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Q.
Please state your name and business address.

A.
My name is Will A. Garrett.  My business address is 299 First Avenue North, St. Petersburg, Florida 33701.

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

A.
I am employed by Progress Energy Service Company, LLC as Controller of Progress Energy Florida.

Q.
What are your responsibilities?

A.
As legal entity Controller for Progress Energy Florida (PEF), I am responsible for all accounting matters that impact the reported financial results of this Progress Energy Corporation entity.  I have direct management and oversight of the employees involved in PEF Regulatory Accounting, Property Plant and Materials Accounting, PEF Financial Reporting and General Accounting. I assumed the responsibilities for the various regulatory compliance filings, including this Fuel and Capacity Cost Recovery True-Up Filing, in February 2006 from Javier Portuondo.
Q.
Please describe your educational background and professional experience.
A.
I joined the company as Controller of PEF on November 7, 2005.  My direct relevant experience includes 2 ½ years as the Corporate Controller for DPL, Inc. and its major subsidiary, Dayton Power and Light, headquartered in Dayton, Ohio.  Prior to this position, I held a number of finance and accounting positions for 8 years at Niagara Mohawk Power Corporation, Inc. (NMPC) in Syracuse, New York, including Executive Director of Financial Operations, Director of Finance and Assistant Controller.  As the Director of Finance and Assistant Controller, my responsibilities included regulatory proceedings, rates and financial planning, providing testimony on a variety of matters before the New York Public Service Commission. Prior to joining NMPC, I was a Senior Audit Manager at Price Waterhouse (PW) in upstate New York, with 10 years of direct experience with investor owned utilities and publicly traded companies.  I am a graduate of the State University of New York in Binghamton, with a Bachelor of Science in Accounting and I am a Certified Public Accountant in the State of New York.

Q.
Have you previously filed testimony before this Commission in connection with Progress Energy Florida's Fuel and Capacity Cost Recovery Clause?
A.
No, I have not.
Q.
What is the purpose of your testimony?

A.
The purpose of my testimony is to describe PEF’s Fuel Adjustment Clause final true-up amount for the period of January through December 2006, and PEF’s Capacity Cost Recovery Clause final true-up amount for the same period.
Q.
Have you prepared exhibits to your testimony?

A.
Yes, I have prepared and attached to my true-up testimony as Exhibit No. __ (WG-1T), a Fuel Adjustment Clause true-up calculation and related schedules; Exhibit No. __ (WG-2T), a Capacity Cost Recovery Clause true-up calculation and related schedules; and Exhibit No. __(WG-3T), Schedules A1 through A3, A6, and A12 for December 2006, year-to-date.  I have extracted schedules on which there was no sponsored testimony.  Schedules A1 through A9, and A12 for the year ended December 31, 2006, were previously filed with the Commission on January 19, 2007.
Q.
What is the source of the data that you will present by way of testimony or exhibits in this proceeding?

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

Q.
Would you please summarize your testimony?

A.
Per Order No. PSC-06-1057-FOF-EI, the projected 2006 fuel adjustment true-up amount was an over-recovery of $46,480,257.  The actual over-recovery for 2006 was $75,344,873 resulting in a final fuel adjustment true-up over-recovery amount of $28,864,616 (Exhibit No. __ (WG-1T)).


The projected 2006 capacity cost recovery true-up amount was an under-recovery of $5,380,565.  The actual amount for 2006 was an under-recovery of $8,762,537 resulting in a final capacity true-up under-recovery amount of $3,381,972 (Exhibit No. __ (WG-2T)).  
FUEL COST RECOVERY

Q.
What is PEF’s jurisdictional ending balance as of December 31, 2006 for fuel cost recovery?

A.
The actual ending balance as of December 31, 2006 for true-up purposes is an over-recovery of $75,344,873.

Q.
How does this amount compare to PEF’s estimated 2006 ending balance included in the Company’s estimated/actual true-up filing?

