
Progress Energy Florida
Docket No. 060007-EI

Environmental Cost Recovery Clause

Final True-Up for Period

January through December, 2005

DIRECT TESTIMONY OF
ADVANCE \D 7.20JAVIER PORTUONDO
March 31, 2006
Q.
Please state your name and business address.

A.
My name is Javier Portuondo.  My business address is Post Office Box 1551, Raleigh, NC 27601.

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

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

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

A.
Yes, with respect to Florida.  I have also taken on the same responsibilities with respect to North Carolina. 

Q.
Have you previously filed testimony before this Commission in connection with Progress Energy Florida's Environmental Cost Recovery Clause (ECRC)?

A.
Yes, I have.

Q.
What is the purpose of your testimony?

A.
The purpose of my testimony is to present for Commission review and approval, Progress Energy Florida's (PEF’s) Actual True-up costs associated with Environmental Compliance activities for the period January 2005 through December 2005.

Q.
Are you sponsoring any exhibits in support of your testimony?

A.
Yes.  I am sponsoring Exhibit No.__ JP-1, which consists of eight forms.   Form 42-1A reflects the final true-up for the period January 2005 through December 2005.  Form 42-2A reflects the final true-up calculation for the period.  Form 42-3A reflects the calculation of the Interest Provision for the period.  Form 42-4A reflects the calculation of variances between actual and estimated/actual costs for O&M activities.  Form 42-5A presents a summary of actual monthly costs for the period of O&M activities.  Form 42-6A reflects the calculation of variances between actual and estimated/actual costs for Capital Investment Projects.  Form 42-7A presents a summary of actual monthly costs for the period for Capital Investment Projects.  Form 42-8A, pages 1 through 10, consist of the calculation of depreciation expense and return on capital investment for each project that is being recovered through the ECRC.

Q.
What is the source of the data that you will present by way of testimony or exhibits in this proceeding?

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

Q.
What is the final true-up amount for which PEF is requesting for the period January 2005 through December 2005?

A.
PEF is requesting approval of an under-recovery amount of $12,159,477 for the calendar period ending December 31, 2005.   This amount is shown on Form 42-1A, Line 1.

Q.
What is the net true-up amount PEF is requesting for the January 2005 through December 2005 period which is to be applied in the calculation of the environmental cost recovery factors to be refunded/recovered in the next projection period?

A.
PEF has calculated and is requesting approval of an under-recovery amount of $237,170 reflected on Line 3 of Form 42-1A, as the adjusted net true-up amount for the January 2005 through December 2005 period.  This amount is the difference between the actual under-recovery amount of $12,159,477 and the actual/estimated under-recovery of $11,922,307, as approved in Order PSC-05-1251-FOF-EI, for the period of January 2005 through December 2005.
Q.
Are all costs listed in Forms 42-1A through 42-8A attributable to environmental compliance projects approved by the Commission?

A.
Yes, they are.

Q.
How did actual O&M expenditures for January 2005 through December 2005 compare with PEF’s estimated/actual projections as presented in previous testimony and exhibits?

A.
Form 42-4A shows that total O&M project costs were $716,447 or 1.8% higher than projected.  Following are variance explanations for those O&M projects with significant variances.  Individual project variances are provided on Form 42-4A. 


O&M Project Variances

        1.
Substation Environmental Investigation, Remediation, and Pollution Prevention (Project No. 1):  Project expenditures were $123,604 or 10.2% less than projected.  This variance is primarily attributable to a change in the 2005 workplan as directed by the Florida Department of Environmental Protection (FDEP).   Instead of remediating 66 substations as originally forecasted, PEF focused on the 12 remediations that had been identified as high range sites.  PEF completed remediation on six of the 12 active substation sites during 2005.  Initial remediation activities were also started on the remaining six substation sites; however, completion of the work will be carried over into the 2006 workplan. 
        2. 
Pipeline Integrity Management Program (Project No. 3a):  The Pipeline Integrity Management (PIM) O&M project expenditures were $551,210 or 43.6% lower than projected.  The majority of the variance is being driven by the following: (1) The budget for the risk assessment was developed using historical averages for work completion; however, the actual number of repairs in 2005 were far less than what we had historically completed and (2) PEF completed a survey to address any inadequate cover areas found on the pipeline.  When developing the budget for this program, PEF assumed that the work to be completed would be in wet ground condition areas, which is far more costly.  The ground conditions for the work that PEF actually completed were better than originally anticipated; therefore costs were reduced. 

