h a t  k ind  o f  a c t i v i t y ?  

A I th ink  we have a standard o f f e r  contract  out there 

tha t  i s  intended t o  accomplish t h a t .  

Q Do you encourage i t  i n  any other ways t h a t  you are 
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aware o f ?  

A 

Q Now, I ' m  going t o  move t o  your p ro jec t ion  testimony. 

A Okay. 

Q And i f  would you look w i t h  me a t  Page 4, Line 7,  and 

Again, t h a t  i s  outside my area o f  expert ise. 

from ac tua l l y  beginning on Line 6 you are t a l k i n g  about the 

fuel f ac to r  t h a t  you are requesting f o r  2004, r i g h t ?  

A Yes. 

Q And you have t o l d  us t h a t  t h a t  represents a 26.2 

percent increase, correct? 

A Yes, i t  does. 

Q Would you agree t h a t  t h a t  i s  a p r e t t y  s ign i f i can t  

increase f o r  customers t o  bear i n  the fue l  f ac to r  t h a t  i s  going 

to  appear on t h e i r  b i l l ?  

No, I t h i n k  i t  sends a message t h a t  t h a t  i s  the cost A 

f o r  the commodity. It i s  no d i f f e r e n t  than the  struggles we go 

through when we go pump gas and we see the gas pr ices a t  the 

3umps go up. I t h i n k  t h i s  i s  the cost,  t h i s  i s  what we have 

incurred, plan t o  incur  and p ro jec t  t o  incur .  And we would be 

the f i r s t  t o  t r y  and m i t i ga te  t h a t  the  best we can t o  get i n t o  

the markets when they are low, renegotiate contracts. We do 

that,  you know, a l l  the time, bu t  unfor tunate ly  sometimes the 

narkets a r e n ' t  conducive t o  t h a t ,  and those are the pr ices we 

lave t o  pay. 

Q Right. And I guess my question i s  j u s t  whether o r  

FLORIDA PUBLIC SERVICE COMMISSION 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

522 

no t  you would agree o r  disagree t h a t  26 percent i s  a very 

s i  gni f i  cant increase? 

A Oh, I do agree. 

Q That  was the question. Would you accept, subject t o  

check, t h a t  t h a t  26 percent increase f o r  some o f  your la rges t  

i n d u s t r i a l  customers resu l t s  i n  an increase o f  about $4 m i l l i o n  

a year i n  t h e i r  fuel  cost b i l l ?  

A Subject t o  check, yes, I do not  know. 

Q Has Progress Energy done any analysis regarding t h i s  

impact on t h e i r  1 arger customers and whether those customers 

might, f o r  example, cease operations i n  t h e i r  service 

t e r r i tory?  

A The only  knowledge I have about t h a t  would be t h a t  we 

attempted, once we knew the impact, t o  communicate w i t h  our 

commercial reps, who i n  t u r n  went t o  the  la rge  commercial 

customers and advised them o f  the  increase and t r i e d  t o  explain 

the  reasons f o r  the increase. I mean, we t r y  t o  work w i t h  them 

t o  f i n d  options where options might e x i s t  and see i f  we could, 

you know, i n  some way help. But, t h a t  i s  r e a l l y  a l l  I know o f  

the  subject i s  we are out there communicating w i t h  them and 

continuing t o  partner up w i t h  them t o  f i n d  ways t o  be t te r  - -  
f o r  them t o  be t te r  deal w i t h  increasing fue l  costs through some 

s o r t  o f  conservation o r  something. 

Q So i f  I can res ta te  what you have said, and i f  I am 

incor rec t ,  t e l l  me, b a s i c a l l y  you have communicated w i t h  them 
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tha t  there i s  going t o  be what we have agreed i s  a s i g n i f i c a n t  

increase? 

A Yes, t h a t  i s  cor rec t .  

Q 

A 

Q So mid-September? 

A Yes. 

Q 

Do you know around when those communications occur? 

I t h i n k  i t  i s  s h o r t l y  a f t e r  my testimony i s  f i l e d .  

So they have from mid-September, two and a ha1 f 

nonths t o  t ry  t o  incorporate a $4 m i l l i o n  increase i n t o  t h e i r  

budgets f o r  t he  coming year? 

A That i s  cor rec t .  

Q Now, I t h i n k  you sa id you t ry  t o  par tner  w i t h  them t o  

l i t i g a t e  the  impact? 

A Well ,  I t h i n k  we t r y  and work w i t h  them t o  see i f  

there i s  anything t h a t  we could do t o  help them b e t t e r  manage 

t h e i r  energy needs. 

Q Wouldn't one measure o f  m i t i g a t i o n  be spreading t h i s  

underrecovery over a longer per iod o f  t ime? Wouldn't t h a t  

r e s u l t  i n  less  o f  an increase? 

A I t h i n k  t h a t  has a tendency t o  mortgage the  fu tu re .  

Given the  v o l a t i l i t y ,  i t ' s  hard t o  say what could happen. We 

could have more c r i ses  t h a t  impact the commodity p r ices ,  and 

you are r i s k i n g  an even la rge r  increase i n  a f u t u r e  year. And, 

again, there  has always been the Commission's des i re  t o  

communicate t h e  p r i c e  s ignals  t o  the  customer, and I t h i n k  t h a t  
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i s  w h a t  th is  does i s  t o  make them aware t h a t  i n  t o d a y ' s  

mvironment these are the types of prices we are being faced 
v i t h ,  and hopefully th ings  will improve i n  the future. 

Q B u t  a l l  things being equal, you would agree, wou ldn ' t  

you ,  t h a t  one way t o  mitigate this large price increase would 

)e t o  spread t h a t  $210 mill ion over a longer period of time and 

l o t  t ry  t o  collect i t  a l l  i n  one year? 
A 

Q 

T h a t  would be true i n  any s i tua t ion .  
I t h i n k  I asked you i f  you had done any analysis of 

the impact o f  this on your large customers, and we got  i n to  the 
Zommunication. So i s  i t  fa i r  t o  say t h a t  you have no t  done any 

malysis ,  nor have you analyzed, for example, the impact on the 
tax base i f  these customers were t o  cease operations i n  your 
jervi ce territory? 

A No, I have not .  
Q Now, Progress Energy Florida i s  part of Progress 

_nergy, is  t h a t  w h a t  the parent company i s  called? 
A T h a t  is  correct. 

Q And you have operations - -  the Progress Energy parent 
ias operations i n  North Carolina, correct? 

A T h a t  i s  correct. 

Q Now, i n  your North Carolina loca t ion  has the company 
gbsorbed i tself  some of these large increases t o  mitigate the 
2ffect on i t s  customers? 

A I am not aware of that. 
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Q 

A No, I do not .  

Q 

You have no knowledge one way o r  the other? 

Would i t  surpr ise you t o  learn  tha t  t h a t  was the  

case? 

A I mean, the  one t h i n g  I do know i s  they have a very 

d i f f e r e n t  fue l  mix than we do. They a r e  predominately coal and 

nuclear. 

Q Has Progress Energy F lo r i da  given any thought t o  

absorbing some o f  t h i s  increase themsel f? 

A No, we have not .  

Q So you have no t  considered tha t ,  and I guess you are 

t e l l i n g  us t h a t  i s  not  something the company would consider? 

A No, i t  i s  not .  

Q 

about, Mr. Portuondo, and t h a t  i s  beginning on Page 27 o f  the  

testimony we are look ing  a t .  I t h i n k  t h i s  i s  - -  I t h i n k  t h i s  

i s  Issue 30. 

There i s  one more area t h a t  I want t o  t a l k  t o  you 

A Yes. 

Q Which i s  how t o  f i g u r e  out what the appropr iate 

baseline i s  f o r  incremental expenses. 

understanding? 

I s  t h a t  your 

A That i s  cor rec t .  

Q And you address t h a t  i n  our testimony beginning a t  

Page 27. And on Page 30 a t  L ine 6 you t a l k  about the  2002 

V R s .  I f  I understand your pos i t i on ,  i t ' s  t h a t  those MFRs 
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should be used as the basel ine t o  determine fu tu re  incremental 

costs? 

A Yes. 

Q Now, you agree, wouldn't  you, t h a t  those MFRs were 

f i l e d  as a pa r t  o f  your r a t e  case? 

A Yes, they were. 

Q And i t ' s ,  I bel ieve,  000824, correct? 

A Yes, t h a t  i s  correct .  

Q And the case there went t o  hearing, correct? 

A That i s  cor rec t .  

Q 

A That i s  cor rec t .  

Q 

The pa r t i es  entered i n t o  a settlement? 