A.
The actual true-up attributable to the January - December 2006 period is an over-recovery of $75,344,873 which is $28,864,616 higher than the re-projected year end over-recovery balance of $46,480,257.  
Q.
How was the final true-up ending balance determined?

A.
The amount was determined in the manner set forth on Schedule A2 of the Commission's standard forms previously submitted by the Company on a monthly basis.

Q.
What factors contributed to the period-ending jurisdictional over-recovery of $75,344,873 shown on your Exhibit No. __ (WG-1T)?

A.
The factors contributing to the over-recovery are summarized on Exhibit No. __ (WG-1T), sheet 1 of 4.  Net jurisdictional fuel revenues fell below the forecast by $54.4 million, while jurisdictional fuel and purchased power expense decreased $137.0 million.  This $137.0 million favorable variance is primarily attributable to a favorable system variance from projected fuel and net purchased power of $150.9 M as more fully described below.  The $75.3 million over-recovery also includes the deferral of $0.4 million of 2005 under-recovery approved in Order No. PSC-05-1252-FOF-EI.  The net result of the difference in jurisdictional fuel revenues and expenses, plus the 2005 deferral and the 2006 interest provision calculated on the deferred balance throughout the year is an over-recovery of $75.3 million as of December 31, 2006.  
Q.
Please explain the components shown on Exhibit No. __ (WG-1T), sheet 4 of 4 which helps to explain the $150.9 million favorable system variance from the projected cost of fuel and net purchased power transactions.

A.
Sheet 4 of 4 is an analysis of the system dollar 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 of generated energy (BTU's per KWH); and (3) changes in the unit price of either fuel consumed for generation ($ per million BTU) or energy purchases and sales (cents per KWH).

Q.
What effect did these components have on the system fuel and net power variance for the true-up period?

A.
As shown on sheet 4 of 4, the dollar variance due to MWHs generated and purchased (column B) produced a cost decrease of $59.1 million.  The primary reason for this favorable variance was lower system requirements.   The unfavorable heat rate variance (column C) of $10.0 million is due to changes in the generation mix to meet the energy requirements.  The favorable price variance of $101.8 million (column D) was caused mainly by lower than projected natural gas and heavy oil prices, partially offset by higher purchase power prices.  Heavy oil averaged $6.36 per MMBtu, $0.91 per MMBtu (12.5%) lower than projected per the previously submitted A3, Page 3 of 4, Line 47.  Natural gas averaged $7.41 per MMBtu, $1.91 per MMBtu (20.5%) lower than projected, also per the previously submitted A3, Page 3 of 4, Line 50.  The variance related to Other Fuel is driven by the coal car investment (see Order No. 95-1089-FOF-EI.)  This favorable $9.4 million Other Fuel price variance is offset by an unfavorable price variance in Coal.  Due to a reporting difference between the projection and the actuals, components of the coal car investment fall within two lines, rather than one, on Exhibit No. __ (WG-1T), sheet 4 of 4.       
Q.
Does this period ending true-up balance include any noteworthy adjustments to fuel expense?

A.
Yes.  Noteworthy adjustments are shown on Exhibit No. __ (WG-3T) in the footnote to line 6b on page 1 of 2, Schedule A2.  Included in the footnote to line 6b on page 1 of 2, Schedule A2, are the “2006 full revenue requirements of the installed cost of Hines Unit 2, excluding the unit’s non-fuel Operations and Maintenance (O&M) expenses” of $36.6 million in accordance with Order No. PSC-05-0945-S-EI.  These adjustments also include the return on coal inventory in transit of $3.4 million and the DOE crude oil refund of $3.9 million.    
Q.
Please explain the return on coal inventory in transit adjustment. 

A:
This $3.4 million adjustment represents the return on coal inventory in transit for the year in accordance with the approved Settlement and Stipulation in Docket No. 050078-EI, as discussed further in the Other Matters portion of this filing.