        3. 
SO2 Emissions Allowances (Project No. 5):  Project expenditures were $1,262,331 or 4.2% higher than projected.  This variance is primarily attributable to a true-up adjustment made in the fourth quarter of 2005 to correct emission allowance expenses.  The adjustment was made to ensure that PEF’s inventories of emission allowances agreed to the balance that the U.S. Environmental Protection Agency (EPA) has on record.

        4.
Phase II Cooling Water Intake (Project No. 6):  Project expenditures were $171,153 or 65.1% higher than projected.  The variance is attributable to contract labor costs to perform field studies.  These costs were higher than originally projected because the labor required to complete the work was greater than anticipated.  The 2005 estimated projections were calculated just three months after the work was initiated; therefore the labor requirements had not yet been fully analyzed.

        5.
Arsenic Groundwater Standard (Project No. 8):  Project expenditures were expected to be $50,000; however, work was delayed in 2005 due to continued negotiations with the FDEP.  Work is expected to begin in early 2006, once PEF receives the agencies’ final decision on permit renewal.

        6.
Sea Turtle – Coastal Street Lighting (Project No. 9):  Project expenditures were expected to be $80,000; however, work was delayed in 2005 due to negotiations with the Florida Fish & Wildlife Conservation Commission and the local governments.  This work is anticipated to begin in early 2006, after meetings with officials to establish PEF’s guidelines for performing these activities.

Q.
How did actual Capital expenditures for January 2005 through December 2005 compare with PEF’s estimated/actual projections as presented in previous testimony and exhibits?

A.
Form 42-6A shows that total Capital Investment project costs were $6,461 or 0.2% lower than projected.  Actual costs and variance by individual project are provided on Form 42-6A.  Following are variance explanations for those Capital projects with significant variances.  Return on Capital Investment, Depreciation and Taxes for each project for the period are provided on Form 42-8A, pages 1 through 10. 


Capital Investment Project Variances:

        1.
Above Ground Tank Secondary Containment (Project No. 4):  Recoverable costs were $41,657 or 18.9% lower than projected.  The variance is primarily attributable to the rescheduling of individual tank upgrades to ensure system availability during the critical hurricane season.  The original estimate was based on the completion of upgrades to two large tanks at the Intercession City site.  To ensure generation capability during the 2005 hurricane season, only one tank and the fuel oil pipeline secondary containment at this site was completed.  In addition, a small aboveground storage tank at PEF’s Avon Park site which was originally scheduled in the 2005 work plan will be completed in early 2006.  However, work at the University of Florida, which was originally scheduled for 2006, was completed in 2005.  This will allow us to focus on the remaining work at Avon Park to be completed early 2006 and Intercession City to be completed midyear.  
        2.
Sea Turtle – Coastal Street Lighting (Project No. 9):  Project expenditures were expected to be $3,081; however, work was delayed in 2005 due to negotiations with the Florida Fish & Wildlife Conservation Commission and the local governments.  This work is anticipated to begin in early 2006, after meetings with officials to establish PEF’s guidelines for performing these activities.

        3.
CAIR/CAMR – AFUDC (Project 7.3):  These capital expenditures qualify for AFUDC and therefore will not be included in the recoverable costs until the associated pollution controls are placed in service.  PEF originally estimated total capital expenditures to be $2,000,000 in 2005 for preliminary engineering activity and strategy development work necessary in determining the company’s integrated compliance strategy.  However, actual expenditures in 2005 were $1,829,277 or 8.5% lower than projected.  The variance is primarily attributable to a staffing plan change which led to a minor delay in development efforts. 
Q.
Does this conclude your testimony?

A.
Yes, it does.  
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