And the settlement was not based on any f i nd ing  t h a t  

those MFRs were o r  were no t  appropriate, was it? The pa r t i es  

d id  not  agree t h a t  the  MFRs were appropriate, d i d  they? 

A There i s  no mention o f  i t  i n  the s t i pu la t i on ,  t h a t  i s  

correct .  

Q And, i n  f a c t ,  when you came i n  w i t h  your MFRs, you 

dere seeking a substant ia l  r a t e  increase t h a t  by way o f  

settlement d i d  not occur, correct? 

A As a r e s u l t  o f  the  inc lus ion  o f  the post-9/11 decl ine 

i n  sales, yes, i t  d i d  r e s u l t  i n  an increase. 

Q It d i d n ' t  r e s u l t  i n  the increase t h a t  you were 

seeking when you f i l e d  your MFRs, d i d  i t? 

A That i s  cor rec t .  
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Q And on Page 30, s t i l l  a t  Line 6, when you say the 

MFRs were extensively reviewed and evaluated through discovery 

and testimony by s t a f f  and the  pa r t i es  t o  the  settlement, you 

are no t  intending t o  imply t h a t  there was ever any agreement on 

the propr ie ta ry  o f  the MFRs, are you, among the par t ies? 

A Well, t o  the extent t h a t  the  MFRs were the basis from 

which the  par t ies  could negot iate and reach a settlement, i t  

was the  overwhelming, I th ink ,  d i r e c t i o n  o f  t h i s  Commission 

t h a t  we f i l e  MFRs f o r  t h a t  purpose, so t h a t  a l l  the  par t ies  

could be on equal foo t ing  and understand the  cost structures o f  

the u t i l i t y  i n  order t o  reach a compromise and the  settlement 

we u l t i m a t e l y  signed. 

Q My po in t  i s  simply t h a t  those MFRs upon which you 

want t o  base your basel ine were never accepted by the par t ies  

and, i n  f a c t ,  the settlement i s  no t  based on those MFRs? 

A The implementation o f  the  r e s u l t s  o f  the  settlement 

are appl i e d  t o  those MFRs. Those were our costs. The resu l t s  

o f  the settlement are appl ied t o  those MFRs t o  then derive the 

achieved return,  the achieved revenues, based on the par t ies  t o  

the settlements. 

Q 

i f  we are. My only po in t  i s  t h a t  a sett lement was reached and 

the par t ies  d i d  not agree t h a t  any p o r t i o n  o f  those MFRs was 

e i t h e r  appropriate o r  i nappropri a te  because we s e t t l  ed the 

case, correct? 

We might be tak ing  past each other ,  and I apologize 
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A Correct, the  case was se t t l ed .  

MS. KAUFMAN: I f  I could have j u s t  one minute. 

BY MS. KAUFMAN: 

Q I j u s t  want t o  go back f o r  a moment t o  the  fue l  mix 

I quest ion t h a t  we were t a l k i n g  about e a r l i e r ,  i f  I could. 

t h i n k  we establ ished t h a t  gas was about - -  l ess  than 25 percent 

o f  your fue l  mix, and we establ ished as wel l  t h a t  you have 

about a 26 percent increase based on your t rue-up  amount. 

Would you agree t h a t  as o f  the  midcourse cor rec t ion  t h a t  was 

about an 18 percent increase, roughly? 

A The midcourse? 

Q Right.  

A Subject t o  check. 

Q So I ' m  going t o  do some math here. It i s  about a 50 

percent i ncrease, correct? 

A Subject t o  check. 

Q 48.7. So f o r  gas alone t o  account f o r  t h a t  much o f  

an increase, since i t  i s  l ess  than 25 percent o f  your f u e l ,  i t  

would have t o  have increased by about 250 percent, cor rec t ,  and 

t h a t  would have had t o  happen i n  the  past  year? 

I d o n ' t  have access t o  your analys is ,  so subject  t o  A 

doing my own analysis,  I d o n ' t  t h i n k  I can respond. What I can 

say i s  t h a t  many o f  our p ro jec t ions  f o r  fue l  p r ices  dur ing t h a t  

per iod were i n  the maybe $4 MMBtu and i t  reached as high as 8 

o r  $9 i n  c e r t a i n  months. So t h a t  i s  a 100 percent increase i n  
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say t h a t  i t  i s  p r imar i l y  

t i e s  t h a t  also 

increased, but  not  a t  the magnitude o f  gas. 

Q So essen t ia l l y  t o  k ind o f  come f u l l  c i r c l e ,  the 

pro ject ions t h a t  you had made f o r  natural  gas were 

subs tan t i a l l y  o f f ?  

A Well, yes. I mean, i n  retrospect,  yes, absolutely. 

But, again, we attempt t o  secure the i n t e l l e c t u a l ,  you know, 

know1 edge o f  the markets through consultant studies , and those 

were the answers t h a t  they were providing. They too were 

wrong. 

own h i s t o r y  i n  being i n  the markets and inf luenced the - -  
worked w i t h  the  consultants and maybe a r r i ved  a t  hopeful ly what 

I t h i n k  f o r  t h i s  coming year we attempted t o  use our 

osely t i e d  t o  the market. 

d o n ' t  want t o  belabor the  

were o f f  by a magnitude o f  

we hope t o  be a more accurate and c 

Q I appreciate tha t .  And I 

po in t  any fu r the r ,  bu t  i n  2003 they 

about 50 percent, correct? 

A That i s  your number. 

Q You d o n ' t  have any reason t o  question t h a t ,  do you? 

A Not u n t i l  I go back and analyze it. 

MS. KAUFMAN: Thank you. 

COMMISSIONER DEASON: Mr. Twomey. 

CROSS EXAM I NATION 

BY MR. TWOMEY: 

Q Good afternoon, s i r .  
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Q I want t o  ask you what i s  your understanding o f  the 

Commission's standard by which - -  l e t  me ask you f i r s t ,  i s n ' t  

i t  t r u e  t h a t  these fue l  hearings attempt t o ,  on one hand, look 

a t  the prudence o f  past expenditures, and on the  other look a t  

the reasonableness on a going-forward basis o f  company 

pro ject ions,  i s  t h a t  general ly the case? 

A 

Q 

That i s  general ly the case. 

And what standard are you aware o f  t h a t  

Commi ssion u t i  1 i zes i n  ascertaining whether o r  no 

on past expenditures? 

the 

t o  s ign o f f  

A I t h i n k  the standard has been whether the  u t i l i t y  has 

prudently entered i n t o  those costs. The aud i t  i s  conducted by 

the Commission s t a f f  t o  review contracts, t o  review the costs 

incurred i n  those contracts, and make sure t h a t  they are 

accurate1 y r e f 1  ected. 

Q Would you agree w i t h  me t h a t  the Commission should 

f i n d  t h a t  t he  costs you are requesting t o  have f i n a l i z e d  f o r  

the year 2003, i n  t h i s  case, would have t o  be reasonable? 

A I would say yes. 

Q Now, i s  i t  my understanding t h a t  - - l e t  me ask i t  

t h i s  way. Are you suggesting t h a t  the Commission doesn't  have 

the au tho r i t y  i n  these proceedings today t o  determine the 

reasonabl eness and prudence o f  your 2003 fue l  t ranspor tat ion 

costs? 
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A No, I t h i n k  t h a t  the Commission today i s  judging the 

reasonableness o f  our repro jec t ion  o f  what we bel ieve the  year 

end resu l t s  w i l l  be, and t h a t  i s  what they are deciding today. 

Q So not t o  belabor t h i s  po in t ,  but  i t  i s  c e r t a i n l y  

w i t h i n  not on ly  t h e i r  j u r i s d i c t i o n ,  but  would you agree i t  i s  

t h e i r  r e s p o n s i b i l i t y  t o  determine before they s ign o f f  on the 

year 2003 expenditures t h a t  those costs are, i n  f a c t ,  

reasonable and prudent? 

A Well, yes, knowing t h a t  the Commission w i l l  have 

another opportuni ty t o  review the actual resu l t s  next year and 

t rue-up  t h e i r  decis ion based on the  Commission's aud i t  o f  those 

costs. 

Q I ' m  sorry ,  o f  2003? 

A Yes, s i r .  

Q So you are not  asking f o r  t o t a l  approval o f  your 2003 

costs i n  t h i s  proceeding? 

A 

proceeding. 

Q 

We never do. It i s  a t rue-up  process i n  t h i s  

But t o  the extent t h a t  you have demonstrated those 

costs through whatever t ime per iod your testimony covers, you 

want those approved, r i g h t ?  

