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Q.
Please state your name and business address.

A.
My name is Pamela R. Murphy.  My business address is P. O. Box 1551, Raleigh, North Carolina  27602.

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

A.
I am employed by Progress Energy Carolinas, Inc., as Director, Gas & Oil Trading.  

Q:
Have your duties and responsibilities remained the same since you last testified in this proceeding?
A:
Yes SEQ CHAPTER \h \r 1
Q.
What is the purpose of your testimony?

A.
The purpose of my testimony is to present the additional costs that Progress Energy Florida (PEF or Company) incurred for natural gas and No. 6 fuel oil due to storm events during the 2005 hurricane season.  I will also describe the Company’s efforts to mitigate the effect of natural gas and oil supply interruptions caused by those storms.  

Q.
Please summarize your testimony.
A.
PEF’s natural gas and fuel oil supplies were affected to different extents by the storm events of the 2005 hurricane season.  Tropical Storm Cindy, Hurricane Dennis, Hurricane Katrina and Hurricane Rita interrupted natural gas production in the Gulf of Mexico causing PEF’s contract (“term”) suppliers to invoke force majeure provisions in their contracts.  PEF used various means to mitigate the resulting impact on its natural gas supplies including replacement gas purchases on the spot market.  Because the spot purchase prices were higher than term contract prices, PEF experienced higher total natural gas costs.  This differential in prices caused PEF to incur $45,528,816 of incremental natural gas costs.  The Company also incurred No. 6 oil barge transportation charges of $1,572,748 to provide supplemental supplies during the second half of October through the end of 2005.  Thus, in total, PEF incurred $47,101,564 of incremental natural gas and No. 6 fuel oil costs as a result of the storm events of the 2005 hurricane season.
Q.
Are you sponsoring any exhibits with your testimony?

A.
Yes. I am sponsoring Exhibit No. ___ (PRM-1), a table showing the calculation of total incremental natural gas costs attributable to 2005 storm events and Exhibit No. __ (PRM-2), a report of the Mineral Management Service entitled the “Hurricane Katrina/Hurricane Rita Evacuation and Production Shut-in Statistics”   

Q. Which storm events during the 2005 hurricane season affected PEF’s term natural gas supplies?

A. During the 2005 hurricane season, four major storms affected term gas supplies for PEF:  Tropical Storm Cindy affected term gas supplies from July 5th to the 7th; Hurricane Dennis affected term gas supplies from July 8th to the 13th; Hurricane Katrina affected term gas supplies from August 26th to September 19th; and  Hurricane Katrina/Hurricane Rita affected term gas supplies from September 20th through October 17th.  Hurricane Ophelia, Tropical Storm Tammy, and Hurricane Wilma affected the Florida area but PEF did not experience any gas supply interruptions during these storms.

Q. How did Tropical Storm Cindy, Hurricane Dennis, Hurricane Katrina and Hurricane Rita affect natural gas production in the Gulf of Mexico?
A.
To different degrees, these storms caused natural gas production in the Gulf of Mexico to be “Shut-in.”  (Shut-in occurs when natural gas is no longer flowing from the production platforms; in this case because the platforms were evacuated and production was turned off at the well-head.)  According to the “Hurricane Katrina/Hurricane Rita Evacuation and Production Shut-in Statistics” provided by the Mineral Management Service, a bureau of the U.S. Department of Interior, the total cumulative Shut-in gas production through January 9, 2006 because of Hurricane Katrina and Hurricane Rita was 581.7 Bcf.  This equates to approximately 15.9% of the yearly production of gas in the Gulf of Mexico.  A copy of the Mineral Management Service’s Report is provided as Exhibit No. __ (PRM-2).

Q. 
What effect did Tropical Storm Cindy, Hurricane Dennis, Hurricane Katrina and Hurricane Rita have on PEF’s term gas supplies?

