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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

DOCKET No. 0601 62-El 

In re: Petition of Progress Energy Florida, Inc. 

to recover modular cooling tower costs. 

REVISED DIRECT TESTIMONY OF 
JAVIER PORTUONDO 

January 22,2007 

Please state your name and business address. 

My name is Javier J. Portuondo. My business address is Post Office Box 

1551, Raleigh, North Carolina 27601. 

By whom are you employed and in what capacity? 

I am employed by Progress Energy Service Company, LLC, as Director of 

Regulatory Planning. 

What is the scope of your duties? 

Currently, I am responsible for regulatory planning, cost recovery and pricing 

functions for both Progress Energy Florida (PEF or “Company”) and Progress 

Energy Carolinas. 

Please describe your educational background and professional 

experience. 
C C f \ , w - 4 ?  k1 
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I received a Bachelors of Science degree in Accounting from the University of 

South Florida. I began my employment with Florida Power Corporation in 

1985. During my 20 years with Florida Power Corporation and PEF, I have 

held a number of financial and accounting positions. In 1993, I became 

Manager, Regulatory Services, and I recently became Director, Regulatory 

Planning. 

What is the purpose of your testimony? 

The purpose of my testimony is to support the Company’s request for 

recovery of reasonably and prudently incurred costs of modular cooling 

towers that PEF installed at its Crystal River plant and placed into service in 

June 2006. Specifically, in accordance with the Commission’s Order No. 

PSC-06-0771 -PCO-El, which set this matter for hearing, I will explain why the 

project costs are appropriate for recovery through either the Environmental 

Cost Recovery Clause (ECRC) or the Fuel and Purchase Power Cost 

Recovery Clause. 

Are you sponsoring any Exhibits with your direct testimony? 

Yes. I am sponsoring the following exhibits: 

Exhibit No. - (JP-I), which is an excerpt of Schedule C-6 of the 

minimum filing requirements (MFRs) that PEF submitted in its recent 

ratemaking proceeding in Docket No. 050078-El; and 
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A. 

Exhibit No. - (JP-2), which is an excerpt of Schedule B-8 of the MFRs 

submitted in Docket No. 050078-El. 

Please briefly describe the Modular Cooling Tower Project. 

The purpose of the project is two-fold: to ensure compliance with 

environmental requirements while at the same time reducing fuel 

replacement and power purchase costs. Specifically, the project involves 

installation and operation of modular cooling towers in order to minimize “de- 

rates” of PEF’s Crystal River Units l and 2 necessary to comply with the 

permit limit on the temperature of cooling water discharged from the Crystal 

River plant (“thermal permit limit”). As discussed in more detail in the pre- 

filed testimony of Thomas Lawery, the project involves installation and 

operation of modular cooling towers in the summer months in order to reduce 

the discharge canal temperatures. This will enable PEF to reduce the 

number and extent of de-rates necessary to comply with the thermal permit 

limit and thereby reduce replacement fuel and purchase power costs. 

What is the current status of the Modular Cooling Tower Project?’ 

As discussed in Mr. Lawery’s testimony, the Modular Cooling Towers were 

placed in service in June 2006 and have successfully reduced the number of 

required de-rates for Crystal River Units 1 and 2. 
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Q. Please explain why the costs for the Modular Cooling Tower Project are 

eligible for recovery through the Environmental Cost Recovery Clause. 

A. The ECRC, Section 366.8255, Florida Statutes, authorizes the Commission 

to review and approve recovery of environmental compliance costs prudently 

incurred by electric utilities. In Order No. PSC-94-0044-FOF-EI, the 

Commission established the policy that recovery of such costs associated 

with environmental compliance activities should be recoverable through 

ECRC if: 

such costs were prudently incurred after April 13, 1993; 

the activity is legally required to comply with a governmentally imposed 

environmental regulation that was enacted or became effective, or 

whose effect was triggered after the company’s last test year upon 

which rates are based; and 

such costs are not recovered through some other cost recovery 

mechanism or through base rates. 

The modular cooling tower project satisfies each of these criteria. The need 

for the modular cooling towers was triggered by the unusually high inlet water 

temperatures for extended periods during the summer of 2005. These high 

temperatures led to unprecedented de-ratings of the Crystal River plants 

which were necessary to comply with the permit limit for the temperature of 

cooling water discharged from the plant. Project costs are being prudently 

incurred after April 13, 1993, The activity is legally required to comply with a 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

governmentally imposed environmental regulation which was triggered by the 

unanticipated high inlet water temperatures after the Company’s last 

ratemaking proceeding in Docket No. 050078-El. Finally, as further 

discussed below, the project costs are not recovered through base rates. 

Were you involved in PEF’s last ratemaking proceeding in Docket No. 

050078-El? 

Yes. I submitted pre-filed testimony in that docket and I was responsible for 

the preparation of the MFRs that PEF submitted on April 29, 2005. 

What are the projected costs of the modular cooling tower project? 

As Mr. Lawery explains in his testimony, PEF incurred $516,000 capital costs 

and $4.6 million in O&M costs for the project during 2006. In future years, 

the project is estimated to cost approximately $3 to $4 million annually. The 

annual expenditures are expected to include O&M expenses for unit 

mobilization and setup, rental fees, de-mobilization, and fill replacement. 

Are the costs of the modular cooling tower project recovered through 

the base rates established in Docket No. 050078-El? 