A No, s i r ,  those costs have not y e t  been audited by 

t h i s  Commission. That w i l l  take place i n  the f i r s t  quar ter  o f  

next year and we w i l l  f i l e  testimony i n  support o f  those actua 

1 go t o  hearing next resu l t s .  And those actual r e s u l t s  w i  
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year, and the Commission a t  t h a t  po in t  will have the 

opportunity t o  decide their prudence and f i n a l  recovery. 
Q Excellent. I want t o  ask you some questions, i f  I 

may, about your testimony. A t  Page 18 of your prefiled 
testimony, i n  describing the prior treatment of the fuel 
transportation cost, you say a t  Line 16, "Under this regulatory 
treatment, FPC was a1 1 owed t o  recovery EFC ' s prudently incurred 
costs t o  procure and deliver coal t o  the company, inc luding  a 
u t i  1 i t y  rate o f  return on i t s  capital investment, " presumably 
i n  IMT and DFL,  correct? 

A That's correct. 

Q And IMT is the transloading facil i ty near New 
Or1 eans? 

A Yes, s i r .  

Q 
A Yes, i t  i s .  
Q Now, am I correct i n  understanding t h a t  the a b i l i t y  

And DFL i s  your cross-Gulf transportation? 

t o  include a rate of return on i t s  capital investment i n  those 
two companies i s  no longer operative under the proxy system 
approved by the Commission i n  1993? 

A The system approved by the Commission i n  '93 sets the 
amount t h a t  the a f f i l i a te  would be paid for a l l  services for 
waterborne transportation. 
t o  the aff i l ia te  t o  manage i t s  operations and achieve a return 
o f ,  you know, whatever i t  can based on t h a t  proxy. 

I t  sets the components and i t  i s  up 
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for coal 
complete 
pays for 

A 

Q 

Q So i f  I understand correctly, the proxy sets the 

price t h a t  you can charge your customers through these hearings 
ce i s  today 

i ate actual l y  

transportation services, and t h a t  pr 
y independent o f  w h a t  your fuel a f f i  

transportation, i s  t h a t  correct? 
T h a t ' s  correct. 
So i f  they negotiate good contracts 

substantial dollar margin per ton as compared 
and save a 
t o  w h a t  the proxy 

provides, they get t o  keep t h a t  as their margin of profit, 
correct? 

A That's correct. And the opposite also occurs, as I 

tried t o  indicate earlier i n  my testimony, t h a t  they have had 

Dpportunities where they have had t o  sell segments of their 
Dwnership and incur significant losses t h a t  the customer was 
insulated from because of the Commission's foresight t o  set up 

this market proxy. 

Q Is i t  your testimony t h a t  during the term of this 
1993 proxy t h a t  the overall cost i n  any given year allowed t o  
be recovered from your customers through the proxy pricing 
nethodology was less t h a n  your overall cost of transportation 
services i n  t h a t  year? 

A 

Q Yes, s i r .  You are saying, I understand, t h a t  i t  i s  a 
Could you restate t h a t ,  please? 

iouble-edged sword. T h a t  your fuel a f f i l i a te  can o b t a i n  

certain savings and realize a profit by contracting i n  a 
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reasonable manner and operating e f f i c i e n t l y .  On the other 

hand, i t  runs the  r i s k  o f  having t o  pay more than the proxy 

p r i c e  and, therefore,  l o s i n g  which would i nsu la te  the 

customers. And what I want t o  know i s  has there ever been a 

year s ince the Commission's approval o f  t h i s  proxy i n  1993 i n  

which your actual fue l  a f f i l i a t e s  costs f o r  t o t a l  

t ranspor ta t ion  o f  the coal exceeded the  amount you recovered 

from your customers through the  proxy? 

A Well, I haven't gone back and calculated. I do have 

knowledge t h a t  i n  ' 0 1  through the  sa le o f  the  downriver 

business and the  sale o f  IMT there  were s i g n i f i c a n t  losses 

incurred.  

impact was, bu t  i t  was close t o  $20 m i l l i o n  t h a t  had t o  be 

absorbed by the  a f f i l i a t e .  

I have not  gone back t o  quan t i f y  what the  per ton  

Q 

d o n ' t  know? 

So i s  your answer t o  my question, then, t h a t  you 

A That I do not  know. 

Q Okay. On Page 22, s i r ,  a t  L ine 7 o f  Page 22 o f  your 

p r e f i l e d  d i r e c t  testimony, you say t h a t  t he  base p r i c e  o f  $23 

per ton  was derived from EFC's actual 1992 costs incurred f o r  

waterborne t ranspor ta t ion .  I n  t h a t  regard, I want t o  ask you, 

d i d n ' t  I hear you say ea r l  i e r  i n  response t o  Pub1 i c  Counsel ' s 

question, perhaps, t h a t  the  composition o f  p a r t i e s  t h a t  are 

involved i n  car ry ing  the  coal from mine t o  Crystal  River are 

d i f f e r e n t  now than they were i n  1992? 
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A Not t o t a l l y .  

Q Let  me ask i t  t h i s  way. Is there a greater  number o f  

i o n a f f i l i a t e  pa r t i es  i n  the contracts than there  were i n  1993 

3r '92? 

A No, I t h i n k  t h a t  today there i s  one less  a f f i l i a t e  i n  

the chain than there was i n  1992. 

Q Okay. The same page, Line 12, you say the t o t a l  

deight ing o f  the ind ices i s  set  a t  90 percent w i t h  10 percent 

I f  the  base p r i c e  remaining f i xed .  So, I take t h a t  t o  mean 

that 90 percent o f  the  proxy was assumed t o  be associated w i t h  

var iable costs, i s  t h a t  correct? 

A As my reading o f  the informat ion surrounding t h i s  

issue ind icated t h a t  there was an attempt t o  i d e n t i f y  the 

mder l y ing  d r i ve rs  t o  those costs, and these were the 

3ercentages t h a t  the s ignator ies t o  the  sett lement a r r i ved  a t .  

Q Yes, s i r .  I ' m  not  questioning the  f a c t  t h a t  they 

w r i v e d  a t  these percentages i n  the sett lement, I j u s t  want t o  

mderstand, i s n ' t  i t  t r u e  t h a t  when you take i n t o  account the 

:apital costs o f  the r i v e r  barges and tugs, t he  cap i ta l  costs 

i f  the t ransloading f a c i l i t i e s  a t  IMT, the  l a rge ,  presumably 

large cap i ta l  costs o f  the tugs and seagoing barges f o r  the 

trans-Gul f t ranspor tat ion,  t h a t  the  actual f i x e d  costs as 

:ompared t o  the var iab le  are subs tan t i a l l y  l a r g e r  than 10 

Dercent? 

A I do not  know. The f i x e d  component would be the 
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depreciat ion.  

perspecti  ve, can a1 so be qu i te  s i  gni f i  cant. 

But as we a l l  know, O&M from be a u t i l i t y  

Q Okay. Thank you. Now, on the  next page, 23, a t  Line 

2, you t a l k  about the fac t  t h a t  under the proxy t h a t  i s  

cu r ren t l y  approved, EFC w i l l  receive the  bene f i t  o f  any cost 

reductions t h a t  i t  can achieve i n  providing waterborne 

t ranspor ta t ion  services t o  the company. Then you go on and 

t a l k  about i t  w i l l  also incur  the r isk.  

I s n ' t  i t  t r u e  t h a t  i f  there i s  a d i f fe rence between 

the actual cost  o f  t ranspor t ing the coal and the  p r i c e  allowed 

by the proxy, due t o  the inappropriateness o f  t he  escalators 

being used, t h a t  EFC w i l l  bene f i t  from t h a t  spread, as we l l ?  

A I d o n ' t  t h ink  anyone has ind icated there i s  an 

inappropriateness i n  the factors  t h a t  the pa r t i es  t o  the 

settlement were using a t  the time. 

Q Did I hear you say e a r l i e r  t h a t  you had read the 

testimony o f  Mr. McNulty? 

A Yes, I did .  

Q And d i d n ' t  I hear you say t h a t  w i t h  few exceptions 

t h a t  you agreed w i t h  it? 

A Yes, I do. 

Q Okay. Let me change gears f o r  a minute, then, i f  I 

may. Do you have a copy o f  M r .  McNulty's testimony? 

A Yes. 