A. Due to the Shut-ins caused by the storms, PEF’s term gas suppliers invoked force majeure clauses in their contracts.  Under force majeure, these suppliers were not obligated to perform, and PEF was not obligated to pay under the contracts. 
Total term gas supply interruptions attributable to force majeure events caused by Tropical Storm Cindy were 30,160 decatherms (Dths) and 1.1 million Dths for Hurricane Dennis.  For Hurricanes Katrina and Rita, total term gas supply interruptions caused by force majeure events were 6.5 million Dths.   Exhibit No. __ (PRM-1) shows the daily volumes of term natural gas supplies that were not delivered due to the force majeure events associated with Tropical Storm Cindy, Hurricane Dennis, Hurricane Katrina and Hurricane Rita.

Q.
Are PEF’s term gas suppliers obligated to make up the deliveries by providing additional natural gas in the future?
A.
No.   Under the force majeure clauses in our supply contracts, suppliers are relieved of any obligation to perform for the period of the force majeure event and are not obligated to provide additional gas in the future.

Q. How did PEF mitigate term gas supply interruptions caused by Tropical Storm Cindy, Hurricane Dennis, Hurricane Katrina and Hurricane Rita?

A.
During each storm and its aftermath, PEF mitigated gas supply interruptions by:  (1) purchasing replacement gas supplies from the spot market; (2) purchasing gas supplies from third party storage accounts; (3) utilizing three different 10-day storage daily call options for July through October; (4) utilizing fuel oil to the extent necessary for reliability purposes; and (5) working with Gulfstream Natural Gas System and Florida Gas Transmission to use existing gas in the pipelines to the extent operationally feasible to meet load (Operational Balancing Account).  

Q. How does PEF’s Operational Balancing Account on Gulfstream Natural Gas System help mitigate gas supply interruptions?

A. PEF’s Operational Balancing Account on Gulfstream Natural Gas System provides for a daily balancing mechanism to account for the difference in actual burns versus actual gas deliveries.  When PEF has a positive imbalance in this account, we work with Gulfstream Natural Gas System to use this excess gas to supplement gas burns to the extent operationally feasible on Gulfstream Natural Gas System’s pipeline.  PEF utilized this account to help mitigate the natural gas interruptions caused by Tropical Storm Cindy, Hurricane Dennis, Hurricane Katrina and Hurricane Rita.

Q. How did the storms of the 2005 hurricane season affect PEF’s fuel oil supplies and how did the Company respond?

A.
During the 2005 hurricane season, the following storms affected fuel oil supplies for PEF: Tropical Storm Cindy affected fuel oil supplies from July 5th to the 7th; Hurricane Dennis affected fuel oil supplies from 8th to the 10th;    Hurricane Katrina affected fuel oil supplies from August 25th to the 29th; Hurricane Rita affected fuel oil supplies from September 20th to the 24th; and Hurricane Wilma affected fuel oil supplies from October 20th to the 24th.  Each of these storms caused interruptions of fuel oil deliveries to most of PEF’s oil-fired plants and deliveries of petroleum products to Florida as a whole.  
Hurricanes Katrina and Rita caused delays to barge deliveries of No. 6 fuel oil that resulted in PEF inventories to decline after these storms.  Thus, PEF procured additional barge transportation to supplement its normal contract barge supplies.  From October 14th through November 9th, six supplemental barges were received by PEF at an extra cost of $1,206,348.  On November 10th, one of the barges that regularly delivers No. 6 fuel oil to PEF struck a submerged platform that was sunk by Hurricane Rita.  This barge is no longer available for charter service.  As a result, PEF spent $366,400 on supplemental barges from November 29th through year end 2005.  A total of $1,572,748 of incremental No. 6 fuel oil transportation costs were incurred by PEF to supplement barge delivery capacity that was delayed or damaged as a result of the storms in 2005.
Q.
How did you determine the incremental natural gas costs attributable to the 2005 storms?
A.
Additional natural gas costs attributable to the 2005 storms consist of incremental costs of spot gas purchases made to replace cuts in term supplies resulting from force majeure events.  As shown on Exhibit No. __ (PRM-1), incremental natural gas costs were derived by multiplying the daily gas cost difference by the daily spot volume purchased to replace cuts in term supplies.  The daily gas cost difference was calculated by subtracting the average spot natural gas cost from the average term gas cost for each day affected by the storms.  The sum of the daily incremental gas costs reflects the total incremental gas cost of $45,528,816 shown on Exhibit No. __ (PRM-1).   

Q.
Does this conclude your testimony?

A.
Yes
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