No. The modular cooling tower project was not anticipated when PEFs 

current base rates were established/approved in Docket No. 050078-El. The 

Company’s evaluation of the project was prompted by unusually high inlet 

water temperatures and associated de-rates during the summer of 2005. 
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Thus, the costs of the project were not anticipated when the Company 

submitted its rate case MFRs in April 2005 and are not included in the 

Company’s base rates. This is demonstrated by Exhibit Nos. - (JP-I) and 

- (J P-2). 

Exhibit No. - (JP-1) is an excerpt (page 3) from MFR Schedule C-6. Among 

other things, Schedule C-6 presented the Company’s projected operating 

budget for the 2006 test year. As shown on line 12 of Exhibit No. - (JP-I), 

the Company projected no rental costs associated with its fossil fuel-fired 

steam generating units. Had rental costs associated with the modular cooling 

towers been anticipated when the MFRs were filed, such costs would have 

been reflected on that line. 

Exhibit No. - (JP-2) is an excerpt (page 1) from MFR Schedule B-8. That 

schedule presented the monthly plant balances for the projected 2006 test 

year. Had PEF anticipated capital expenditures associated with the cooling 

tower project, the resulting plant addition would have been reflected on line 

26 for FERC account 314. See 18 CFR Part 101, p. 382 (4-1-05 edition) 

(defining account 31 4 to include “all costs installed of main turbine-driven 

units and all accessory equipment” such as the ‘Cooling system, including 

towers[.]”). However, the monthly balances shown on that line do not include 

any increases that would accommodate plant additions for the modular 

cooling towers. 
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The costs of the modular cooling towers also were not anticipated when the 

Commission approved PEF’s current base rates. As noted above, the 

Company’s evaluation of the project was prompted by record high 

temperatures and de-rates in the summer of 2005. The evaluation was not 

completed until after the Commission approved PEF’s current rates in 

September 2005. 

Q. Please explain why the costs for the Modular Cooling Tower Project are 

eligible for recovery through the Fuel and Purchase Power Recovery 

Clause. 

In 1985, Commission Order No. 14546 established comprehensive guidelines 

for the recovery of costs through the Fuel Clause. In that Order, the 

Commission recognized that certain unanticipated costs are appropriate for 

recovery through the Fuel Clause. Specifically, the Commission recognized 

that recovery is appropriate for: 

A. 

Fossil fuel-related costs normally recovered through base rates but 

which were not recognized or anticipated in the cost levels used to 

determine current base rates and which, if expended, will result in fuel 

savings to customers. Recovery of such costs should be made on a 

case by case basis after Commission approval. 
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The Commission repeatedly has approved recovery of unanticipated costs 

through the Fuel Clause when those expenditures resulted in significant 

savings to the utility's ratepayers. See e.q., Order Nos. PSC-98-0412-FOF- 

El, PSC-97-0359-FOF-EI, PSC-97-0359-FOF-EI, PSC-97-0359-FOF-EI, 

PSC-96-1172-FOF-EI, PSC-95-0450-FOF-EI, and PSC-94-1106-FOF-El. As 

discussed above, the costs of the modular cooling tower project were 

unanticipated at the time of PEF's last rate case filing and, as I will explain 

below, the project will result in significant fuel cost savings to PEF's 

ratepayers. As such, the costs of this project qualify for recovery through the 

Fuel Clause under the policy set forth in Order No. 14546. 

Q. Please describe the Company's analysis of fuel cost savings estimated 

as a result of the cooling tower project. 

Fuel cost savings were analyzed based on the amount of avoided de-rates 

that are expected to result from the project. First, historical de-rate amounts 

attributable to the thermal limit were compiled for the years 2003-2005. Each 

hourly de-rate amount was distributed throughout the May-September period 

being evaluated based on the hourly load forecast for that period. The 

highest hourly de-rate amount recorded during the historical period was 

assigned to the hour with the highest projected load for the forecast period. 

The hour with the second highest de-rate amount was assigned to the hour 

with next highest projected load, and so forth. This pattern continued in order 

A. 
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Q. 

A. 

Q. 

of descending de-rate volumes until each expected hour of de-rate had been 

assigned. 

For modeling purposes, the data was summarized into a “typical” week profile 

for each month in the evaluation period. Avoided de-rates were capped at 

330 MW based on the physical limitations of the modular cooling towers. The 

resulting profiles were then used as inputs to a dispatch simulation model, 

which projected total system costs. These costs were compared against a 

scenario in which no thermal de-rate parameters were imposed on the 

system. The difference in costs was then used to derive the $/mwh benefit of 

avoiding thermal de-rates. This represents gross fuel savings. Because the 

modular cooling towers are expected to use approximately 6 MWs of auxiliary 

power, the cost of this auxiliary power was subtracted from the gross fuel 

savings to arrive at net fuel savings. 

What were the results of the fuel cost savings analysis? 

The cooling tower project was projected to result in cumulative net fuel cost 

savings of approximately $45 million over five years. Additionally, annual fuel 

cost savings were projected to exceed the estimated costs of the project in 

each of the five years. 

How does the Company propose to recover the costs of the project? 
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PEF proposes to recover all capital and O&M costs incurred for the project. 

Actual costs incurred for the project would be subject to Commission review 

for prudence and reasonableness as they are submitted for recovery through 

either the Environmental Cost Recovery Clause or the Fuel and Purchase 

Power Cost Recovery Clause. 

Does this conclude your testimony? 

Yes, it does. 
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