Q I would l i k e  t o  ask you t o  look a t  Page 7 o f  M r .  
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McNulty's testimony. 

him s t a r t i n g  a t  Line 16, he says - -  and I would l i k e  t o  see i f  

you agree w i th  - -  i f  t h i s  i s  one o f  the par ts  tha t  you agree 

w i t h  o r  not - - he says according t o  Order Number 

PSC-93-1331-FOF-EI, PEFI's domestic WCTS market p r iced  proxy 

was based on the E F C ' s  1992 cost o f  providing WCTS service t o  

FPC. The market p r i c e  proxy was a quote, unquote, best guess 

as t o  what d i r e c t i o n  market p r ices  would be f o r  WCTS f o r  P E F I ,  

bu t  i t  was based on the app l ica t ion  o f  cost escalators t h a t  

imper fect ly  gave market p r i ce ,  especia l ly  over a long periods 

o f  t ime. The po ten t ia l  has always existed f o r  a s i g n i f i c a n t  

mismatch between the market p r i c e  proxy r e s u l t i n g  from the  

app l ica t ion  o f  these cost escalators and the actual WCTS market 

p r i  ce. 

I n  response t o  a question t h a t  was put t o  

And w i t h  respect t o  t h a t  testimony o f  M r .  McNulty, I 

want t o  ask you, f i r s t ,  i s n ' t  t h a t  a c r i t i c i s m  o f  the v a l i d i t y  

o f  the escalators used i n  the  1993 s t i pu la t i on?  

A Well, I t h i n k  h i s  testimony goes maybe more t o  the  

durat ion over which those ind ices were used ra ther  than the  

speci f i c i ndi ces chosen. 

Q Let me ask you t h i s  question. His statement t h a t  i t  

was based on app l ica t ion  o f  cost  escalators t h a t  imper fect ly  

gauged market p r i c e  espec ia l l y  over long periods o f  t ime, 

doesn't t h a t  mean t h a t  i t  i s  imperfect, period, and more so 

over longer periods o f  t ime? 
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A I ' m  not  sure. Say t h a t  l a s t  p a r t  o f  the question. 

Q Yes, s i r .  Don' t  you read h i s  testimony as saying 

tha t  the  escalators were imperfect general ly, but  p a r t i c u l a r l y  

over long periods o f  t ime? 

A Yes, t h a t  i s  what I said. 

Q I n  fac t ,  elsewhere i n  h i s  testimony, doesn't  Mr. 

McNulty po in t  out  t h a t  based upon data the s t a f f  obtained t h a t  

they had determined t h a t  the  f i r s t  f i v e  years o f  comparing the 

escal ators t o  actual cost  experience resul ted i n  him bel i e v i  ng 

t h a t  they were imperfect i n  the  f i r s t  t ime years, do you r e c a l l  

tha t?  

A Subject t o  check, I w i l l  take your word f o r  it. I 

t h i n k  t h a t  the Commission, when i t  implemented the factors ,  was 

acknowledging t o  the company t h a t  i t  was up t o  the company t o  

manage i t s  procurement pract ices such t h a t  they could achieve a 

re turn.  Because the o r i g i n a l  $23 was predicated on the actual 

costs incurred. 

incorporated i n t o  the analysis,  which M r .  McNulty does i n  the  

more recent years. 

So there must be a re tu rn  component 

Q Yes, s i r ,  bu t  t h a t  i s  not my - - the  po in t  I want t o  

get, and I'm not tak ing  issue w i t h  the $23 base cost i n  1993, 

but i n  t h a t  s t i p u l a t i o n  there was a methodology t h a t  was agreed 

t o  a t  t h a t  t ime by which you would have some basis f o r  

i n f l a t i o n  o r  some escalat ion,  correct? 

A That 's  cor rec t .  
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Q And there were f i v e  d i f f e r e n t  escalators tha t  were 

used, correct? 

A That i s  correct .  

Q And i s n ' t  a t r u e  now t h a t  Mr. McNulty i s  saying t h a t  

some o f  those escalators doesn' t  work, t h a t  i t  doesn't  bear any 

r e l a t i o n  t o  what the actual cost experience was i n  the 

waterborne o r  mu1 timodal t ranspor tat ion o f  coal? 

A That i s  what Mr. McNulty i s  saying. 

Q Yes. And t o  the extent t h a t  e a r l i e r  i n  response t o  

M r .  Vandiver's questions about whether you agreed w i th  Mr. 

McNulty's testimony o r  not,  i s  t h a t  one o f  the  areas t h a t  you 

agree w i t h  o r  disagree with? 

A We agreed t o  accept Mr. McNulty's testimony as a 

resolut ion t o  the issues i n  t h i s  case. 

Q Well, l e t  me ask you independent o f  t h a t ,  s i r .  

I r respec t ive  o f  what he said, do you t h i n k  t h a t  the - -  and I 

t h i n k  there i s  other evidence i n  the  record, o r  w i l l  be t h a t  

compares these, but  based upon your awareness o f  the actual 

cost experience f o r  your fue l s  provider versus the performance 

o f  the escalators since 1993, wouldn' t  you agree t h a t  i t  i s  o f f  

a b i t ?  

A That i s  o f f  a b i t ?  Yes, I would agree. 

Q I n  fac t ,  I bel ieve i t  was your testimony and the 

company's pos i t i on  i n  the s t i p u l a t i o n  t h a t  you are proposing 

wi th  the S t a f f  t h a t  you agree t h a t  i t  i s  s u f f i c i e n t l y  o f f  t h a t  
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you are w i l l i n g  t o  abandon i t  i n  favor o f  some type o f  a 

competit ive b i d  process beginning i n  January 1 s t  o f  2005, 

correct? 

A Yes. We have agreed t o  use 2004 as a t r a n s i t i o n  

per iod t o  the a l te rna t i ve  proposed by Mr. McNulty. 

Q Now, would you agree w i t h  me t h a t  i f  2003's resu l t s  

were u l t ima te l y  t o  show t h a t  some o f  the  cost recovery you are 

seeking approval o f  was not reasonable and not  prudent because 

o f  the  d i f ference between the escalator and actual cost, i f  

t h a t  were the case found eventual ly,  would you agree t h a t  

u t i l i z i n g  t h a t  same proxy on a going-forward basis i n  2004 

might cloud the prudence o f  the  2004 expenditures? 

A I guess, no, I would not .  The actions the company 

has taken i n  2003, which were i n  November o f  the year already, 

were based on the Commission's standing order. We paid our 

a f f i l i a t e s  based on the market proxy which the Commission 

establ shed, which we calculated, which they review, and which 

we imp emented. And we are abiding by t h a t  standing order. 

And we agree w i t h  Mr. McNulty's testimony t h a t  the company 

should be allowed a t r a n s i t i o n  per iod t o  migrate from the 

methodology t h a t  has been i n  place f o r  q u i t e  a number o f  years, 

and rest ructure i t s  management t o  meet the  RFP requirements. 

Q Yes, s i r .  But doesn't  Mr. McNulty say a t  the outset 

o f  h i s  testimony t h a t  he doesn' t  be l ieve  t h a t  the Commission i s  

bound by t h i s  proxy i n  terms o f  a given terms o f  years, t h a t  i t  
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i s  capable o f  being reviewed a t  any po in t ,  essen t ia l l y?  

A Yes. And I t h i n k  t h a t  i s  what we are doing now, 

review o f  the  proxy and i t s  use prospect ive ly ,  

Q 

testimony, and i r respec t i ve  o f  whether he says i t  o r  not ,  t h a t  

there was apparently some agreement i n  the  2002 fue l  adjustment 

hearings among the p a r t i e s  t h a t  the fue l  proxy f o r  Progress 

Energy would be examined t h i s  year dur ing these hearings? 

Right.  And i s n ' t  i t  also t r u e  t h a t  he says i n  h i s  

A The issue t h a t  was ra ised i n  2002, o r  t h e  issue t h a t  

was ra ised i n  the  2002 hearing was a matter o f  whether 

discovery could be undertaken i n  t h i s  docket o r  should another 

docket be opened i n  which t o  ask discovery type questions on 

t h i s  subject .  

Q You are r e f e r r i n g  t o  the  testimony o f  Mr. McNulty a t  

Page 6, L ine 9? 

A 

1 as t  year. 

I ' m  r e f e r r i n g  t o  my r e c o l l e c t i o n  from being there 

Q Let  me j u s t  ask you t o  t u r n  t o  Page 6, L ine 9,  i f  you 

would, please. Would you read t h a t  f i r s t  sentence - - j u s t  read 

i t  t o  you rse l f ,  t h a t  f i r s t  sentence s t a r t i n g  a t  L ine 9? 

A Yes, t h a t  i s  what I have stated here, t h a t  the  

Commission agreed, o r  t he  p a r t i e s  agreed and submitted t o  the  

Commission t h a t  i t  was appropriate t o  conduct t he  discovery i n  

t h i s  docket. 

Q Well,  a c t u a l l y  i t  says t h a t  a review o f  the WCTS 
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market p r i c e  proxy should take place as p a r t  o f  the fuel  and 

purchased power cost - recovery c l  ause proceeding, does i t  not? 

