
April 2,2012 

VIA HAND DELIVERY 

Ms. Ann Cole, Commission Clerk 
Florida Public Service Commission 
2540 Shumard Oak Boulevard 
Tallahassee, Florida 32399-0850 

Re: Fuel andpurchasedpower cost recovery clause with generatingperformance 
incentive factor; Docket No. 120001-EI 

Dear Ms. Cole: 

Enclosed for filing in the above referenced docket on behalf of Progress Energy 
Florida, Inc. (“PEF”) are the original and fifteen (15) copies of PEF’s August-December 
201 1 Hedging Activity True-up Report. The filing includes the following: 

0 Direct Testimony of Joseph McCallister with Exhibit No. ~ (JM-IT); 

Also, attached for filing is PEF’s Request for Confidential Classification to portions 
of Exhibit No. ~ (JM-1T) to the direct testimony of Joseph McCallister along with the 
Affidavit of Joseph McCallister is support of PEF’s Request for Confidential 
Classification of Exhibit No. - (JM-1T). 

Thank you for your assistance in this matter. If you have any questions, please 
feel free to contact me at (727) 820-5184. 

Sincerelv. 

JTB/lms 
Enclosures 

cc: Parties of Record 

$-L?Um 
Jo T.Burnett 
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PROGRESS ENERGY FLORIDA 

DOCKET No. 120001 -El 

Fuel and Capacity Cost Recovery 
Final True-Up for the Period 

January through December 2011 

DIRECT TESTIMONY OF 
JOSEPH MCCALLISTER 

April 2, 2012 

Please state your name and business address. 

My name is Joseph McCallister. My business address is 410 South Wilmington Street, 

Raleigh, North Carolina 27601. 

By whom are you employed and in what capacity? 

I am employed by Progress Energy Carolinas in the capacity of Director of Gas, Oil 

and Power. 

Have your duties and responsibilities remained the same since you last testified 

in this proceeding? 

Yes. My responsibilities for the Gas, Oil and Power section activities within the Fuels 

and Power Optimization Department have remained the same. 

Please briefly describe your work experience. 

I joined Progress Energy Service Company in 2003. Prior to my current position, I 

sewed as the Director of Portfolio and Market Risk Assessment through mid 2006, and 

the Director of Gas and Oil Trading from mid 2006 through early 2009. Prior to joining 

Progress Energy, I spent approximately 10 years in m a n a g e m e n ~ ~ ~ $ ~ ~ i ~ r ~ t ~ : ?  
i 
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A. 
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Q. 

A. 

trading and asset generation based companies supporting and managing commercial 

activities. Summary experience over this time period includes gas and power 

scheduling, real time power trading, commercial management of gas storage and 

transportation agreements, commercial management of fuel and power optimization 

activities for unregulated generation assets, wholesale power agreements, fuel 

agreements, and corporate planning. 

What is the purpose of your testimony? 

The purpose of my testimony is to provide the August-December 201 1 hedging true-up 

data and summarize the results of PEF’s hedging activity for calendar year 201 1 as 

required by Commission Order No. PSC-02-1484-FOF-El and further clarified by 

Commission Order No. PSC-08-0667-PPA-El issued in October 2008. 

Have you prepared exhibits to your testimony? 

Yes. I have attached Exhibit No.- (JM-IT) which summarizes the hedging 

information for calendar year 201 1 and cumulative results from 2002 to 201 1. 

What are the objectives of PEF’s hedging strategy? 

The objectives of PEF’s hedging strategy are to reduce the impacts of fuel price 

volatility over time and provide a greater degree of fuel price certainty to PEF’s 

customers. 

What hedging activities did PEF undertake for 201 1 and what were the results? 

PEF utilized approved physical and financial agreements to hedge a portion of its 

projected natural gas, heavy oil and light oil fuel burns, and a portion of the estimated 

fuel surcharge exposure embedded in PEF’s coal river barge and railroad 
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A. 