Q:
Please explain the DOE crude oil refund adjustment.
A:
As a result of a supplemental order issued in July 2006 by the Department of Energy, a crude oil refund was issued to PEF.  The DOE ordered the $3.9 M refund to PEF and in August of 2006 this refund was returned to customers through a reduction in fuel expense recovered through the fuel clause. 
Q.
Did PEF exceed the economy sales threshold in 2006?

A.
No.  PEF did not exceed the gain on economy sales threshold of $5.6 M in 2006.  As reported on Schedule A1, Line 15a, the gain for the year-to-date period through December 2006 was $2.0 million; which fell below the threshold.  This entire amount was returned to customers through a reduction of total fuel and net power expense recovered through the fuel clause.
Q.
Has the three-year rolling average gain on economy sales included in the Company’s filing for the November, 2006 hearings been updated to incorporate actual data for all of year 2006?

A.
Yes.  PEF has calculated its three-year rolling average gain on economy sales, based entirely on actual data for calendar years 2004 through 2006, as follows:










 Year 
 Actual Gain 





2004

   5,330,652





2005

   1,703,378





2006

   1,990,442


 Three-Year Average

$ 3,008,157
CAPACITY COST RECOVERY

Q.
What is the Company's jurisdictional ending balance as of December 31, 2006 for capacity cost recovery?

A.
The actual ending balance as of December 31, 2006 for true-up purposes is an under-recovery of $8,762,537.

Q.
How does this amount compare to the estimated 2006 ending balance included in the Company’s estimated/actual true-up filing?

A.
When the estimated 2006 under-recovery of $5,380,565 is compared to the $8,762,537 actual under-recovery, the final capacity true-up for the twelve month period ended December 2006 is an under-recovery of $3,381,972.
Q.
Is this true-up calculation consistent with the true-up methodology used for the other cost recovery clauses?

A.
Yes.  The calculation of the final net true-up amount follows the procedures established by the Commission in Order No. PSC-96-1172-FOF-EI.   The true-up amount was determined in the manner set forth on the Commission's standard forms previously submitted by the Company on a monthly basis.

Q.
What factors contributed to the actual period-end capacity under-recovery of $8.8 million?
A.
Exhibit No. __ (WG-2T, sheet 1 of 3) compares actual results to the original projection for the period.  The $8.8 million under-recovery is due primarily to lower actual jurisdictional revenues of $6.7 million compared to projected revenues, due to lower than projected retail sales.  
Q.
Were there any items of note included in the current true-up period?

A.
Yes.  In Order No. PSC-02-1761-FOF-EI, issued in Docket No. 020001-EI, the Commission addressed the recovery of specific incremental security costs through the capacity cost recovery clause.  In accordance with the Commission order, Exhibit No. __ (WG-2T, sheet 2 of 3, line 20) includes incremental security costs of $2,182,164 before jurisdictional allocation to retail customers.
OTHER MATTERS
Q.
Were coal procurement and transportation functions transferred from Progress Fuels Corporation to PEF in 2006?
A.
Yes. As part of a consolidation of PEF’s coal procurement and transportation functions, ownership of railcars used to transport coal to Crystal River and coal inventory in transit were transferred from Progress Fuels Corporation to PEF on January 1, 2006.  In accordance with Order No. PSC-05-0945-S-EI, which approved the Stipulation and Settlement in Docket No. 050078-EI, PEF recovered its carrying costs of coal inventory in transit and its coal procurement O&M costs through the fuel recovery clause.  Furthermore, consistent with established Commission policy, PEF recovered depreciation expense, repair and maintenance expenses, property taxes and a return on average investment associated with rail cars used to transport coal to Crystal River.  In accordance with the approved Settlement and Stipulation in Docket No. 050078-EI, PEF used 11.75% as its authorized return on inventory in transit and coal car investment.
Q:
Have you provided Schedule A12 showing the actual monthly capacity payments by contract consistent with the Staff Workshop on January 12, 2005?
A:
Yes.  Schedule A12 is included in Exhibit No. __ (WG-3T)).  

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

A.
Yes
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