I ' m  j u s t  t r y i n g  t o  make the d i s t i n c t i o n ,  s i r ,  t h a t  i t  says a 

review, not  j u s t  t h a t  discovery could take place. 

A Well, I mean, t h a t  i s  what you do i n  discovery i s  

review and ask questions. 

Q Yes, s i r .  And t h a t  i s  what we are doing now, r i g h t ?  

A 

Q 

That i s  what we are doing now. 

I want t o  ask you a few more questions about M r .  

I f  you McNulty's testimony and which par ts  you concur i n .  

would look a t  Page 10, s i r .  And I want t o  be sure I don ' t  read 

any o f  t he  conf ident ia l  mater ia l ,  but  s t a r t i n g  a t  Line 3, Mr. 

McNulty t e s t i f i e s ,  "My analysis shows t h a t  the  growth r a t e  o f  

PEFI's domestic WCTS market p r i c e  proxy exceeds the  growth r a t e  

o f  the market p r i c e  shown i n  the E I A  data f o r  these years," as 

depicted i n  h i s  Exh ib i t  WBM-1. 

r a te  f o r  mu1 timode coal t ranspor tat ion rates decreased i n  rea l  

terms from 1993 through 1997 by an average o f  3.5 percent per 

year." So t h a t  would be - -  four  times t h a t  would g ive  us a 

noncompounded ra te ,  r i g h t ?  

"The data shows t h a t  the market 

A Yes, subject - -  

Q I f  we wanted a noncompounded r a t e  o f  decrease, we 

would j u s t  take four  times o r  three times 3.5? 

A Subject t o  check, t h a t ' s  f i ne .  

Q While PEFI's market p r i c e  proxy, and then the next 
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conf ident ia l  percent. And I wanted t o  

r, i s  t h i s  any reason why t h a t  should 

i t  went up o r  down, or the percentage, 

o r  i s  t h a t  something t h a t  the  S t a f f  d id? 

A The S t a f f  made t h a t  con f ident ia l ,  and I t h i n k  i t  does 

serve as a way t o  disclose the  t ranspor tat ion costs. 

Q Well, i t  also ind ica tes  a t  a core issue whether you 

are ge t t i ng  too much o r  too l i t t l e  by the way the ca lcu lat ions 

are computed versus the actual data, r i g h t ?  

A Like I mentioned e a r l i e r ,  we agreed t o  adopt s t a f f ' s  

3os i t ion as a prospective means o f  a r r i v i n g  a t  an a l t e r n a t i v e  

to today's s i t ua t i on ,  and I d i d  not  do any due d i l igence t o  

malyze Mr. McNulty's growth rates here. 

Q Yes, s i r .  Are you saying t h a t  you d i d n ' t  check what 

i n  l e  - -  no one on your s t a f f  checked the f igures t h a t  he used 

th is  ca lcu lat ion? 

A 

Q Yes, s i r .  My question i s  d i f f e r e n t .  My question 

{ou i s  d i d  you o r  anybody under your supervision and contro 

:heck the ca lcu lat ions o f  t he  f igures t h a t  Mr. McNulty made 

:he sentence t h a t  I j u s t  read t o  you? 

We agreed not  t o  rebut h i s  testimony. 

A No, we d i d  not .  

t o  

i n  

Q Okay. But, f o r  purposes o f  t h i s  hearing, you agree 

i i t h  t h a t  statement, r i g h t ?  

A Subject t o  check. 
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Q Okay. Same page, Line 13, j u s t  t o  see i f  you agree 

o r  disagree w i th  t h i s .  This i s  Mr. McNulty again. The 1992 

through 1997 pr i ce  data comparison shows t h a t  P E F I ' s  market 

p r i c e  proxies were no t  r e f l e c t i v e  o f  the market t rend dur ing 

t h i s  period, and you have maintained t h a t  t h a t  next series o f  

words i s  conf ident ia l ,  as we l l?  

A Yes. 

Q Okay. Do you agree w i t h  t h a t  statement and the 

conclusion reached? 

A I would say t h a t  I agreed w i t h  adopting the tes t im 

i n  i t s  en t i re t y .  

n I 

Q Let me go on. I j u s t  have a few more. S t i l l  a t  the  

Mr. McNul t y  t e s t i f i e s  - - and I t h i n k  t h i s  same page, Line 19. 

i s  s t i l l  going t o  be i n  - -  based on the r e s u l t s  o f  s t a f f ' s  

discovery and s t a f f ' s  aud i t  o f  the PFC's 2002 costs, PFC's 2002 

cost o f  providing domestic WCTS f o r  PEFI i s  blank than the 2002 

domestic WCTS market p r i c e  proxy as shown i n  E x h i b i t  WBM-2. My 

estimate o f  PFC's 2002 margin f o r  domestic WCTS provided on 
behalf o f  PEFI i s  blank percent o r  blank t o t a l  do l l a rs .  

ask you, when he i s  r e f e r r i n g  t o  margin, I took t h a t  t o  mean 

p r o f i t .  Do you take t h a t  t o  mean the same? 

Let me 

A No, i t  i s  revenues less  cost o f  goods sold. You have 

t o  tax  e f f e c t  i t  t o  introduce the  f a c t  t h a t  you have got t o  pay 

Uncle Sam. Then you get t o  re turn.  

Q Wou d I be co r rec t  i n  look ing a t  i t  as gross p r o f i t ?  
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A Yes. 

Q You are aware o f  the  numbers t h a t  are i n  tha t  

testimony , correct? 

A I am aware o f  them. 

Q Do you agree w i t h  the  numbers and the  conclusion he 

reached? 

A Well, we d i d  v e r i f y  some o f  these numbers, and they 

are a b i t  o f f  from my calcu lat ion.  But, again, i t  was - -  i n  

terms o f  the  approach t h a t  M r .  McNulty was p u t t i n g  forward 

seemed reasonable and equable f o r  both the  ratepayer and the  

company. 

Q Yes, s i r .  Let  me ask you w i t h  respect t o  the 

gercentage shown on - -  no t  shown on L ine 23 - -  
A Yes, s i r .  

Q - -  would you fee l  comfortable t e l l i n g  the Commission 

dhether t h a t  number i s  greater  o r  lesser  than the  authorized 

re tu rn  f o r  the e l e c t r i c  u t i l i t y ?  

Oh, i t  i s  greater.  

Okay. 

It i s  on a gross basis,  a lso.  And i f  I could t e l l  

i t  i s  adjusted f o r  the  numbers presented i n  some o f  the  

cliscovery questions t h a t  came i n  a f t e r  h i s  testimony, i t  w i l l  

ac tua l ly  show t h a t  the  a f t e r - t a x  margin i s  ac tua l l y  below the  

J t  i 1 i ty  ' s aut  ho r i  zed. 

Q Are you saying i f  i t  i s  adjusted by the  adjustments 
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A No, the  costs t h a t  were presented i n  discovery 

question, I th ink ,  77 and 76, o r  76 and 77, i f  those were 

incorporated i n t o  Mr. McNulty's formula, and then tax -a f fec ted  

it a c t u a l l y  shows t h a t  f o r  t h a t  p a r t i c u l a r  domestic commodity 

i t  would be below the u t i l i t y ' s  r a t e  o f  re tu rn .  

Q Thank you. The d o l l a r  f i g u r e  t h a t  i s  not  shown 

there  - -  
A Yes, s i r .  

Q - -  t h a t  i s  the r e s u l t  o f  s t a f f ' s  2002 aud i t  and i 

t h e  number f o r  2002, i s  t h a t  cor rec t?  

i s  

A That i s  the number t h a t  corresponds t o  the  percentage 

t h a t  would also change. 

Q And t o  my knowledge, nobody i n  t h i s  proceeding i s  

suggesting t h a t  the  Commission should reach back t o  2002, 

cor rec t?  

A That 's  cor rec t .  Mr. McNulty's testimony, which we 

support, shows no adjustment t o  '02,  '03, o r  '04.  

Q Yes, s i r .  And what I want t o  ask you i s  i f  t h a t  

number not  shown i s  t h a t  b i g ,  what would the  corresponding 

number be f o r  2003, i f  you know? 

MR. McGEE: Madam Chairman, I t h i n k  the  witness has 

already sa id  t h a t  the  number t h a t  Mr. Twomey i s  r e f e r r i n g  t o  

r i g h t  now i s  not  the  cor rec t  number. 

MR. TWOMEY: Yes, s i r .  But, Madam Chair,  what I want 
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t o  know i s  what the corresponding number i s ,  whether i t  i s  

cor rec t  o r  not,  would be f o r  the year 2003, which i s ,  i n  fac t ,  

the year t h a t  we are suggesting tha t  you should be - - w e l l ,  not 

we are suggesting, t h a t  you are, i n  fac t ,  look ing a t .  