REDACTED 
~~~ ~ ~ 

~ 

transportation agreements. These activities resulted in a net hedge cost for 2011 of 

$231.2 million. 

Did PEF execute its hedging activities consistent with its approved Risk 

Management Plan? 

Yes. The hedging activities executed by PEF were consistent with those outlined in its 

201 1 Risk Management Plan (“Plan”). In the Plan filed in August 2010, PEF‘s hedging 

target ranges were to hedge to of its forecasted natural gas burns for 

calendar year 201 1 with a target to hedge approximately of the forecasted natural 

gas bums over time. With respect to heavy oil and light oil forecasted to be burned at 

PEF’s owned generation facilities for calendar year 2011, PEF targeted to hedge a - - 

minimum of and W, respectively. With respect to the coal river and rail 

transportation estimated fuel surcharge exposures for calendar year 201 1, PEF - 
targeted to hedge between to of the estimated fuel surcharge exposures 

based on contractual provisions in the coal rail and river barge transportation 

agreements. In December 2010, based on PEF‘s forecasted burns and estimated coal 

rail and river barge transportation agreements, PEF‘s hedge percentages were 

heavy oil, and light oil burns, and estimated fuel surcharge exposures in the coal river 

and rail transportation agreements. As such, PEF was within its targeted hedge 

ranges for calendar year 201 1 going into the year. 

For calendar year 2011, PEF‘s actual hedge percentages based on actual burns for 

natural gas, heavy oil and light oil, were approximately m, and WI 
respectively. PEF hedge percentages for the estimated fuel surcharges embedded in 

PEF’s coal river and rail transportation in 201 1 were and m, respectively. The 

actual hedge percentages for natural gas, light oil, and the estimated fuel surcharges 
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A. 

REDACTED 
_ _  ~ ~~ 

for coal river and rail transportation were within the ranges outlined in the Plan. As 

outlined in the Plan, actual hedge percentages for any monthly period, rolling twelve 

month time period or calendar annual period can come in higher or lower than the 

hedge percentage targets as a result of actual versus forecasted fuel burns. As 

outlined previously, based on forecasted heavy oil burns and hedges in place as of 

December 201 0, PEF was approximately hedged for calendar year 201 1. Given 

the actual to forecasted 201 1 burn variances, the resulting actual hedge percentage for 

heavy oil was lower than the targeted minimum of based on forecasted calendar 

basis. 

What were the results of PEF economic purchase and sales activities for 20117 

With respect to economic purchases and sales, during 201 1 PEF’s economic energy 

wholesale purchases and power sales resulted in savings of approximately $16.1 

million and $0.4 million, respectively. 

Q. Did PEF hedging activities meet the stated objective and are the activities 

A. 

consistent with the Commission’s Orders for hedging? 

Yes. PEF’s hedging activity met the stated objective of PEF’s hedging strategy to 

reduce the impacts of fuel price volatility over time and provide a greater degree of fuel 

price certainty to PEF‘s customers. The hedging activities are consistent with 

Commission Orders No. PSC-02-1484-FOF-El and No. PSC-08-0667-PPA-El. PEFs 

hedging activities are conducted in an environment of strong internal controls and 

executed in a structured manner. PEFs hedging activities do not attempt to outguess 

the market and may or may not result in net fuel cost savings, but have achieved the 

objectives. 
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Q. 

A. 

Does this conclude your testimony? 

Yes. 
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Progress Enemv Florida 

REDACTED 
~~ -~ 

Hedging Savings/(Cost) from 2002 through 201 1 

I I Savings/(Cost) on Hedges 
Year I 2002 

2009 
2010 

E Total 

$192,069,066 
91 18.899.150 

5883,592,512) 
281.930.172) 

Docket No. 110001-El 
Witness: Mctallister 

Exhibit No. - (JM-1T) 
2002 - 2011 Hedging Savings/(Costs) 

Page 1 of 17 _ _ ~  ~ 

Note: Includes natural gas, No. 6 oil, No. 2 oil, river barge fuel surcharge, and rail fuel surcharge 
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Hedging Summary by Commodity for 2011 
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Hedging Details for 
“Natural Gas” 

(Aug - Dec 2011) 
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Hedging Details for 
“No. #6 Oil” 

(Aug - Dec 2011) 



Docket No. 110001-El 
Witness: McCallister 

Exhibit No. - (JM-1T) 
Hedging Details (Aug - Dec 2011) PEF #E Oil Hedging Status 

REDACTED 
~~ 

U*-bUH,IOII 

I Page l2 Of l7 
Volume 



PEF 118 Oil Hedging Status 
REDACTED 

- 

Docket No. 110001-El 
Witness: McCallister 

Exhibit No. - (JM-1T) 
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Hedging Details for 
“No. #2 Oil” 

(Aug - Dec 2011) 
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Hedging Details for 
“Gas Storage” 
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Hedging Details for 
“Coal Transportation - River Barge” 

(Aug - Dec 2011) 



PEF Coal Trampoftation Hedging Status - Barge 
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