CHAIRMAN JABER: Mr. McGee, I understood the question 

t o  be whatever t h a t  correct  number i s ,  what i s  the 

corresponding number f o r  2003. And do you have an object ion t o  

t h a t  question? 

MR. McGEE: No, t h a t  i s  not  what I understood the  

question t o  be; bu t  i f  t h a t  i s  it, I withdraw the  object ion.  

MR. TWOMEY: Well, l e t  me make - -  I ' m  no t  sure. 

CHAIRMAN JABER: Mr. Twomey, the  way I understood 

your question, and perhaps you would want t o  rephrase i t  based 

on t h a t ,  bu t  I understood your question t o  be whatever the 

number i s  f o r  2002, what i s  the corresponding number f o r  2003. 

MR. TWOMEY: Not qu i te .  

CHAIRMAN JABER: Okay. Go ahead. 

MR. TWOMEY: What I ' m  t r y i n g  t o  get a t ,  Madam Chair, 

and I apologize f o r  the confusion, i s  t h a t  I w i l l  accept t h a t  

he has got other adjustments t h a t  should be addressed t h a t  may 

even be correct .  What I 'm saying t o  the  witness i s  t h a t  the  

number t h a t  i s  on t h i s  sheet, bu t  you w i l l  see i t  l a t e r ,  I 

assume, when the McNul t y  conf ident ia l  unredacted testimony i s  

pointed out,  what I want t o  know i s ,  i s  t h a t  wi thout  t h e  

adjustments t h a t  he th inks should be made, does he know what 
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the corresponding number would be f o r  2003 as shown i n  Mr. 

4cNulty 's Page 10,  Line 23. And I don ' t  want you t o  say i t  

s p e c i f i c a l l y ,  bu t  i s  i t  i n  the same approximate range. 

CHAIRMAN JABER: We1 1 , Mr. Twomey, 1 e t  ' s en te r ta in  

the ob jec t i on  f i r s t .  The question i s ,  and thank you f o r  

~1 a r i  f y i n g  i t  , because I d i  dn I t understand, apparently I d i  dn t 

understand e i t h e r .  The second conf ident ia l  spot on Line 23, 

Yr. McGee, the  question posed t o  the witness i s  does he have 

the corresponding number f o r  t h a t  con f ident ia l  number f o r  2002. 

MR. McGEE: And my on ly  po in t  i s  t h a t  t h e  witness has 

said when discovery t h a t  was pending a t  the  t ime M r .  McNulty 

testimony was prepared i s  taken i n t o  account, both the 

percentage and the  d o l l a r  f i g u r e  t h a t  i s  shown are i nco r rec t .  

The e f f e c t  o f  Mr. Twomey's question i s  asking him can you 

determine t h e  i nco r rec t  number f o r  t he  next year. And I would 

object  t o  a request t o  ca lcu la te  a number t h a t  he has already 

ind ica ted  i s  no t  the  proper number i n  the  p r i o r  year.  

CHAIRMAN JABER: Mr. Twomey. 

MR. TWOMEY: Madam Chair,  I d o n ' t  know whether s t a f f  

has accepted the  adjustments the  witness speaks t o  o r  not .  A l l  

I am suggesting i s  t h a t  whether i t  i s  inappropr ia te o r  no t ,  

someplace i n  somebody possession, and presumably i n  the  

company's, as w e l l ,  i s  a number t h a t  corresponds t o  t h a t  

number, t he  second number, i r respec t i ve  o f  whether i t  

i s  cor rec t  o r  not .  I ' m  no t  asking - -  he can say t h a t  i t  i s  no t  
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smal l e r ,  the same, way bigger, way smaller, t h a t ' s  a1 1. 

CHAIRMAN JABER: With regard t o  the question on the  

tab le,  l e t  me sustain the  object ion,  because I t h i n k  t h a t  i s  

be t te r  asked o f  Mr. McNulty when he gets up on the stand. With 

regard t o  recognizing t h a t  t h i s  witness has twice sa id they 

disagree w i t h  the  number, i f  you want t o  pose, we l l ,  what do 

you bel ieve the number i s  f o r  the year 2003, o r  do you know 

what the  number i s  f o r  2003 recognizing your pos i t i on  i s  t h a t  

t h i s  contains an e r ro r ,  I w i l l  al low t h a t  question. 

MR. TWOMEY: Okay. And I appreciate t h a t .  And I 

w i l l ,  o f  course, abide by t h a t .  Let me j u s t  suggest t o  you, I 

t h i n k  when I asked t h a t  question o f  Mr. McNulty, based upon my 

understanding o f  the  evidence and discovery presented t o  your 

S t a f f ,  i s  t h a t  I bel ieve he i s  going t o  say t h a t  he doesn't  

know i t  because they d o n ' t  have an audi t  o f  2003. 

CHAIRMAN JABER: Okay. L e t ' s  cross t h a t  br idge when 

we come t o  it. 

MR. TWOMEY: Yes, ma'am. 

BY MR. TWOMEY: 

Q Let  me ask the question, then. Given the adjustments 

t h a t  you would make, i s  t h a t  number la rger ,  smaller, 

subs tan t ia l l y  l a rge r ,  subs tan t i a l l y  smaller, o r  how would you 

characterize it? 

A I mean, the  adjusted number f o r  '02 - -  
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Q Pardon me? 

A The adjusted number f o r  the  per iod Mr. McNulty 

addresses here i s  about a t h i r d  o f  - - 

Q 

A No, pardon me. A t h i r d  less,  o r  two- th i rds  o f  t h a t  

amount. And the '03 f i g u r e  i s  probably s l i g h t l y  less  because 

A t h i r d  o f  t h a t  amount? 

the market proxy goes down i n  

Q Okay. Thank you. 

A You' r e  we1 come. 

Q I f  you would t u r n  t 

'03. 

Pag 12 o f  h i s  testimony, 

please. Again, I want t o  check on your concurrence o f  h i s  

testimony. Page 12, L ine 20, my estimate o f  PFC's margin f o r  

domestic - -  do you a l l  have phrases f o r  these things? 

A Phrases f o r  what, s i r ?  

Q 

A 

stands f o r .  

Q 

l i t t l e  name? WCTS i s  blank percent o r  blank d o l l a r s ,  and he 

goes on, and he says, "Also my comparison o f  the  cost o f  

domestic CWTS and fo re ign  WCTS reveals t h a t  the  r a t i o  o f  

transloading and Gu l f  shipping costs t o  t o t a l  domestic cost  has 

blank from 50.2 percent i n  1992 t o  blank percent i n  2002." Do 

you agree w i t h  h i s  numbers and h i s  conclusion? 

Instead o f  saying ou t  W-C-T-S? 

Waterborne coal t ranspor ta t ion  serv ice i s  what i t  

You d o n ' t  have a name - -  I ' m  sorry ,  you d o n ' t  have a 

A Again, t h i s  i s  another one where h i s  numbers do no t  
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nterrogatory questions. 

those i n  the  

A You would f i n e  the new cost numbers and you would 

have t o  p lug i t  i n t o  h i s  formula. 

Q 

A By about 500,000. 

And do they d i f f e r  subs tan t ia l l y?  

CHAIRMAN JABER: Did the  in te r rogatory  responses come 

i n  a f t e r  Mr. McNulty f i l e d  testimony? 

THE WITNESS: Yes, they d id .  

BY MR. TWOMEY: 

Q You said 500,000? 

A Yes, s i r ,  I did .  

Q Okay, thank you. Get t ing near the  end on h i s  s t u f f .  

Page 15, s i r .  Mr. McNulty says beginning a t  Line 8, "I 

conclude t h a t  both market p r i c e  proxies exceeded the cost o f  

providing service and allowed the a f f i l i a t e ,  PFC, t o  achieve 

s i g n i f i c a n t l y  more p r o f i t s  than i s  reasonable f o r  t h i s  service 

given the l eve l  o f  r i s k  assumed. Also, I conclude tha t  the 

narket proxies escal a tors  and t h e i r  respect ive weightings do 

not r e f l e c t  the cost s t ruc tu re  o f  the indus t ry . "  

I s  t h a t  one o f  the conclusions i n  Mr. McNulty's 

testimony t h a t  you concur wi th? 

A 

Q 

Again, we adopted h i s  testimony i n  t o t a l i t y .  

So i f  Mr. McNul t y  i s  t a l  k ing  about the p r o f i t  and the 
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market p r i c e  proxies not being reasonable f o r  the service given 

i n  the  year 2003, wouldn't  i t  be reasonable f o r  the Commission 

t o  conclude t h a t  they should not  approve f o r  recovery i n  your 

ra tes those port ions o f  the costs t h a t  are unreasonable? 

A I t h i n k  the Commission has t o  weigh the f a c t  t h a t  

there i s  a standing order t h a t  provided the methodology under 

which the company was operating f o r  these years. The contracts 

t h a t  were entered were based on the  knowledge o f  t h a t  

methodology, and I t h i n k  these hearings are intended t o  f l u s h  

out th ings o f  t h i s  nature so t h a t  the  Commission can ac t  

prospect ively t o  change e x i s t i n g  orders t h a t  t h e i r  s t a f f  and 

the pa r t i es  may want t o  introduce going forward. 

Mr. McNulty's proposal here does achieve a balance t o  al low the 

company t o  manage t o  the changes t h a t  he i s  proposing, q u i t e  

s i g n i f i c a n t  changes, and also provide f o r  the customer benef i t s  

t h a t  we hope are provided through the  RFP process. 

I t h i n k  t h a t  

Q Yes, s i r .  But you have already agreed w i th  me, I 

t h i n k  as shown on Mr. McNulty's Page 6, t h a t  the Commission 

approved the s t i p u l a t i o n  by the  pa r t i es ,  which I presume 

included your u t i l i t y ,  t h a t  - -  and t h i s  was i n  the l a t t e r  p a r t  

o f  2002, t h a t  the proxies would be reviewed i n  these hearings. 

And i f  t h a t  i s  the case, d i d n ' t  Progress Energy have no t i ce  

t h a t  the costs they sought f o r  recovery f o r  fue l  t ranspor tat ion 

through the fue l  clause would be - -  i f  not  a t  r i s k ,  a t  l e a s t  

subject t o  examination f o r  t h e i  r reasonableness and prudence? 
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t was our understanding t h a t  since 

and since the composition o f  the 

s t a f f  had changed over those years, t h a t  there  was a des i re  on 

the p a r t  o f  s t a f f  t o  understand the proxy. And I t h i n k  as 

evidenced by the types o f  questions t h a t  the Commission s t a f f  

asked through discovery, t h a t  they were t r y i n g  t o  educate 

the i  r s e l  ves. 

It was not u n t i l  Mr. McNulty presented h i s  testimony 

that  we had rea l  no t i ce  t h a t  there was a problem o r  the s t a f f  

] a t  no one Mas tak ing  exception t o  the market proxy. P r i o r  t o  t 

lad ra ised a concern w i t h  the methodology. 

Q Okay. I j u s t  have a couple more, please. 

'age 16 o f  h i s  testimony. I n  h i s  - -  I guess c lose t o  

.ook a t  

h i s  

iottom l i n e  conclusions he says i n  the reasons he gives f o r  

necommending the e l im ina t ion  o f  the current  market p r i c e  proxy 

nethodology t h a t  competit ive markets a1 ready e x i s t  f o r  most o f  

;he components. Do you agree w i t h  tha t?  

A 

Q 

Again, we agreed t o  adopt h i s  testimony. 

Okay. His second reason, s t a r t i n g  a t  L ine 14, and I 

quote, "Two: The market p r i c e  proxies have worked t o  the 

letr iment o f  PEFI's ratepayers by exceeding both the  cost o f  

service and the market p r i c e  o f  WCTS." Do you agree w i t h  t h a t  

:oncl usion? 

A Again, we accepted the  testimony i n  t o t a l i t y  as a 

*esol u t i o n  t o  the i s u e s .  
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d you agree w i th  three the same, then? 

four  says, and I quote a t  L ine 20, "The 

fore ign WCTS market proxy i s  completely obsolete as t h i s  time 

because it was based on a r a t i o  o f  Gul f  t ranspor t  costs t o  

t o t a l  cost  t h a t  existed ten years ago, but  t h a t  has blank since 

t h a t  t ime."  Do you agree w i t h  tha t?  

A The same answer. 

Q Okay. I t h i n k  I ' m  almost t o  the end. I ' m  f in ished 

w i th  h i s  testimony. 

testimony and I w i l l  be f in ished,  i f  I may. 

testimony, s i r .  You discuss on t h a t  page t h a t  t he  apparently 

27.8 percent o f  EFC's upr iver  waterborne coal was purchased a t  

an FOB barge p r i ce ,  correct? 

I want t o  ask you a few more on your 

Page 26 o f  your 

A That i s  correct .  

Q Now, i s  your discussion o f  t h a t  issue i n  p a r t  t o  

a l leve  any concerns t h a t  there might be a double counting 

i ssue? 

A Yes, s i r .  

Q And would you expla in  t o  the Commission how there 

could be a double counting issue? 

A Well, i f  the  u t i 1  i t y  were t o  include t ranspor tat ion 

costs t h a t  otherwise were intended t o  be recovered through the 

market proxy, there  could be double recovery once through the 

commodity and then once through the market proxy. 
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Q And i t  i s  your testimony, as I understand i t , t h a t  

you haven't been doing t h a t  because - -  i s  i t  your testimony 

t h a t  27.8 percent o f  the  coal t h a t  was purchased a t  FOB barge 

was not  included i n  the ca l cu la t i on  o f  the proxy? 

A That 's  correct .  That happened t o  be the  basis f o r  

the development o f  t h a t  $23, and we have attempted t o  maintain 

tha t  balance throughout the  ten-year period. 

Q Has the S t a f f ,  t o  your knowledge, audited t h a t  f a c t ,  

o r  confirmed t h a t  f a c t  i n  the  construct ion o f  the 1993 base 

pr ice? 

A I don ' t  know. 

MR. TWOMEY: That ' s  a l l  I have. Thank you very much. 

THE WITNESS : You ' r e  we1 come. 

CHAIRMAN JABER: S t a f f .  

MR. KEATING: Just  a few questions. 

CROSS EXAMINATION 

BY MR. KEATING: 

Q Good afternoon, Mr. Portuondo. I bel ieve e a r l i e r  

today your at torney ind icated t h a t  Progress can agree t h a t  as 

stated i n  s t a f f ' s  pos i t i on  i n  the  prehearing order on Issue 31A 

concerning post-9/11 incremental secur i ty  costs t h a t  on ly  62 

percent o f  a recent nucl ear regul atory commi ssion fee increase 

i s  a t t r i b u t a b l e  t o  homeland secur i ty  costs, and thus t h a t  on ly  

52 percent o f  the fee increase should be recovered through the  

capacity c l  ause as incremental post -9/11 secur i ty  cost, i s t h a t  
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correct? 

A That i s  cor rec t .  

Q I also want t o  ask j u s t  a few questions about the 

document t h a t  has been provided t o  the pa r t i es  and t o  the 

Commissioners on Monday, the  document i d e n t i f i e d  as the 

proposed s t i pu l  a t i on  on pending Progress Energy i s u e s  

concerning waterborne coal t ranspor tat ion services. Do you 

have t h a t  document? 

A I do not .  

Q And i t  may be t h a t  we don ' t  need t o  r e f e r  t o  i t  f o r  

purposes o f  t h i s  set  o f  two questions. 

e a r l i e r  w i th  Mr. Vandiver some o f  Progress Fuel Is e x i s t i n g  

contracts f o r  various components o f  i t s  coal t ranspor tat ion 

service i t  provides f o r  Progress Energy. 

I bel ieve you discussed 

A Yes, I did .  

Q And you discussed one o f  the components, the 

t rans-Gul f  component. 

components o f  waterborne coal t ranspor tat ion t h a t  you discussed 

w i th  Mr. Vandiver t h a t  t h a t  i s  the  only component t h a t  Progress 

Fuels i s  under contract  f o r  a per iod past the end o f  2004? 

Is i t  correct  t h a t  o f  the four 

A That 's cor rec t .  

Q Now, t h i s  proposed s t i p u l a t i o n  o r  agreed pos i t ion ,  

however we characterize it, ind icates t h a t  t he  way t o  handle 

t h a t  contract - - we l l ,  l e t  me step back. That contract ,  i s  i t  

correct ,  terminates a t  the  end o f  March 2005? 
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A That 's  correct .  

Q So under t h i s  proposed s t i p u l a t i o n ,  i t  states t h a t  

the t rans-Gu l f  component f o r  the per iod January 1, 2005, 

through March 31, 2005, w i l l  be equal t o  26 percent o f  the 2005 

market p r i ce  per ton proxy. And as I understand, and you can 

correct  me i f  I ' m  wrong, t h a t  was a means t o  deal w i th  those 

three months o f  t h a t  contract  even though the other contracts 

had expired and the market p r i c e  proxy otherwise would be 

el iminated a t  the end o f  2004? 

A That 's  correct .  

Q And i f  you could j u s t  expla in  the  basis o f  the 26 

percent? 

A The 26 percent was the r a t i o  o f  t rans-Gu l f  actual 

costs t o  t o t a l  actual costs f o r  2002. 

Q On Paragraph 4, i t  i s  the  l a s t  paragraph 

document, there i s  a prov is ion t h a t  ind ica tes  t h a t  

would be allowed t o  recover some non-contractual m 

charges imposed upon Progress Fuels i n  conjunction 

o f  t h a t  

Progress 

sce l l  aneous 

w i th  

providing waterborne coal t ranspor tat ion service, and i t  

provides some examples o f  those types o f  costs. Do you see 

that? 

A I do. 

Q There i s  a cap, i t  appears, t h a t  i s  provided a t  the 

end o f  t h a t  paragraph, the 25 cents per ton  f o r  such 

1 aneous charges? m i  sce 
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A I see tha t .  

Q Do you know what the basis o f  t h a t  25 cents per ton  

cap i s ?  

A I f  I r e c o l l e c t ,  I t h i n k  t h a t  t h a t  was based on 

h i s t o r i c a l  experience. Some o f  these costs are a c t u a l l y  

incur red  d i r e c t l y  a t  Progress Fuels ra the r  than through one o f  

the many contracts t h a t  are negot iated f o r  the  e n t i r e  water 

path, so we wanted t o  make sure t h a t  we captured those, l i k e  

po r t  charges. Sometimes those are assessed d i r e c t l y  t o  

Progress Fuels ra ther  than being incorporated w i t h i n  one o f  

those contracts.  

Q I d o n ' t  have any other  questions concerning t h a t  

p a r t i c u l a r  document, and I j u s t  have a couple o f  questions 

concerning your November 3rd supplemental f i l i n g .  And t h i s  i s  

the testimony t h a t  addresses growth adjustment o r  gross-up 

adjustment. 

people. 

you discuss the  f a c t  t h a t  a s t a f f  witness f i l e d  testimony 

proposing t h i s  type o f  adjustment i n  l a s t  yea r ' s  fue l  docket, 

i s  t h a t  cor rec t?  

It has been re fe r red  t o  d i f f e r e n t l y  by d i f f e r e n t  

I n  your testimony beginning a t  t he  bottom o f  Page 4 

A That i s  cor rec t .  

Q You go on t o  suggest t h a t  because no adjustment was 

nade, t h a t  s t a f f  may have recognized t h a t  the  adjustment was 

not mer i tor ious.  I s  t h a t  a l s o  co r rec t?  

A That was my opinion, yes. The Commission proceeded 
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to approve the base leve l  t h a t  we had i n  our MFRs as the 

appropriate adjustment t o  the incremental secu r i t y  ca lcu la t ion .  

Q A t  l a s t  y e a r ' s  fuel  hearing, what per iod o f  t ime 

dould s t a f f  have made t h a t  type o f  adjustment f o r ,  and what was 

the per iod between a base year and a po in t  i n  t ime i n  which 

incremental expenses woul d have been determi ned? 

A I t h i n k  i t  would have been the MFR versus the, I 

juess, projected resul t s  f o r  2002. 

Q So i t  would have been - - 
A 

Q 

A Yes. Test per iod versus actual .  

Q 

It would have been w i t h i n  the same year. 

It would have been w i t h i n  the same year. 

Is i t  possible t h a t  s t a f f  f e l t  no need t o  make an 

jdjustment i n  the 2002 fue l  hearing because the  MFRs had j u s t  

ieen f i l e d  and base rates had j u s t  been se t  and there was t h a t  

;mall per iod o f  t ime over which an adjustment could have been 

nade? 

A No. Well, I mean, t h a t  could have been what was 

thought on the p a r t  o f  s t a f f .  

s t a f f  was proposing p o l i c y  on how t o  ca lcu la te  incremental 

zosts, and t h a t  would be i r r e l e v a n t  o f  the  t ime per iod.  And 

the f a c t  t h a t  i t  d i d  no t  make i t s  way i n t o  the  recommendation 

md u l t i m a t e l y  the Commission decision l e d  us as a company t o  

i e l i e v e  t h a t  the methodology t h a t  we had proposed, and t h a t  we 

Zontinue t o  use, was acceptable t o  t h i s  Commission. 

I t h i n k  on my p a r t  I thought 
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Q I f  an adjustment had been made i n  2002, would you 

expect i t  t o  be s i g n i f i c a n t  t o  any degree, given t h e  shor t  t i m e  

per iod over which growth would have been adjusted f o r ?  

A I have no t  gone back t o  ca lcu la te  the  d i f f e r e n t i a l  

between the  pro jected sales and the actual 2002, o r  the 

reprojected a t  the  t ime f o r  2002, so I d o n ' t  know the  

magnitude. 

MR. KEATING: Thank you. That 's  a l l  

have. 

CHAIRMAN JABER: Commissioners, do y 

questions? 

Redi r e c t  , Mr. McGee. 

RED I RECT EXAM I NATI ON 

BY MR. McGEE: 

t he  questions I 

u have any 

Q Mr. Portuondo, you were asked a number o f  questions 

p a r t i c u l a r l y  by Mr. Twomey regarding whether you agreed o r  

disagreed w i t h  numerous passages i n  the p r e f i l e d  testimony o f  

Mr. McNulty. Some o f  your answers were no t  completely d i r e c t  

and forthcoming, and I would l i k e  t o  make sure we have the 

oppor tun i ty  t o  pu t  t h a t  i n t o  a perspective so t h a t  t h a t  i s  

understood. 

Mr. McNul t y '  s testimony concl udes, f o r  var ious 

reasons, t h a t  t he  market p r i c e  proxy should be changed. Do 

you, on beha l f  o f  Progress Energy, concur t h a t  t h a t  i s  a 

cor rec t  concl usion? 
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A Tha t  i s  a correct  conclusion. 

Q Given t h a t  the company has agreed t o  h i s  conc usion, 

i s  i t  your understanding t h a t  the  company entered an agreement 

vJith the s t a f f  not  t o  contest M r .  McNulty's testimony w i t h  

respect t o  the various components t h a t  might have supported 

tha t  conclusion? 

A That i s  correct .  

Q I f  you were t o  be c r i t i c a l  o f  ce r ta in  aspects o f  Mr. 

I lcNulty's testimony, even though you agreed w i t h  the conclusion 

that  he reached based on various considerations, would you view 

t h i s  as being inconsistent w i t h  the assurance t h a t  you and your 

zompany has made t o  the S t a f f  t h a t  we would not  engage i n  

zontentious cross-examination o r  rebut ta l?  

A That i s  cor rec t .  

MR. McGEE: That 

CHAIRMAN JABER: 

seeing no object ion t o  Exh 

i n t o  the record. 

i s  a l l  we have, Madam Chairman. 

Thank you, M r .  McGee. With t h a t ,  

b i t  23, Exh ib i t  23 w i l l  be admitted 

Mr. Portuondo, thank you f o r  your testimony. 

(Exh ib i t  23 admitted i n t o  the record.) 

CHAIRMAN JABER: Commissioners, pa r t i es ,  I suggest we 

ireak f o r  the  evening and s t a r t  tomorrow. 

j o t  a pending motion, bu t  I have l o s t  a Commissioner f o r  t he  

?vening, so the motion w i l l  be taken up f i r s t  t h i n g  i n  the  

norning, 9:00 o 'c lock .  

I know t h a t  we have 
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Mr. H a r t .  

MR. HART: W i l l  we be given - -  the  importance o f  t he  

jocument i s  t o  be able t o  use i t  i n  these proceedings. And i f  

le d o n ' t  receive i t ,  we won' t  be able t o  - -  and i f  we d o n ' t  

-eceive i t  u n t i l  r i g h t  before the  witness t e s t i f i e s ,  i n  the  

:vent we do receive par t  o f  it, it w i l l  be d i f f i c u l t  t o  use i t .  

CHAIRMAN JABER: M r .  H a r t ,  we ' re  no t  going t o  r u l e  on 

:he motion ton igh t .  And I understand your concern. It w i l l  be 

;aken up f i r s t  t h i n g  tomorrow morning a t  9:00 o 'c lock .  And I 

mow you don ' t  p r a c t i c e  here very of ten,  bu t  f o r  whatever i t  i s  

i o r t h  t o  you, I assure you you w i l l  have t ime t o  review the  

locument, i f  t h a t ' s  what the  r u l i n g  i s .  

We w i l l  adjourn f o r  t he  evening. We w i l l  s t a r t  a t  

k 0 0  o 'c lock  tomorrow morning. 

(The hearing adjourned a t  5:35 p.m.1 
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